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From: Senator Rory J. Respicio.”

Maijority Leader & Rudes Chair
Subject: Fiscal Notes

Hafa Adai!

Attached please find the fiscal notes for the bill numbers listed below. Please
note that the fiscal notes are issued on the bills as introduced.

FISCAL NOTE:
Bill No. 394-32(COR}
Bill No. 396-32(COR}

Please forward the same to MIS for posting on our website. Please contact our
office should you have any questions regarding this matter,

ST Yuos maase’!
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EDDIE BAZA CALVO ANTHONY C. BLAZ
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RAY TENORIO JOSE §. CALVO
LIEUTENANT GOVERNCR ACTING BEPUTY DIRECTOR

&ms & U 2014

Senator Rory 1. Respicio
Chairperson, Committee on Rules

I Mina’trentai Dos na Liheslaturan Guahan
The 32nd Guam Legislature

155 Hesler Place

Hagétna, Guam 96932

Hafa Adai Senator Respicio:

Transmitted herewith is Fiscal Note on the following Bill Nos.: 394-32(COR) and 396-32(COR).

If you have any question(s), please do not hesitate 1o call the office at 475-9412/9106.

A —

ANTHONY C. BLAZ
Acting Director

Enclosures
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Bureau of Budget & Management Research
Fiscal Naote of Bili No. 394-32 (COR)

ANACTTOADD A ?'é'iiuw ARTICLE § TO TITLE 4, CHAPTER 8, OF THE GUAM CODE ANNOTATED TO CREATE A NEW
"HYBRID' RETIREMENT SYSTEM WITH MANDATORY PARTICIPATION BY GOVERMMENT OF GUAM EMPLOYEES HIRED
AFTER DECEMBER 31, 2014; WITH OPTIONAL PARTICIPATION FOR DEFINED CONTRIBUTION RETIREMENT SYSTEM
PARTICIFANTS WHO ELECT TQO TRANSFER TO THE NEW HYBRID PLAN IN ACCORDANCE WITH REGULATIONS TO BE
li’R(}MULGz&}”iﬁi).

: ’:ep;rtmengfé.geng _;Awmprf tum Eniarmaum

II)e:poAgez}ev Affected: Guam Memarial Hos;niai Autherity Dept/Agency iiesrl Paula M. Blas
répartmmt s General Fund {GF) appropriationis} to date: 43,712,959

tment's Oth d {Speci fation(s) to date:
Depurtment's Other Fund {Specify) appropriation(s) to date 3371.990

Total Depariment/Agency Appropriation(s) (o date: $47.884,049

€renersi Fund: (&.pec}fy Special Total:
Fund}::

FY 2413 Unreserved Fund Balance sof 50|
FY 2014 Adepted Revenues 30 Si% $!§
[FY 2014 Appro. (P.L. 3268 dhrouph P.L. 32-180) s] sif sof
Sub-total: $ij§ Qd ?44
§i.ess appropriation in Bill $0) Q
Totah § ﬂi

One Full For Remainder of
) . FY 2614 FY 15 FY 2016 FY 2017 Fy 1618
Fizeal Year .
{if applicabie)
General Fund 1/ 30 1 $0

(Specify Special

Fund 361 54 Sﬂ‘
Total sof sof 5ol

21 2
2l 2 12
212 ]2

1. Does the bill contain “revenue gencrating” provisions? i Yes /x/ Nao

I Yes, see attachment

2. Is amount appropriasted adequate to fund the intent of the appropriation? i N/A £7 Yes /% Mo
i no, what is the additional amount required? 3 1/ i ONiA

3. Does the Bill establish s new programiagency? /! Yes /x; No
if yes, will the program duplicate existing programs/agencies? iz NiA i Yes // Ne
Is there a federal mandate to extablish the program/agency? i 7 Yes % Ne

4. Will the enactment of this Bill reguire new physical facilities? i 7 Yes ix/ No

5. Was Fiscal Note coordinated with the affected deptagency? H ne, indicate reason: %/ Yes {7 No
/ { Regquested agency commenis not received by due date i Onher:

o
Analysty] Date: m i

A\ntfm‘iw C. Blaz, Actsng Birectar

r
Fooinotes:
1/ See attached comments.

3
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Comments_on Bill No. 394-32 (COR)

Bill No. 394-32 is an Act to add a new Article 5 to Title 4, Chapter 8, of the Guam Code
Annotated to create a new “Hybrid” Retirement System with mandatory participation by
Government of Guam employees hired after December 31, 2014; with optional participation for
Defined Contribution Retirement System participants who elect to transfer to the new Hybrid
Plan in accordance with regulations to be promulgated.

According to informatton provided by the Government of Guam Retirement Fund (GGRF}), the
Government of Guam Retirement Board, with the Retirement Fund’s legal counsel and actuaries,
worked to determine the best hybrid plan design with the object of providing employees with a
guaranteed minimum benefit at retirement (similar to the DB Plan), while also enabling them to
maximize their overall retirement savings during their employment years by allowing them to
manage a component of their retirement savings.

The proposed hybrid plan combines a defined berefit component with a deferred compensation
account. Under the proposed plan:

1. All new employees and their employers will be required to contribute a certain percent of
the employee’s wages to the Retirement Fund (similar to current retirement
contributions).

2. Mandatory participation will be required for all new emplovees. Voluntary participation
in certain circumstances for curreni DC Plan participants.

3. Benefits include a:

a. Retirement annuity of 1.75% ol a member’s average annual salary (the
average of the highest three annual base salanes, excluding non-base
compensation} for each year of credited service.

b. Minimum benefit of $1.200 per year, and maximum benefit of 85% of average
annual salary.

¢. Reduced retirement annuity option. whereby a member shall be eligible to
receive at age 55 with a minimum of 25 years of credited service, an annuity
subject to a reduction of ,5% per month for each month the member 1s under
age 65 or 6% annually.

4. The transfer cost for current defined contribution members will be calculated using an
“actuarial cost” basis.

5. Normal cost is at a cap of 5%, the employee contribution rate is 9.5%.

6. There is a 1% mandatory employee contribution to the 457B plan.

Aftached is Milliman’s May 6, 2014 Study of Proposed Hybrid with ““Actuarial Cost” Transfer
which provides cost estimates of the aforementioned proposed changes to the Government of
Guam Retirement Fund.

418
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Tel +1 415 403 1333
Fax +1415 403 1334

T SO

May 6, 2014

Ms Paula M. Blas

Director

Government of Guam Retirement Fund
424 Route 8

Maite, Guam 98910

Study of Proposed Hybrid Plan with “Actuarial Cost” Transfer (Draft v3)

Deaar Ms. Blag:

As requested, | have estimated the costs of the following proposed changes to the Government of
Guam Retirement Fund:

1. Implementation of a Hybrid Plan that will be optional for current defined contribution
members and mandatory for fulure employees.

2. The transfer cost for current defined contribution mambers will ba calculated using an
“actyarial cost” basis as described below.

The cost estimates for the current Defined Benefit (DB} Plan are based upon the actuarnial veluation
as of September 30, 2013, The cost estimates for the Hybrid Plan reflect Defined Contricution (DC)
Plan census data provided as of October 2013

The results conigined in this report represent our best estimates. However, it is likely that actual
experience will vary from these estimates. To the extent that actual expsrience differs from the
anficipated expetience, actual plan costs will vary as well,

Hybrid Plan

The key provisions of the Hybrid Plan are shown beiow. Appendix A comparas the provisions of the
current GGRF Defined Beneht Plan with the Hybrid Plan.

1. Covers fulure employees and any current Defined Contnbution (DO Plan employees who elect
to transfer to the Hybrid Plan,

2. Provides a retirement annutly of 1.75% of 2 member's average annug! salary {the average of the
highest three arnual base salaries, excluding non-base compensation} for each year of credited
service.

3. The minimurm benefit is 31,200 per year. and the maximum is 85% cof average annual salary.

4. Armember shall be eligible to receive a reduced retirement annuity at age 55 and a minimum of

25 years of credited service subject to a reduction of 5% per month for each month under age
65 or 6% annually.

Offaes o Prncipal Chies Workwde



6714722835 09:59:59 am. 08-25-2014 619

Government of Guam Relirement Fund
May 6, 2014
Page 2

5. Normal cost is at a cap of 5%, the employee contribution rate is 9.5%.
6. Thereis a 1% mandatory employee contribution fo the 4578 plan.

7. A calculation is made of the full actuarial cost in order to credit all prior service during which
employees parlicipated in the DC plan o the Hybrid Plan. The costis converted to a percentage
of past earnings, assuming 0% interest. To receive credil for prior sarvice, an employee must
pay one-half of the full actuarial cost from their employee 401(a) account balance, The
employee will turn over the full amount of the 401(a) account balance due fo emplayer
contributions. Any empioyee 401(a) account balance after the pricr service buy in is
transferrable to a 457 account.

The estimated full actuarial cost for past service for the Hybrid Plan is 10.92% of the historical 31
employee 401(a} plan compensation, assuming 0% pasi inferest. The amount fo be transferred
from an amployee's 401(a) account balance is 5.46% of an employee’s historical defined
contrnibution earnings. For 2,828 of the DC participants included in the study, it is estimaled that
their employee DC balances are less than or equal 1o the estimated gctuarial cost, by an
aggregate amount of about $9.6 milliorr. For the other 4,999 DC participants inciuded in the
study, #t is estimated that their smployee DC belances are more than the estimated actuanal cost
by about $42.7 miflion, and this amount would be transfered to 457 accounts if they wers to
transfer to the Hybrd Plan.

Annuai increments

The estimaled costs have been calculated based upon the current annual increfments as shown

below.
ANNUAL 'CURRENT ANNUAL, -
ANNUITY | INCREMENTS ~
Retirees/Survivors
30 - $3.500 $600
$3,500 - 36,300 400
$6,300 - $10,100 300
Over $10,100 200

Disability Retirees

$0 - $3.,000 3300
$3,000 - §6,000 250
$6.000 - $10.000 200
Over $10.000 100

Milliman
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Government of Guam Refirement Fund
May 6, 2014
Page 3

Effect of Hay Pay Plan increases

The caiculations in this report are based upon census data provided through September 30, 2013,
and do not reflect the Hay Pay Plan increases that were implemented during the 2013-14 fiscal year
Based upon the preliminary data provided regarding the Hay Pay Plan increases. | estimate that the
total payrol for the 2013-14 fiscal year will increase by about $18 million over the projected amount
without the Hay Pay Plan increases. Of the $1€ million, it appears that about $10 million is due o
retroactive pay increases and $% million is for current year payroll. Since the increases were not
effective for the entire vear, the estimated overall increase to ongoing payroit {excluding retroactve
pay) is aboul $12 million.

An increase in the assumed payroll would increase the actuarial accrued liability and normal cost of
benefits for active U8B plan members and increase the DC contributions required for active DC plan
members. However, the increased pay ol would also allow the amorization payment of the
urfunded actuanal accrued liability to be spread over a larger amount, thereby reducing the
contribution rate, Overall, | estimate that a $12 million increase 1o the expected payroll for the 2013-
14 fiscal year would reduce the employer contribution rate for the current plan from 29.85% to
29.81%, a decrease of 0.24%. | estimale a simiiar decrease would apply to the estimated
contribution rates for the Hybrid Plan shown in this report.

This analysis assumes that future payrolls beyond the Hay Pay Plan increases will increase 3% per
year. If future payrolls do not increase by at least 3% per year, the contribution rates will increase.

Exhibits and Appendices

The enclosed exhibits show the estimated impact of the Hybrid Plan upon the actuarial valuation
results as of September 30, 2013, Costs for future years will likely differ due to population changes,
investment resulls, and actual experience that differs from the assumptions, Costs will also vary
depending upon the number of current defined contnbution (DC) members who elect to ransfer o
the new Hybnd Plan.

Exhibit 1 ~ Cost Comparison with Current Pian
Exhibit 2 ~ Cost Comparison with Social Security
Exhibit 3 ~ Benafit Comparisons with Social Security

Appendix A — Summary of Benefit Provisions

Appendix B - Implementation Provisions

Appendix C ~ Assumptions, Notes and Data Limitations
Appendix D - Glossary of Key Terms

Caveats

In preparing this repor, | relied, without audit, oninformation (some oral and some in writing) supphied
by the Fund's staff, This information inciudes, but s not imited to, financial information, member
census data, and plan provisions. We found this information 1o be reasonably consistent and
comparable with mfermation used for other purpeses. The valuation results depend on the integrity of
this information. H any of this information s inaccurate or incomplete the results may be different and
the calculations may need io be revised.

Mitiman
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Governmeni of Guam Refiremert Fund
May 6, 2014
FPage 4

This report is only an estirnate of the Fund's financial condition as of a single date. It can neither
predict the Fund's future condition nor guarantee future financial soundness. Actuarial valuations do
not affect the ultimate cost of Fund benefits, onty the timing of Fund contributions. While the
valuation is based on an array of individually reasonable assumptions, other assumption sets may
also be reasconable and valuation resulls based on those assumptions would be different. No one
set of assumptions is uniguely correct. Determining results using alfsrnative assumptions is outside
the scope of our engagement.

Future actuarial measurements may differ significantly from the current measurements presented in
this report due to such factors as the following: plan experience differing from that anticipated by the
economic of demographic assumptions, changes in economic or demographic assumptions,
increases or decreases expected as part of the natural operation of the methodology used for these
measurements (such as the end of an amortization period or adgitional cost or coninbution
requirements based on the Fund's funded status), and changss in plan provisions or apglicable law.
Due to the limited scope of our assigniment, we did not perform an analysis of the potential range of
future measurements. The Board of Trustees has the final decision regarding the appropriateness of
the assumptions and actuarial cost methods,

Wiiiman's work is prepared solely for the use and benefit of the Government of Guam Retirement
Fund. To the extent that Mi#iiman's work is not subject t¢ disclosure under applicable public records
laws, Milliman's work may not be proviced lo third parties without Midliman's prior written consent
Miliman does not intend to benefif or create & legal duty 1o any third party reciplent of its work
product. Milliman's consen: {o release its work product to aay third party may be conditioned on the
third party signing a Release, subject to the following exception(s):

{a} GGRF may provide a copy of Milliman's work, in its entirely, 1o s professional service advisors
who are subject to a duty of confidentiality and who agree to not use Milliman's work for any
purpose other than to benefit GGRF.

{by GGRF may provide a copy of Milliman's worlk, in its ertirely, to other governmental entities, as
required by law.

No third party recipient of Miliman's work product should rely upon Milliman's work product. Such
recipients should engage qualified professionals for advice appropriate to their own specific needs.
The consuitants who worked on this assignment are pension actuaries. Milliman's advice is not
intended {o be a substitute for qualified legal or accounting counsel.

On the pasis of the foregoing, we hereby cerlify that, to the best of owr knowledge and belisf, this report
is complete and accurate and has been prepared in sccordance with generally recognized and
accepted acluanal principles and practices. The undersigned is a member of the Amerncan Academy
of Actuaries and mesls the Qualification Standards of the American Academy of Actuaries o render
the actuarial cpmion contained herain.

Sincerely

PL0):

Richard A. Wriight, FSA MAAA
Consulting Actuary

RAW

enc.

NoguaeomZDidigeamsiuty hybnt dinal) doc

Mithrman
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Government of Guam Refsemen! Fund
Study of Progosed Hytod Plan

EXHIBITS

Milliman Clicot Report

Exhibit 1. Cost Comparison with Current Plan

Based upon Actuarial Valuation as of September 30, 2013
(3%'s In milllons)

HybridPlan
V-

100% over 100% over Declining than ‘

Current 106% Age 40 Age 50 %'s by Age  Actuaral 0%
Plan Transfer  Transfer  Transfer  Transfer' Cost? Transfer

DC Participants

Assumed to Transfer 0 1,827 4,403 2109 4902 2,828 0
Not Assumed to Transfer 7.827 0 3424 5718 2925 4 999 7.827
Total 7,827 7,827 7,827 7827 7827 7827 7827
DC Assets iransferred to DB na $262.28 %189 35 $£95.14 $185.77 $34.72 $0.00
DC Assets transferrad to 457 na $42 71 $34 68 $158.81 $31.87 006 %300

Unfunded Actuarial Accruad Liability (UAAL)
Actuarial Accrued Liability $2855.36 18$3.23623 $3,16053 $3030.62 $3,14100 35293400 $285536

Actuanat Value of Assets 1413.02 167831 1,602 37 1.508.16 1,508 80 1,447.74 141302

UAAL $1,442.34 | $1,560.92 §155816 $152245 $154220 $148626 $144234

Estrmated Change in UAAL 30.00 $11858 $115.82 $80.11 $35.86 $43.92 3000

Secunty Ratio 49 49% 51 77% 50.70% 4876% 50 90% 49.34% 49 48%
Employer Normal Cost (NC) Rate

Defined Benefit Plan 6.37% 6.37% 6.37% 6.37% 637T% 6.37% §37%
Hybrid Pian n/a 1.84% 1.84% 1.84% 184% 1.84% 1.84%
Blended NC Rate (DB + 6 37% 334% 4.60% 5 80% 4.20% 481% 8.37%
Hybrid)

Estimated Contribution Rate’ 29 85% 29.3C% 30.86% 31.13% 30.28% 29 95% 29.85%

Estimated Contribution * 314182 $138.95 $146.32 $147.59 $143.57 $142.01 $141.52
Change na ${2 57) 54 .81 w07 $2.05 $0.49 $0.00

' Assumes the folowing transfer percentage by age: 100% of DC members age 65 and up, 95% for ages 60-24

90% for ages 55-59, B5% for ages 50-54, 70% for ages 40-48, 50% for ages 30-39. and 25% for ages 20-29
VWithin each age group, those who transfer from fhe DC plan to the Hybnd plan are assurned 1o have the same
average DC account bafances and actuanal cost as those who don't transter from the DC Plan to the Hybnd Plan
Assurnes that 100% of the members whose (JC account balances are less than or equat o the actuarial cost of
their past service stirbuted to DC service wili transfer from the DC plan to the Hybnid pian. Members whose OC
account balances are greater than the actuanat cost of their past service are assumed to sfay int the DC pian and
not transfer to the Hybrid Plan

Assumes annual payroll of $474.2 milion for the 201314 fiscal year and $488.4 million for the 2014-15 fiscal yaar.

This work product was prepared solely for the plan sponsor for the purposes gescrbad heram and may 1ot be apropnale ic use
for other pusposes  Mihman does not imiend 16 beaell and assumes na dily 07 Lafdity 16 GIREr DArTes who recene s work

Milliman 5
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Govemmen: of Guam Retramen! Fund
Study of Propased Hybrut Plan

Milliman Client Report
EXHIBITS

Exhibit2. Cost Comparison with Social Security

Assumes 100% of Current DC Members Transfer to Hybrid Plan

S Total
Social Defined Soc Bec

Security’ Contrib ~ +DC
Ongolng Costs Only
Employer's normal cost 6.2% 5.0% 11.2% 1.8%
Employee cost 8.2% 50% 11.2% 9.5%
Total as % of pay 12.4% 10.0% 22.4% 11.3%
Hybrid cost as % of Social Security and DC 51%
Ongoing Costs Plus UAAL of DB Plan
Employar's normal cost 1.2% 1.8%
Empiloyer’s cost of UAAL of DB plan 24 1% 26.1%
Total empioyer cost (Hybrid/DC only) 353% 27.9%
GGRF employer cortribution rata 29.9% 29 3%
Social Security employer cost as % of total payroff 39% 0.0%
Total employer contribution rate 33.8% 29.3%

- T

Social Security compensation i3 imited to $117,000 for 2514,

This work product was prepared solely for the plan spensor lor the purposes descnbed Narem and May nol be aporconale to use
for othes pupOses  Mdman does notintend (o benefil and assumes no ity or Dty 1o Oiher L8103 who recene 1his work

Milliman 8
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Governrnent of Guain Retfement Fund
Study of Propossd Hybr o Pian

Mitliman Client Report
EXHIBITS

Exhibit3. Benefit Comparisons with Social Security

Projected Monthly Benefit at Age 65°
Empioyee Eaming $40,000 per Year

As % of Soclal Secority + OC
Soc

Defined Sec Hybrid

Contrib.  + D0 Plan

Hire Social Befined  Soc Sec  Hybrid Bocial

Age Security  Contib * D0

25 $3.481 $3.233 36,714 36,114 52% 48% 100% 91%
30 3,077 2333 5410 4,728 57% 43% 100% 87%
35 2455 1,651 4108 3,582 60% 40% 100% B7%
40 1.837 1,138 3,075 2838 53% 7% 100% 86%
45 1,506 753 2,258 1,865 67% 33% 100% 83%
50 1,148 468 1.618 1,237 71% 28% 100% 77%
55 865 258 1,124 729 7% 23% 100% 685%
60 - 108 108 322 0% 100% 100% 288%

¥ T TExcides 457 account balances,

Projected Monthly Benefit at Age 66
Employee Eaming $80,000 per Year

Co e Bo¢
- Social o Defined - Sec

Hire Social Defined Soc¢ Sec  Hybrid

Age  Security Contrib  +DC Plan Contrib  +DC
25 35277 $6466  $11.743 | $12227 45% 55% 100% 104%
30 4,664 4 868 9,330 §,456 50% 50% 100% 101%
35 3,875 3,363 7,178 7.164 54% 46% 100% 100%
40 3,114 2275 5,389 5277 58% 42% 100% 58%
45 2,341 1,507 3,848 3,731 81% 38% 100% G7%
50 1,704 936 2,640 2473 85% 35% 100% 94%
35 1200 518 1,718 1,457 70% 30% 100% 85%
60 - 215 215 644 0% 100% 100% 300%

ki

Exchudes 457 sccoun! baisnces.

This work product was prepared solsly for the plan sponsor for the purposas descrbed herern and may not be gppropnate o use
far other puipases. Menman doss not intend to benefi 810 assumes no duly o hatilify to Oiher Garkes Who recewe s work

Milliman
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Gaovernment of Guam Relrement Fung
Study of Proposed byteid Plan

APPENDICES

Appendix A. Summary of Benefit Provisions

Below 15 a comparison of the plan provisions of the currant DB Plan and the proposed Hybrid Plan.
The provisions shown for the current DB Plan are those provisions applicable to employsas who

becaime meambers on or after August 22, 1984, In the proposed Hybrid Plar, there 15 no distinction
between Uniformed and Non-Uniformed Personpel.

CURRENT DB PLAN HYBRID PLAN

Eligibliity

Benefit Formula

Average Annual
Salary

Unreduced
Retirement

Reduced Retirement

Survivor Benefits
Spouse

Chiid
Add'l lump sum

Employees hired onh or before 9/30/85,
who haven't previously transferred to the
oe Plan

2.0% of Average Annual Salary for each
year of service up to 10 years, plus

2.5% of Average Annual Salary for each
year of service over 10 years, plus

$20 muttiplied by years of service, reduced
oy 0.01% of Average Annual Salary in
excess of $6,000

Minimum:  $1,200 per year
Maximum:  85% of Average Annual
Satary

Unused sick leave i1s added to years of
service upon retirement,

Highest 3 year avarage
Minimum:  $6,000 per year

Age 55 or 30 years of service, or
age 60 and 15 years of service, if
uniformed personnel

25 Years of Service
Reduction. 3% per year early

80% of member's benefit
Minimum: 31,200 per year

$2,880 per year

$1.000

Raquired
Employees hired after effective date

Optional
Employees currently in the DC Plan

1.75% of Average Annual Salary for
each year of service

Minimum:  $1,200 per year
Maximum:  85% of Average Annual
Salary

Unused sick leave s added !o years of
service upon retirement.

Highest 3 year average
Non-base compensation is sxciuded.

Age 85
Maximum benefit of 85% is achieved
with 49 years of service

Age 55 and 25 Years of Service
Raduction. 6% per year early

Same as current DB

THE wark product was prepared solely for the plar sponsor for ihe purposes descrbed heram and may nof be apprapnhale 1o use
for other purposes  ARNiman does aol intend (o beneff and Assumas a0 duty or sabilly 1o orher parties who recerve this wark

Milliman
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Goveroment of Suam Retrement Fung
Study of Proposed Hybrnd Fian

APPENDICES

CURRENT DB PLAN HYBRID PLAN

Disability Benefit

Vesting

Annual Increments

Retirees/Survivors

Diasabled

Employee
Contributlon

DC Plan Contribution Employee.

467 Plan

DC Plan Transfer

66-2/3% of the average of the highest
three years of salary

§ years of seivice

Anriyal

Annual Amount  Increase
3 0-3,500 $600
3,500- 6,300 400
8,300-10,100 300
QOver 10,100 200

$ 0-3,000 $300
3,000-6,000 250
6.000-10,000 200
Cver 10,000 100

9.5% of compensation

None
Employer None
Employee.  Voluntary
Employer: None
n/a

50% of the average of the highest
three years of salary

Same as current DB

Same as Cument DB Plan

Same as current DB

Employee:  None
Employer: None
Employee. 1% Mandatory
Employer: None
Employee account

Lasser of.

100% of account balance, or
5 46% of historical DC Plan
compensation

Emptoyer account
100% of account balance

Th'S Wwork prodfuct #as crepared sofely For the plan sponsor for the purposes descnbed nerent and may not be apbropnate 1o yse
for gtrer pucposes  Méhman does nof intend 10 benefil and 3ssumes 1o duly Or halility (O Dther Darties who /eeeive (s work
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1.

2

Participants in the current DB plan will remain in the DB plan with no change in benefits.

Current DC Participants will have th e option to transfer to the Hybrid Plan and receive
benefits with respect o fulure service.

a. Current DC participants will have the option to transfer their DC account balance to the
Hybrid Plan in exchange for past service credifs.

b. The decision to transfer to the Hybrid Plan and the decision {0 repay amounts previously
withdrawn must be made concurrently.

¢. DC Participams will be given 180 days to sfect o transfer
d. DC Participants who had previously withdrawn a portion of their DC Plan account balance
will have the option to elect to repay amounts previously withdrawn, including the

government's contribution paid to them, with interest ete.

e. Those who elect to repay will be given one year from the date of their election, to repay all
amounts previously withdrawn, with interest ete.

DC Participants who elect to transfer their DC account balance to the Hybrid Plan wiil be
credited with the appropriate yvears of service for Hybrid Plan benefits,

. a. Participants who have not withdrawn any of their DC Plan account balance will be crediled

with all of their years of DC service in the Hybrid Plan.

b. Participants who have withdrawn 2 portion of their DC Plan account balance, and have not
repaid the amount, will only receive partial credit for DC plan service

i Tha reduced DC plan service will be in proportion 1o the amount of the withdrawal,

i, If the amounis withdrawn are repaid, the Paricipant will be cradited with all years of
DC plan service.

DC Participants who do not elect to transfer wili retain their DC Accounts
a. The Employee and Employer contribution rate may continug at 5%

b Alternatively, the Employee confribution rate could be increased to the Emploves
contribution rate under the Hybrid Plan in order to maintan parity with the Hybnid Plan.

There is a 1% mandatory contribution to the 457 Plan. Members may elect to contribute
more. Thers arg no employer matching contributions in any of the Hybrid options.

New Employees hired after the Effective Implementation Date of the Mybrid Plan, wil be
enrolled in the Hybrd Plan.

This work produt? was prepered seisly 107 1he plan sponscr o7 1he puipases descnbed nergn and may nol be Sopropnste o use

for other pyrposes  Médmnan dogs nol infend 1o banel and 355umes ne duly Or salidy 10 other parhies whi receve U wirk
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Appendix C. Assumptions, Notes and Data L imitations

Assumptions

In sstimating costs we made the following assumptions:

1. The acluarial cost method and assumptions ware those reflected in the actuarial valuation of the
DB plan as of September 30, 2013, as documented in Appendix B of the actuarial valuation
report, with the exception of the return of contributions assum ption. Participants in the proposed
Hybrid Plan who terminate employment with less than 20 years of service are assumead o retire
at age 55 rather than elect a return of contributions.

2. The estimated costs assume future investment returns of 7% per year after September 30, 2013,
i investment returns don't meet the actuarial interest rate, the estimated costs will rige.

3. The estimated costs assume that the tola! GovGuam payrol for DB and DC will increase 3.0%
per year. If the gverall payroll increases are less than 3.0%, the estimated costs will rise.

4. The cost and liabilily estimates reflect the updated DC census population providad to us as of
October 2013. This data included 7,827 active members {i.e., those for whom the annual
contribution amounts provided were non-zero, excluding those who terminated employment in
2013}, Eamings were inferred from the annual contribution amounts,

5. Administrative expenses for the Hybrid Plan were assumed to be 10% of total normal cost
{including expenses). '

6. For patiicipants with DC employee contribution account balances that excesdad their DC
employer contribution account balances, with a DB after-tax contribution account balance of
zero. a rollever was assumed to have been made from another plan, and the rollover amount
{t.e., the excess of the employee account over the employer account) was excluded from the
amount assumed ¢ be transferred 1o the Hybrid Plan. The fotal amount excluded was $0.6M.

7. Members were assumed to have commenced DC plan padicipation on the later of the member's
hire date and October 1, 1995

8. Missing or unreasonable hire dates/birth dates were estimated assuming that the member was
hired at age 30

8. Members for whom gender was not provided were assumed to be male.

Thes wirk prodel! was prepared soiely i}
fof SERBF DLIpDSES Mlman does il

W pUrBLSES JESCrbed hevern and ma
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WMilinan 11



6714722825

14183 am. 09-25-2014 1619

Gowerrraant o (ugm Belvement Fung

i Siydy of Broposed Hybeg Hlan
Milliman Client Report §

APPENDICES

Replacement Ratio

The Hybrid formula provides a maximum benefit of 5% of Average Annual Salary for members with
49 years of service. Members with less than 49 years of service will have a lower benefit rale. For
most retirees, replacement ratios of 80% to 100% are required for a retiree o maintain therr stardard
of lving in retirement. Therefors, retirees may need to supplement their income threugh additional
savings, other retirement plans, or working during retirement.

Data Limitations

This report is based upon census data we received in 2013 on 7,827 active members of the current
DC plan. This data did not include information relating o withdrawals from member accours. To
account for a portion of the impact of withdrawals, for members whose employee contribution
account balances were less than thelr employer contribution account balances, we prorated the

service credited under the Hybrid Plan by the ratio of the employee balance (o the employer balance.

For members who fransferred to the DC plan from the current DB plan whose employee account
balance was less than the employer account balance, indicating a withdrawal of DB plan employee
contributions, we credited service under the Hybrid Plan only frem the assumed DC plan
participation date.

Thes work product was prepared soiely for the plan 3ponsor 707 e purp25es descrbed heres: ana may nol be aprreniate o use
far ¢iher purposes  Adiyman does nol itend jo benefl and assumes nG duty Or BADYEY By other parkes wha recenve s work
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Appendix D. Glossary of Key Terms

Actuarial Accrued Liability. The Present Value of Future Benefits allccated to past service in
accordance with the actuarial cost methed.

Actuarial Cost Method. A method of allocating the present value of benefits tc past and future
periods, Actuarial cost methods take into consideration the effect of wage inflation.

Actuarial Gaine and Losses. Changes to the Actuarial Accrued Liabifity due to deviations from the
actuariai assumptions. These can inchude gains and lossas from investments, employee turnover,
disability, retirement, mortalty, and administrative expenses.

Actuarial Value of Assets. A method of valuing Fund assets that recognizes gains and losses that
occur in the market value of assets cver & period of years rather than mmediately.

Normal Cogt. The value of benefits earned for one year of service. The normal cost is calculated in
accordance with the actuarial cost method. The accumulation of all normat costs assigned to past
service equals the Actuarial Accrued Liability.

Present Valug of Benefits. The sum of all barefits expected to be paid in the future by the
retirement system, with the payments discounted to the present using the valuation interest rate.
Thig includes benefits to be eamed in the future for current employees.

Present Value of Future Normal Cost. The sum of all fulure rnormal costs expected for current
employees, with the costs discounted back to the present using the valuation interest rate.

Security Ratio. The percentage of the Actuarial Accrued Liabilty that is funded by the Fund assets.
A fully funded plan will have a secunty ratio of 100%.

Unfunded Actuarial Accrued Liability. The dollar vaiue of the Actuarial Accrued Liabiiify that
exceeds the Actuarial Value of Assets. A fully funded plan wifl have no unfunded actuarial accrued
tiability.

Thag work product was prepared soigly for the plan sponsor Jor the purposes desenbel! hergin and may sl be appropnals 1 vse
} ¥ ; 2 E ;
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Senator

Rory J. Respicio
CHAIRPERSON
MAJORITY LEADER

Senator

Thomas C. Ada

VICE CHAIRPERSON
ASSISTANT MAJORITY LEADER

Speaker
Judith T.P. Won Pat, Ed.D.
Member

Senator
Dennis G. Rodriguez, Jr.
Member

Vice-Speaker
Benjamin J.F. Cruz
Member

Legislative Secretary
Tina Rose Mufa Barnes
Member

Senator
Frank Blas Aguon, Jr.
Member

Senator
Michael EQ. San Nicolas
Member

Senator

V. Anthony Ada
Member
MINORITY LEADER

Senator
Aline Yamashita
Member

September 5, 2014

VIA E-MAIL
joey.calvo@bbmyr.guam.gov

Jose S. Calvo

Acting Director

Bureau of Budget & Management Research
P.O. Box 2950

Hagdtna, Guam 96910

RE: Request for Fiscal Notes— Bill Nos. 394-32 (COR) and 395-32(COR)

Hafa Adai Mr. Calvo:
Transmitted herewith is a listing of I Mina’trentai Dos na Liheslaturan Gudhan’s
most recently introduced bills. Pursuant to 2 GCA §9103, I respectfully request

the preparation of fiscal notes for the referenced bills.

Si Yu’os ma’dse’ for your attention to this matter.

Very Truly Yours,

M J- /Z(f/)/m

Senator Rory J. Respicio
Chairperson of the Committee on Rules

Attachment (1)

Cc: Clerk of the Legislature



Bill Nos.

Sponsors

Title

394-32 (COR)

B.J.F. Cruz

AN ACT TO ADD A NEW ARTICLE 5 TO TITLE 4, CHAPTER 8, OF
THE GUAM CODE ANNOTATED TO CREATE A NEW “HYBRID”
RETIREMENT SYSTEM WITH MANDATORY PARTICIPATION BY
GOVERNMENT OF GUAM EMPLOYEES HIRED AFTER
DECEMBER 31, 2014; WITH OPTIONAL PARTICIPATION FOR
DEFINED CONTRIBUTION RETIREMENT SYSTEM
PARTICIPANTS WHO ELECT TO TRANSFER TO THE NEW
HYBRID PLAN IN ACCORDANCE WITH REGULATIONS TO BE
PROMULGATED.

395-32 (COR)

Brant McCreadie

AN ACT TO AMEND §74108 OF CHAPTER 74, TITLE 11 GUAM
CODE ANNOTATED RELATIVE TO INCREASING THE CIVIL
PENALTIES FOR SCRAP METAL BUSINESSES WHO FAIL TO
PROPERLY FOLLOW REPORTING REQUIREMENTS AS PER
GUAM LAW.




Senator

Rory J. Respicio
CHAIRPERSON
MAJORITY LEADER

Senator

Thomas C. Ada

VICE CHAIRPERSON
ASSISTANT MAJORITY LEADER

Speaker
Judith T.P. Won Pat, Ed.D.
Member

Senator
Dennis G. Rodriguez, Jr.
Member

Vice-Speaker
Benjamin J.F. Cruz
Member

Legislative Secretary
Tina Rose Mufa Barnes
Member

Senator
Frank Blas Aguon, Jr.
Member

Senator
Michael EQ. San Nicolas
Member

Senator

V. Anthony Ada
Member
MINORITY LEADER

Senator
Aline Yamashita
Member

September 4, 2014

MEMORANDUM

To: Rennae Meno
Clerk of the Legislature

Attorney Therese M. Terlaje
Legislative Legal Counsel

From: Senator Rory J. Respicio/[//w
Chairperson of the Committee on Rules
Subject: Referral of Bill No. 394-32(COR)

As the Chairperson of the Committee on Rules, I am forwarding my referral of
Bill No. 394-32(COR).

Please ensure that the subject bill is referred, in my name, to the respective
committee, as shown on the attachment. I also request that the same be

forwarded to all members of I Mina’trentai Dos na Liheslaturan Gudhan.

Should you have any questions, please feel free to contact our office at 472-7679.
Si Yu’os Ma'dse!

Attachment
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I MINA 'TRENTAI DOS NA LIHESLATURAN GUAHAN
2014 (SECOND) REGULAR SESSION

Bill No. 46/~ 3! ape)

Introduced by: B.J.F. Cruz

AN ACT TO ADD A NEW ARTICLE 5 TO TITLE 4, CHAPTER

8, OF THE GUAM CODE ANNOTATED TO CREATE A NEW

“HYBRID” RETIREMENT SYSTEM WITH MANDATORY

PARTICIPATION BY GOVERNMENT OF GUAM

EMPLOYEES HIRED AFTER DECEMBER 31, 2014; WITH

OPTIONAL PARTICIPATION FOR DEFINED

CONTRIBUTION RETIREMENT SYSTEM PARTICIPANTS

WHO ELECT TO TRANSFER TO THE NEW HYBRID PLAN

IN ACCORDANCE WITH REGULATIONS TO BE

PROMULGATED

BE IT ENACTED BY THE PEOPLE OF GUAM;

SECTION 1. Legislative Findings and Intent. [ Mina trentai Dos Na
Liheslaturan Guahan finds that there are three separate retirement plans generally
available to Government of Guam employees: (a) employees employed on or
before September 30, 1995 were required to become members of the Retirement
Fund (Defined Benefit Plan) under Article 1, Chapter 8, Title 4 of the Guam Code
Annotated; (b) employees employed after September 30, 1995 were and remain
required to become participants in the Defined Contribution Retirement System
under Article 2, Chapter 8, Title 4 of the Guam Code Annotated; and (c) all
employees, except those participating in a Government of Guam sponsored plan
under Section 403(b) of the Internal Revenue Code, may voluntarily participate in
the Deferred Compensation Program under Article 3, Chapter &, Title 4 of the
Guam Code Annotated.

I Mina trentai Dos Na Liheslaturan Guahan further finds that the Defined
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Contribution Retirement System was established in 1995 amid concerns and
findings by the Twenty-third Legislature that:
(a) The Actuarial Valuation of the Retirement [Defined
Benefit] Plan prepared by Deloitte & Touche as of September 30,
1993, expressed concern that benefit levels are rather excessive in
comparison to most other government retirement systems.

{b) Benefit levels and retirement policy should be reviewed

and benefit levels should be adjusted in order to address specific

inequities, excessiveness. and desired policy objectives.

(c) In establishing benefits for a new plan, generally
accepted retirement income levels standards should be observed and

the details of any new plan must be considered thoroughly and a

comprehensive education and implementation plan must be

developed.
Pub. L. No. 23-42:1 (Emphasis and bracketed text added).

I Mina trentai Dos Na Liheslaturan Gudhan has continued to review benefit
levels and retirement policy in light of retirements of participants in the Defined
Contribution Retirement System, as well as the Defined Benefit Plan. The review
by I Mina'trentai Dos Na Liheslaturan Guahan involved consideration of a
comprehensive and detailed study by Milliman, Inc. of alternative retirement plans
and arrangements, based upon the Actuarial Valuation under the Defined Benefit
Plan as of September 30, 2008, and updated through September 30, 2013. The
alternatives, which included cost comparisons between Social Security, the
Defined Contribution Retirement System, Social Security plus the Defined
Contribution Retirement System, and the Hybrid Plan herein, were prepared as part
of an analysis of funding requirements and retirement benefit levels of participants

in the Defined Contribution Retirement System and future government of Guam
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employees.

I Mina'trentai Dos Na Liheslaturan Gudhan finds that the benefit levels of
retirees of the Defined Contribution Retirement System, including those who
voluntarily participate in the Deferred Compensation Program, have not been
sufficient to maintain their standards of living in retirement. [ Mina trentai Dos
Na Liheslaturan Gudhan finds that an alternative retirement program that
combines a defined benefit “floor” of benefits, along with a salary reduction
deferred compensation program, is necessary to provide a reasonable opportunity
for government employees to maintain their standards of living in retirement, while
also balancing the government’s budgetary needs and obligations to active and
retired government employees and their survivors. [ Mina'trentai Dos Na
Liheslaturan Gudhan finds that this combination of benetits under an alternative
“Hybrid Retirement System” is reasonable and prudent to balance the needs of
government employees as well as the government as a whole, and is a preferred
alternative to a continued Defined Contribution Retirement System plus Social
Security, assuming that Social Security eligibility is extended to government of
Guam employees.

I Mina'trentai Dos Na Liheslaturan Gudhan intends to establish a new
“Hybrid Retirement System” to be comprised of participation in: (1) the
preexisting Retirement Fund that shall provide for an unreduced retirement defined
benefit equal to 1.75% of an employee’s average annual salary for each year of
credited service at retirement age 65; and (2)the preexisting Deferred
Compensation Program providing for a required pre-tax salary reduction
contribution equal to one percent (1%) of a member's base salary.

I Mina 'trentai Dos Na Liheslaturan Guahan intends that the new “Hybrid
Retirement System” shall require mandatory participation by all new employees

hired after December 31, 2014, with voluntary participation in certain
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circumstances by participants with interests in the Defined Contribution
Retirement System who elect to participate in, and, in certain circumstances,
transfer their account balances to, the “Hybrid Retirement System” in accordance
with regulations promulgated by the Board of Trustees of the Retirement Fund.
SECTION 2. Summary of Key Provisions in New Hybrid Retirement
System. A new Article 5 as described in Section 3 of this Act shall be added to
Title 4 (Public Officers and Employees), Chapter 8 (Retirement of Public
Employees), of the Guam Code Annotated to create a “Hybrid Retirement System”
that is comprised of participation in the preexisting Retirement Fund and Deferred
Compensation Program. Subsections A — E of this Section 2 are provided only as
a convenient summary of the key provisions of the Hybrid Retirement System, and
are not meant to be codified in Chapter 8, Title 4 of the Guam Code Annotated.
A.  Participation in the Hybrid Retirement System
(I New Employees
With limited exceptions, new employees whose employment
commences on and after January 1, 2015 shall participate in the Hybrid
Retirement System.
(2) Former Employees Who Are Reemployed
(a) Reemployed employees who have retired under government of
Guam sponsored plans are prohibited from participating in the Hybrid
Retirement System. All reemployed employees who retired under the
Defined Benefit Plan, the Defined Contribution Retirement System, or the
Hybrid Retirement System are required to participate in the Defined
Contribution Retirement System.
(b) Reemployed employees who were members of the Defined
Benefit Plan and did not refund (withdraw) their employee contributions

upon separation from service shall resume membership in the Defined
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Benefit Plan.

(¢c) Reemploved employees with interests in the Defined
Contribution Retirement System shall participate in the Defined
Contribution Retirement System, unless such eligible employees timely
elect to participate in the Hybrid Retirement System (and in some cases,
transfer their account balances) under the following circumstances:

(i) Such eligible employees who are reemployed during the
“Eligibility Window” commencing on January 1, 2015 and ending on
September 30, 2015, may, during the “Election Window”
commencing on April 1, 2015, and ending on September 30, 2015
(October 31, 2015, for reemployment commencing during the month
of September 2015), elect to participate in the Hybrid Retirement
System and transfer their account balances in the Defined
Contribution Retirement System to the Retirement Fund for credited
service effective as of January 1, 2016.
(i1)  Such eligible employees who are reemployed after
September 30, 2015, may, within 30 days of their reemployment, elect
to participate in the Hybrid Retirement System, but may not transfer
their account balances in the Defined Contribution Retirement System
to the Retirement Fund for credited service.
(3) Disabled Participants Receiving Ancillary Benefits Under
Article 4
Disabled participants in the Defined Contribution Retirement System
who are receiving pre-retirement disability benefits under Title 4, Chapter 8,
Article 4 of the Guam Code Annotated during the “Eligibility Window”
commencing on January 1, 2015 and ending on September 30, 2015, may,

during the “Election Window” commencing on April 1, 2015 and ending on



September 30, 2015 (October 31, 2015, for participants who commence
receiving disability benefits during the month of September 2015), elect to
participate in the Hybrid Retirement System, effective upon the termination
of their disability benefits in connection with their retirement or their
reemployment with the Government of Guam, and transfer their account
balance in the Defined Contribution Retirement System to the Retirement
Fund for credited service,

(4) Current Employees

Employees participating in the Defined Contribution Retirement
System on December 31, 2014, may, during the “Election Window”
commencing on April 1, 2015 and ending on September 30, 2015, elect to
participate in the Hybrid Retirement System, and transfer the required
portion of their Defined Contribution Retirement System account balances to
the Retirement Fund thereunder, effective as of January 1, 2016. If the
participant’s account has been reduced by any withdrawal, the participant
may repay the withdrawn amounts, plus interest, in order to reinstate full
credited service under the Hybrid Retirement System.
Employee Contributions

(1) Mandatory pre-tax employee contributions equal to 9.5% of the
member's base salary shall be made to the Retirement Fund and subject to
the management and administration of the Retirement Fund under Article 1,
Chapter 8, Title 4, of the Guam Code Annotated.

(2)  Mandatory pre-tax employee contributions equal to one percent
(1%) of the member's base salary shall be made to the Deferred
Compensation Program and subject to the management and administration
of the Deterred Compensation Program under Article 3, Chapter 8, Title 4,
of the Guam Code Annotated.



Do~ O ot s

C.

Employer Contributions

Employer contributions on behalf of members under the Retirement Fund

shall be in accordance with applicable contribution requirements described in

Section 8137, Article |, Chapter 8, Title 4 of the Guam Code Annotated, as

amended.

D.

Member Retirement Benefits

(1)  The Retirement Fund shall provide a retirement annuity in an
amount equal to 1.75% of a member’s average annual salary (the average of
the highest three annual base salaries, and where non-base compensation is
excluded) for each year of credited service (subject to a minimum $1,200 per
year, and a maximum of 85% of average annual salary). The retirement
annuity shall be subject to annual increase based on specified fixed dollar
increments. A member shall be eligible to receive an unreduced retirement
annuity at age 65 (where the maximum benefit of 85% of average annual
salary is achieved with 49 years of credited service), and shall be eligible to
receive a reduced retirement annuity at age 55 and 25 years of credited
service (subject to a reduction of .5% per month for each month under
age 65).

(2)  The Deferred Compensation Program shall provide a retirement
benefit equal to a member’s account balance at the time of distribution,
which account balance may be paid in the form of annuity, installment, or
lump sum payments as may be elected by the member.

Survivor And Disability Benefits

(1)  Under the Retirement Fund, surviving spouses shall be eligible
for survivor benefits equal to 60% of a member’s retirement annuity
(mintmum $1,200 per year). Surviving minor children shall be eligible for

surviving child benefits equal to $2,880 per child (up to $14,400 in the



aggregate). An additional lump sum benefit of $1,000 also is available.
The survivor annuity (but not annuity for surviving minor children) shall be
subject to annual increase based on specified fixed dollar increments.

(2)  Under the Retirement Fund, a member shall be eligible for a
disability retirement annuity equal to fifty percent (50%) of the member's
average annual salary. The disability annuity shall be subject to annual
increase based on specified fixed dollar increments.

SECTION 3. Statutory Provisions Establishing Hybrid Retirement

System. Article 5, Sections 8501-8508 are added to Chapter 8, Title 4 of the

Guam Code Annotated, to read as follows:

“Section 8501. Definitions
As used in this Article, unless the context otherwise requires:

(a) Actuarial Cost of Credited Service means a percentage of
historical base salary corresponding to the service for which a member's
account is credited with employer contributions under the Defined
Contribution Retirement System through the date preceding the member’s
transfer to the Hybrid Retirement System. The applicable percentage shall
be specified by the Board based on an actuarial review of the cost of
credited service. The same percentage shall apply to all members.

(b)  Board of Trustees or Board means the Board of Trustees of the
government of Guam Retirement Fund, which is responsible for the
direction and operation of the affairs and business of the Hybrid Retirement
System.

(¢)  Code means the United States Internal Revenue Code of 1986,
as amended, and corresponding references to the Guam Territorial Income

Tax Code, as may be appropriate.
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(d)  Deferred Compensation Program means the government of
Guam Deferred Compensation Program established and operated in
accordance with Article 3 of this Chapter and inclusive of modifications in
the terms and conditions of the Deferred Compensation Program applicable
to the members of the Hybrid Retirement System under this Article 5.

(e)  Defined Contribution System means the government of Guam
Defined Contribution Retirement System established and operated in
accordance with Article 2 of this Chapter and inclusive of modifications in
the terms and conditions of the Defined Contribution Retirement System
applicable to the members of the Hybrid Retirement System under this
Article 5.

(f)  Director means the Director of the Government of Guam
Retirement Fund as appointed by the Board in accordance with Section 8140
of Article 1, Chapter 8 of Title 4 of the Guam Code Annotated.

(¢) Employer means each and every line department or agency of
the Executive Branch, every autonomous and semi-autonomous agency or
mstrumentality, every public corporation, every educational institution,
whether secondary or post-secondary, the Legislative Branch, the Judicial
Branch, the Public Defender Corporation and every public entity hereafter to
be created by law, within Guam which has employed or employs a member.

(h)  Excess Account Balance means the amount by which a
member’s account balances in Section 8208 (Member’s Contributions) and
Section 8209.1(a) (Rollover of Member’s Contributions from Section
8164(a)) of this Chapter exceeds the member’s Actuarial Cost of Credited
Service.

(1)  Existing Retirement System means the Government of Guam

Retirement Fund established and operated in accordance with Article | of



this Chapter and exclusive of modifications in the terms and conditions of
the Existing Retirement System applicable to the members of the Hybrid
Retirement System under this Article 5.

(j)  Hybrid Retirement System or Hybrid Plan means the
Government of Guam Hybrid Retirement System established and operated
under this Article 5. The Hybrid Retirement System shall consist of the
mandated and coordinated participation of members in two separate and
preexisting retirement programs: (I)the Retirement Fund established and
maintained under Article 1, Chapter 8 of Title 4 of the Guam Code
Annotated; inclusive of the modifications to the terms and conditions of the
Retirement Fund for Hybrid Plan members as set forth in this Article 5; and
(2) the Deferred Compensation Program established and maintained under
Article 3, Chapter 8 of Title 4 of the Guam Code Annotated.

(k)  Member or Hybrid Plan member means any person who meets
the eligibility requirements for membership in the Hybrid Retirement
System as described in Section 8502 and participates in the Hybrid
Retirement System.

()  Retirement Fund means the Government of Guam Retirement
Fund established and operated in accordance with Article 1 of this Chapter
and inclusive of the modifications in the terms and conditions of the Existing
Retirement System applicable to members of the Hybrid Retirement System
under this Article 5.

Section 8502. Establishment of the Government of Guam Hvbrid

Retirement System; Membership in Hvbrid Retirement System

(a) Hybrid Retirement System. Beginning January |, 2013, the

Government of Guam Hybrid Retirement System shall be established

hereunder, which System shall be comprised of membership under the

10
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Government of Guam Retirement Fund established under Article 1 of this
Title and the Deferred Compensation Program established under Article 3 of
this Title. The Hybrid Retirement System does not comprise a separate fund
or trust for members thereunder, but is the coordinated dual participation on
a mandatory basis at specified benefit levels in both the Retirement Fund
and the Deferred Compensation Program. Beginning January 1, 2015, the
Hybrid Retirement System shall be the single retirement program for all new
employees whose employment commences on or after that date. No
additional new employees shall be admitted to the Defined Contribution
System on or after such date, except as provided from time to time in the
Defined Contribution System. Members of the Defined Contribution
System whose employment continues beyond December 31, 2015, shall
continue to contribute to and participate in the Defined Contribution System
without change in provisions or benefits, except for members who elect to
become Hybrid Plan members pursuant to Section 8502(b) or as provided
from time to time under the Defined Contribution System.

(b)  Membership in Retirement Fund

(1) New Employees. All new employees whose employment

commences on or after January 1, 2015, and who satisfy the eligibility
requirements for membership under Sections 8105-8106, shall participate in
the Retirement Fund as "Hybrid Plan members" in accordance with such
eligibility requirements. No additional new employees shall be admitted to
the Existing Retirement System or the Defined Contribution System on or
after January 1, 2015, except as provided hereunder or provided from time to
time under the Existing Retirement System or the Defined Contribution
System, respectively. Members of the Existing Retirement System whose

employment continues beyond December 31, 2014, shall continue to
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contribute and participate in the Existing Retirement System without change
in provisions or benefits, except as provided from time to time under the
Existing Retirement System. Except for those members who elect to
participate in the Hybrid Retirement System pursuant to Section 8502(b)(2),
members of the Defined Contribution System whose employment continues
beyond December 31, 2014, shall continue to contribute and participate in
the Defined Contribution System without change in provisions or benefits,
except as provided from time to time under the Defined Contribution
System.

(2) Hybrid Plan Election by Current Employees in Defined

Contribution System. All employees who are members in the Defined

Contribution System on December 31, 2014, shall be eligible to elect on a
voluntary basis to become Hybrid Plan members effective as of January [,
2016, and to terminate active participation in the Defined Contribution
System as of such date, by making the appropriate election with the Hybrid
Retirement System in the form and manner as determined by the Board
during the election period commencing on April 1, 2015, and ending on
September 30, 2015. After having made such election to become a Hybrid
Plan member, the member may not change such election or again become an
active member of the Defined Contribution System. The failure to make
such election shall be deemed to constitute an election by the member to
remain as an active member under the Defined Contribution System. Such
election shall not apply to members in the Defined Contribution System who
have retired or otherwise terminated employment from government service
and who are not employed by the Government of Guam at the time of the
election and as of the January |, 2016, effective date of participation in the

Hybrid Plan.
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(3) Reemployment of Existing Retirement System Member.

Any employee who is a member in the Existing Retirement System, who
leaves government service and who is later reemployed after December 31,
2014 by the Government of Guam, shall become an active member in the
Existing Retirement System upon reemployment if such employee has not
received a refund of contributions resulting in ineligibility for membership
under Section §130(b), and if such employee otherwise meets the eligibility
requirements under the Existing Retirement System. However, if such
employee has received a refund of contributions under Section 8130, and if
such employee otherwise meets the eligibility requirements for membership
under Sections 8105-8106, then such employee shall become an active
member in the Hybrid Retirement System upon reemployment.

(4) Reemployment of Defined Contribution System Member.

Any employee who is a member maintaining an interest in the
Defined Contribution System, who leaves government service and who is
later reemployed after December 31, 2014, by the Government of Guam,
shall become an active member in the Defined Contribution System upon
reemployment if such employee otherwise meets the eligibility requirements
under the Defined Contribution System. However, if such a member is
reemployed during the period commencing on January 1, 2015, and ending
on September 30, 2015, then: (A) the member shall be eligible to elect on a
voluntary basis to become a member of the Hybrid Plan if such member
otherwise meets the eligibility requirements for membership under Section
8105-8106; (B) the election period for this election shall be the period
commencing on April 1, 2015, and ending on September 30, 2015 (or
October 31, 2015, for members reemployed during the month of September
2015), and the effective date of the member's membership in the Hybrid



Plan shall be January 1, 2016; and (C) the member's account under the
Defined Contribution System shall be subject to transfer to the Hybrid
Retirement System in accordance with Sections 8503(d)2) and 8504.
Further, if such a member is reemployed after September 30, 2015: (A) the
member shall be eligible to elect on a voluntary basis to become a member
of the Hybrid Plan if such member otherwise meets the eligibility
requirements for membership under Section 8105-8106; (B) the election
period for such election shall be the thirty (30)-day period beginning on the
date of reemployment, and the effective date of the member's membership in
the Hybrid Plan shall be the date of reemployment; and (C) the member's
account under the Defined Contribution System shall not be subject to
transfer to the Retirement Fund.

(5) Reemployment of Defined Contribution System Member

on Disability. Notwithstanding the above Section 8502(b)(4), a member of

the Defined Contribution System who had incurred a disability and at any
time been eligible to receive any benefits provided under any long-term
disability insurance policy issued pursuant to Section 8213 or Article 4 of
this Title shall not be eligible for membership under the Hybrid Retirement
System upon reemployment, but such member who satisfies the eligibility
requirements for membership under Sections 8206-8207 at such time shall
participate in the Defined Contribution System in accordance with such
eligibility requirements. However, in the case of a member of the Defined
Contribution System who is receiving disability benefits under Section 8213
or Article 4 of this Title during the period commencing January 1, 2015, and
ending on September 30, 2015, such member shall be eligible to elect on a
voluntary basis to become a member of the Hybrid Plan in the event of the

member's reemployment or retirement on or after January 1, 2016. For this
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purpose, the election period for this election shall be the period commencing
on April 1, 2015, and ending on September 30, 2015 (or October 31, 2015,
for members who commence receiving disability benefits during the month
of September 2015), and the effective date of the member's membership in
the Hybrid Plan shall be the later of: (A) January 1, 2016, or (B) the date of
the member's reemployment or retirement.

(6) Reemployment of Government of Guam Retiree. Any

employee who retired under the Existing Retirement System, the Defined
Contribution System, or the Hybrid Retirement System, shall participate in
the Defined Contribution Plan upon reemployment.

(¢) Membership in Deferred Compensation Program. Hybrid Plan

members shall participate in the Deferred Compensation Program effective
as of the date on which they commence participation in the Retirement Fund.

(dy Membership in Welfare Benefit Plans. Hybrid Plan members

shall not be eligible to participate in the welfare benefit plans established
and maintained under Article 4 of this Title. As such, members of the
Defined Contribution System who elect to become Hybrid Plan members
pursuant to Section 8502(b) shall terminate participation in such welfare
benefit plans effective as of the date on which they commence participation
in the Hybrid Retirement System.

(e) Applicability of Articles 1-3, Chapter 8. Except as otherwise

provided hereunder, with respect to Hybrid Plan members who participate in
the Retirement Fund, Defined Contribution System, and Deferred
Compensation Program in accordance with the Hybrid Retirement System
provisions under this Article 5, the provisions of Articles 1-3 of this Chapter
8, respectively, shall be applicable to Hybrid Plan members in a manner no

different than the application to members who are not Hybrid Plan members.
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Section 8503. Hvbrid Plan Member Basic Retirement Annuity

(a) Amount of Basic Retirement Annuity. Notwithstanding the

otherwise applicable formula under Section 8122 or other successor
provision, the basic retirement annuity payable to a Hybrid Plan member
under the Retirement Fund shall be the following:

(1) an amount equal to one and three quarters percent
(1.75%) of average annual salary for each year of credited service;

(2) no basic retirement annuity shall exceed eighty-five
percent (85%) of average annual salary; and

(3)  the basic retirement annuity shall not, in any case, be less
than One Thousand Two Hundred Dollars ($1,200) per year per member.
For purposes of defining "salary” and "average annual salary" under Section
8104(1) and (}), respectively, with respect to the determination of the basic
retirement annuity payable to a Hybrid Plan member, the term "salary” shall
mean the member’'s base salary excluding all non-base compensation.

(b)  Automatic Increases in Annuity for Basic Retirement Annuity.

Any Hybrid Plan member receiving a basic retirement annuity under the
Retirement Fund shall receive each year on the anniversary date of the
member's retirement or entitlement, an automatic "sliding scale” increase in
the member's annual annuity as applicable under the Retirement Fund
pursuant to Section 8122 or other successor provision.

(¢) Retirement. Notwithstanding the otherwise applicable
retirement requirements under Sections 8119-8120.1 or other successor
provisions, a Hybrid Plan member may retire on a service retirement annuity
under the Retirement Fund, upon written application to and approval by the
Board; provided that such member shall have attained at least sixty-five (65)

years of age and has completed five (5) years of service. However, at the

16



option of the Hybrid Plan member, whether active or inactive, such member
may retire after (1) attaining at least fifty-five (55) years of age and (2)
completing twenty-five (25) years of service, in which case the retirement
annuity for such member shall be reduced one half (1/2) of one percent (1%)
for each month such member is under the age of sixty-five (65) years at such
time of retirement, from the amount of the retirement annuity determined for
such member as of his attainment of age sixty-five (65).

(d) Credited Service for Transfers from Defined Contribution

System
(1)  Transfer of Account to Hybrid Retirement System. With

respect to a member in the Defined Contribution System who elects to be a
member in the Hybrid Retirement System effective as of January 1, 2016, in
accordance with the election procedures under Section 8502(b)(2), the
member's account balance under the Defined Contribution System shall be
transferred to the Hybrid Retirement System, in accordance with Section
8504, effective as of January 1, 2016. Further, with respect to a member in
the Defined Contribution System who is reemployed during the period
commencing January 1, 2015, and ending on September 30, 2015, by the
Government of Guam and who becomes a member in the Hybrid Retirement
System effective as of January 1, 2016, following reemployment in
accordance with Section 8502(b)(4), the member's account balance under the
Defined Contribution System shall be transferred to the Hybrid Retirement
System, in accordance with Section 8504, effective as of January 1, 2016.
Finally, with respect to a member in the Defined Contribution System who is
receiving disability benefits and who becomes a member in the Hybrid
Retirement System upon reemployment or retirement in accordance with

Section 8502(b)(5), the member's account balance under the Defined

17



Contribution System shall be transfetred to the Hybrid Retirement System,
in accordance with Section 8504, effective as of the effective date of the
member's membership in the Hybrid Plan as described in Section
8502(b)(5). Inthese cases, as of the effective date of the transfer of a
member's account from the Defined Contribution System to the Hybrid
Retirement System, such member's membership in the Defined Contribution
System shall terminate. The transfer of a member's account from the
Defined Contribution System to the Hybrid Retirement System attributable
to the transfer of Member Contributions pursuant to Section 8208, and
Member's Contribution Reserve and Transfer Incentive Reserve pursuant to
Section 8209.1(a)-(b), shall be made in accordance with Section 8504. The
transfer of a member’s Employer Account to the Hybrid Retirement System
attributable to the transfer of Employer’s Contributions pursuant to Section
8209(a) (whether the account reflecting such employer contributions are
vested or unvested, and inclusive of unvested suspense accounts) shall be
pursuant to subsection 8503(d)(2). Any Ancillary Benefit Account
maintained under the Defined Contribution System on behalf of the member
as described in Section 8201(n) shall not be subject to transfer,

(2) Defined Contribution System Credited Service. Effective

as of the effective date of the transfer of the member's account from the
Defined Contribution System to the Retirement Fund under this Section
8503(d), the service for which the member's account is credited with
employer contributions under the Defined Contribution System (including
the service under the Retirement Fund attributable to the employee
contributions previously transferred from the Retirement Fund to the
Defined Contribution System pursuant to the member's election under

Section 8207), shall be credited to the member for purposes of determining

18



the member's years of credited service and basic retirement annuity under
the Retirement Fund in accordance with Section 8503. In connection with
credited service transferred from the Defined Contribution System to the
Retirement Fund under Section 8503(d)(1), a member’s Section 8209(a)
Employer’s Contribution account (whether the account reflecting such
employer contributions are vested or unvested, and inclusive of unvested
suspense accounts) shall be transferred to the member’s Section 8164(b)
account (Employer’s Contribution Reserve) under the Retirement Fund.

(3) Credited Service for Repayment of Defined Contribution

System Contributions. In the event that the Hybrid Plan member's account

under the Defined Contribution System was previously reduced by the
member's withdrawal of an amount from the member's account that is
attributable to contributions during the member's active participation in the
Defined Contribution System, the member shall be allowed to repay to the
Retirement Fund the amount of the withdrawal, adjusted for interest during
the period commencing on the date of the withdrawal and ending on the date
of the repayment, which repayment must be made in any combination of the
following: a single payment, transfer of Excess Account Balance, or
installments to the Retirement Fund in accordance with the Title 2, Division
1, Chapter 3, Article 1, of the Guam Administrative Rules, as amended. If
such withdrawn portion of the member's account is not timely repaid in full
to the Retirement Fund, then the service that otherwise would be credited
under the Retirement Fund for service during the member's active
participation in the Defined Contribution System shall be reduced to account
for the service to which the withdrawal relates, in accordance with rules,

regulations, and procedures as promulgated or approved by the Board.
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(4)  Credited Service for Repayment of Prior Retirement

Fund Contributions. In the event that th_e' member's account under the

Defined Contribution System was pa*e*&i_éusly reduced by the member's
withdrawal of an amount from the membér‘s account that is attributable to
the prmr transfer of employee aontr;butmns from the Retirement Fund to the
Defined Contribution System’ (Spaczﬁcaﬁy, cenﬁidermg only the portion of
the aeceuni derived from the transferred Members Contribution Reserve,

and not the Employer’s C{)ﬁtributmn Reserve) pursuant to the member's
election under Section 8207, the "meﬁﬁbér shall be allowed to repay to the
Retz}:’emeﬁt Fund the amauni Qf the Withdrawal adjusted for interest during
the permd commencing on the date of the withdrawal and ending on the date
e_f the_ repayment, which repayment must be made in any combination of the
ﬁ?ﬁé%ifing: a singie payméng 'trans,fer_ ‘of Excess Account Balance, or
inswl_iﬁients to the Retirement Fund in accbrdance with the Title 2, Division
1, Chapter 3, Article 1, of the -Gi;a:n Administrative Rules, as amended. If
such withdrawn portion of the member's account is not timely repaid in full
to the Retirement Fund, then the seréiice that otherwise would be credited
under the Retirement Fund for service during the member's prior
participéfiﬂn in the Retirement Fund shall be reduced to account for the
service to which the withdrawal relates in accordance with rules, regulations,
and procedures as may be promuigated or approved by the Board.

Section 8504. Trans_fer of Member Accounts from Defined

Contribution System: Transfer of Excess Account Balanece, If Anv

(a) In connection with credited service transferred from the
Defined Contribution Retirement System to the Retirement Fund under
Section 8503(d)(1), a member’s Member Account balances in the Defined

Contribution System shall be transferred to the Hybrid Retirement System in
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accordance with this Section.

(b)  An amount equal to the lesser of a member’s: (1) Section 8208
and Section 8209.1(a) account balances, if any; or (2) actuarial cost of
credited service, shall be transferred to the Hybrid Retirement System as set
forth in this subsection 8504(b). The actuarial cost of credited service for a
member transferring to the Hybrid Plan shall be funded first from the
member’s Section 8209.1(a) account, if any, and applied to the member’s
Section 8164(a) Member’s Contribution Reserve; any further amounts
needed to fund up to the actuarial cost of credited service shall be funded
next from the member’s Section 8208 pre-tax account and applied to a pre-
tax subaccount in the member’s Section 8164(a) Member’s Contribution
Reserve. Excess Account Balance, if any, attributable to a member’s
Section 8209.1(a) account shall be transferred to the member’s post-tax
account in the Deferred Compensation Program, except for amounts
designated by the member to be applied to repay prior partial withdrawals
from the member’s account in accordance with Section 8503(d)(3). Excess
Account Balance, if any, attributable to a member’s Section 8208 Member
Contribution Account shall be transferred to the member’s pre-tax account
in the Deferred Compensation Program, except for amounts designated by
the member to be applied to repay prior partial withdrawals from the
member’s account in accordance with Section 8503(d)(3).

(¢}  Anamount equal to the member’s Section 8209.1(b) account
(Rollover Employer’s Contributions from Section 8164(b), also referred to
as the Transfer Incentive Reserve) shall be transferred to the member’s pre-
tax account in the Deferred Compensation Program, except for amounts
designated by the member to be applied to repay prior partial withdrawals

from the member’s account in accordance with Section 8503(d)(3).
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Section 8505. Hybrid Plan Member Disability Retirement

Annuity
(a) Amount of Disability Retirement Annuity. Notwithstanding

the otherwise applicable formula under Section 8125 or other successor
provision, the amount of basic disability retirement annuity for a Hybrid
Plan member under the Retirement Fund shall be fifty percent (50%) of
average annual salary based on the average three (3) highest annual salaries
received the member during that member's years of credited service.
For purposes of defining "salary" and "average annual salary" under Section
8104(i) and (3), respectively, with respect to the determination of the basic
disability retirement annuity payable to a Hybrid Plan member, the term
"salary" shall mean the member's base salary excluding all non-base
compensation.

(b) Automatic Increases in Annuity for Disability Retirement

Annuity. Any Hybrid Plan member receiving a recomputed disability

retirement annuity under the Retirement Fund shall receive each year on the
anniversary date of the member's retirement or entitlement, an automatic
sliding scale increase in the member's annual basic disability retirement
annuity as applicable under the Retirement Fund pursuant to Section 8129 or
other successor provision.

Section 8506. Hvbrid Plan Member Death and Survivors Benefits

The death benefit and survivor annuity provisions in connection with
a member's death under Sections 8131-8135 or other successor provisions
shall be applicable to Hybrid Plan members in a manner no different than the
application to members who are not Hybrid Plan members.

Section 8507. Hvbrid Plan Member Contributions to Fund

The member contribution provisions under Section 8136 or other
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successor provision shall be applicable to Hybrid Plan members in a manner
no different than the application to members who are not Hybrid Plan
members. However, notwithstanding that the contributions by Hybrid Plan
members are designated as member contributions and shall be administered
as member contributions under Section 8136, such contributions shall be on
a mandatory basis deducted from the member's base salary and paid by the
employer in lieu of contributions by the member, and shall constitute pre-tax
"pick-up" employer contributions for purposes of determining the income
tax treatment of such contributions under Section 414(h) of the United States
Internal Revenue Code.

Section 8508. Deferred Compensation Program

In accordance with Section 8308, the employer shall deduct and credit
Hybrid Plan member contributions under the Deferred Compensation
Program in an amount equal to one percent (1%) of the member's base
salary. However, notwithstanding that the contributions by Hybrid Plan
members are designated and shall be administered as member contributions
under Section 8308, such contributions shall be on a mandatory basis
deducted from the member's base salary and paid by the employer in lieu of
contributions by the member, and shall constitute pre-tax "pick-up"
employer contributions for purposes of determining the income tax treatment
of such contributions under Section 414(h) of the United States Internal
Revenue Code.”

SECTION 4. Rules and Regulations. No later than December 31, 2014,

the Board of Trustees of the Retirement Fund shall approve such plan documents,
rules, regulations, administrative procedures and forms at it may deem necessary

and appropriate to implement the Hybrid Retirement System under this Article 5.
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SECTION 5. Effective Date. Except as otherwise provided herein, this
Act shall take effect upon enactment.

SECTION 6. Severability, If any provision of this Act or its application to
any person or circumstance is found to be invalid or contrary to law, such
invalidity shall not affect other provisions or applications of this Act which can be
given effect without the invalid provisions or applications, and to this end the

provisions of this Act are severable.
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