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Virginia Retirement System
2012 Fiscal Impact Statement

Bill Number: HB1130
House of Origin X  Introduced [ ] Substitute [ ] Engrossed
Second House [] In Committee [ | Substitute [] Enrolled

Patron: Howell

. Committee: Appropriations

Title: Virginia Retirement System; optional hybrid retirement plan created.

Summary: Virginia Retirement System; optional hybrid retirement plan. Creates a new
optional hybrid retirement plan with a defined benefit retirement plan component and a
defined contribution retirement plan component for all state employees except judges and
employees currently eligible for optional retirement plans. The plan will be available
beginning January 1, 2014. New state employees (except members of the Judicial
Retirement System or participants in optional retirement plans) commencing employment
on or after January 1, 2014 would make an irrevocable election to participate in the hybrid
plan or the traditional retirement plan. Employees in-service on December 31, 2013 would
be given the opportunity to make a one-time, irrevocable election to participate in the new
hybrid program. The hybrid plan would not be available to teachers or local employees.

Budget Amendment Necessary: Yes. While this bill does have significant costs associated
with systems development, these cannot be ascertained at this time. The ability to accurately
predict costs is complicated because VRS is replacing its current technology systems. As a
result, legislative changes will likely need to be made to both the current and the future
systems, depending on the effective date. The introduction of significant changes at this time
will likely cause a delay in the overall project schedule, resulting in additional payments to
our vendor. Further, the cost for implementing a single piece of legislation cannot be
calculated precisely due to economies of scale. The actual cost to implement all legislation
enacted during a given session will more than likely be less than the sum of the costs
attributed to individual bills. Therefore, VRS is not providing specific systems costs for this
bill, but will calculate the total for all VRS bills once they have been acted upon favorably in
both houses and prior to the conference committee report.

Additional estimated costs to implement this bill that are not related to systems development
are approximately $1.1 million. These estimated costs include actuarial calculator updates,
revising and reprinting all VRS publications and the web site, legal and compliance costs,
additional positions for the customer contact center due to increased call volume, training and
design personnel, third-party administrator costs, and RFP costs.



7. Fiscal Impact Estimates:

HB 1130 creates a new optional hybrid retirement plan with a defined benefit retirement
plan component and a defined contribution retirement plan component for all state

employees except judges and employees currently eligible for optional retirement plans.
The plan will be available beginning January 1, 2014.

Table 1 is a 10 year projection of the estimated changes to contribution rates assuming
20% of new hires during each of the first 20 years of the plan’s implementation and 5%
of current non-vested employees elect the hybrid plan.

Change in projected contribution rates due to addition of Hybrid Plan

TABLE 1
Effect when Contributing Minimum Contribution to DC Plan

Fiscal Year 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
State -0.03% -0.02% -0.15% -0.14% -0.30% -0.29% -0.42% -0.41% -0.52% -0.51%
SPORS 0.00% 0.10% -0.10% 0.00% -0.09% -0.18% -0.18% -0.09% -0.35% -0.34%
VAlors 0.03% 0.03% -0.07% -0.12% -0.21% -0.23% -0.29% -0.31% -0.39% -0.38%
Effect when Contributing Maximum Contribution to DC Plan
Fiscal Year 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
State 0.09% 0.13% 0.03% 0.07% -0.06% -0.03% -0.14% -0.11% -0.20% -0.17%
SPORS 0.20% 0.19% 0.00% 0.19% 0.09% 0.00% 0.09% 0.18%  -0.09% 0.00%
VALors 0.26% 0.30% 0.20% 0.19% 0.12% 0.11% 0.07% 0.07% 0.00% 0.02%

Table 2 shows the estimated savings from the General Fund over the next 20 years by biennium.

Projected Savings by Biennium - General Fund

TABLE 2
Assuming Minimum Contribution to DC

(SMillions)

FY15/16 FY17/18 FY19/20 FY21/22 FY23/24 FY25/26 FY27/28 FY29/30 FY31/32 FY33/34
State S 073 S 447 S 901 S 1283 S 1581 S 1837 S 2020 $ 2168 $ 2291 $§ 23.98
SPORS S (008 $§ 008 $ 023 $ 023 S 058 S 063 S 067 S 078 S 081 S 1.07
VAlors $ (016) S 061 S 138 S 1.8 S 239 S 272 S 301 $ 327 $ 328 § 348
Total S 049 $§ 516 $ 1062 S 1493 S 1878 S 21.72 S 2389 S 2573 S 27.00 S 28.53

Assuming Maximum Contribution to DC

FY15/16 FY17/18 FY19/20 FY21/22 FY23/24 FY25/26 FY27/28 FY29/30 FY31/32 FY33/34
State S (336) S (1.53) S 147 S 393 S 568 S 741 S 843 $ 923 S 984 $§ 1042
SPORS $ (033) $ (0.16) S (0.08) S (0.23) S 007 S 014 S 013 $ 013 $ 012 $ 030
VALors $ (175 S (1.22) $ (0.73) $ (0.42) $ (0.07) $ 013 S 024 $ 040 $ 038 $ 047
Total S (545) S (291) S 067 S 328 S 568 S 768 S 88 $ 976 $ 1035 $§ 11.18



Both charts contain two scenarios: the first assumes the employer match to the DC plan is
based on the minimum required amount of 1%, while the second scenario assumes the
maximum 3.5% match is contributed to the DC plan. Payroll growth is assumed to remain
flat throughout the projection period.

8. Fiscal Implications: An employer’s contribution rate for the defined benefit plan will be
adjusted to include the annual contribution rate for the defined benefit portion of the hybrid
plan for employees who enroll in that plan. The plan design changes in HB 1130 are
assumed to apply to only a small number of new hires and current members. The savings are
based on the assumption that 20% of new hires during each of the first 20 years of the plan’s
implementation, and 5% of current employees as of January 1, 2014, will elect to participate
in this plan. As a result, the reductions in costs associated with this plan design will only be
realized as more members elect this new benefit structure. While initial cost savings
associated with the plan design changes will be minimal, they will serve to reduce the
ongoing or normal cost of the plan and help to contain employer costs for these plans going
forward. Because the existing defined benefit plan is not being closed in order to implement
the hybrid plan, the more significant contribution rates that would result from a complete
shift to a defined contribution plan are not incurred.

9. Specific Agency or Political Subdivisions Affected: VRS and state employees who opt
into the plan.

10. Technical Amendment Necessary: No

11. Other Comments: This bill creates a new optional hybrid retirement plan to be
administered by VRS that includes both a defined benefit and a defined contribution
component. A number of other states have recently adopted hybrid retirement plans in
various forms. States that administer some form of hybrid plans as a mandatory or optional
primary retirement benefit for broad classes of employees include Georgia, Indiana, Ohio,
Michigan, Oregon, Utah, and Washington.1

Under this legislation, an employee’s election to enroll in the optional hybrid program is
irrevocable. Employees hired on or after January 1, 2014 will have 60 days to make an
election between the VRS defined benefit program or the hybrid program. The default
option for any eligible employee not making an election within the specified time will be the
VRS defined benefit plan. Employees in service as of December 31, 2013 will have until
April 30, 2014 to make an election to participate in the hybrid plan.

'NASRA ISSUE BRIEF: State Hybrid Retirement Plans, November 22, 2011,
http://www.nasra.org/resources/HybridBrief.pdf



Proposed Optional Hybrid DB and DC Contribution Schedule:

Employer Contribution Employee Contribution
To DB: determined actuarially 4% (mandatory)

To DC: 1% (mandatory, 100% match of first | 2% (mandatory)

1%)

To DC: 50% of next 1%

To DC: 50% of next 1% 1% (optional)

To DC: 50% of next 1% 1% (optional)

To DC: 50% of next 1% 1% (optional)

To DC: 50% of next 1% 1% (optional)

MANDATORY CONTRIB. TO DC: 1% | MANDATORY CONTRIB. TO DC: 2%

CONTRIBUTION BASED ON EMPLOYEE | OPTIONAL CONTRIBUTIONS TO DC TO

CONTRIBUTIONS: 2.5% | GET FULL EMPLOYER MATCH: 4%
TOTAL POSSIBLE EMPLOYER TOTAL POSSIBLE EMPLOYEE
CONTRIBUTION: 3.5% | CONTRIBUTION: 10%

(NOT INCLUDING ACTUARIALLY
DETERMINED DB EMPLOYER
CONTRIBUTION)

Vesting of the employer contributions to the defined contribution component would begin at
20% after the first year of continuous participation in the program, increasing by an
additional 20% per year until full vesting at the end of the fifth year of continuous
participation. If an employee terminates employment with an employer prior to achieving
100% vesting, contributions made by an employer on behalf of the employee that are not
vested will be forfeited. As this is a primary retirement plan, no loans or hardship
withdrawals may be made from the employer or employee contributions to the defined
contribution component. The Commonwealth’s Cash Match Plan (currently $20 per pay
period maximum based on a $40 per pay period contribution to the 457 Plan) will only begin
to provide an employer match under this program when the hybrid plan participant’s
contributions exceed the maximum voluntary participant contribution allowed in the defined
contribution component of the hybrid plan.

The defined benefit component has a 1.0 multiplier. Members transferring to the new hybrid
plan will have their creditable service as of the date of the transfer applied to the multiplier in
effect prior to the transfer in calculating the DB benefit; the 1.0 multiplier will apply to all
future service earned subsequent to the transfer to the hybrid plan. SPORS and VaLORS
members who transfer to the new hybrid plan will not be eligible for earlier retirement
provisions or for the Social Security supplement.




Participants in the hybrid plan would also be eligible for the health insurance credit
program, group life insurance and long-term care program.

Currently, the member contribution amount is 5% for the existing defined benefit
retirement plan. This bill would allow employees an option to select a retirement plan that
would require a different contribution amount, absent a parallel and concurrent change in
the amount of the existing defined benefit plan member contribution. Allowing employees
to choose between two plans with different mandatory contribution amounts could be
considered a prohibited cash or deferred arrangement as there is uncertainty at this point
over the Internal Revenue Service’s interpretation of employee “pick-up” rules under
Section 414(h) of the Internal Revenue Code (IRC). In order to ensure compliance with
IRC 414(h) rules, the employee election must be limited to plans with the same mandatory
contribution amounts.
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