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A. In General.  Fire coverage in Minnesota is provided through approximately 800 firetowns.  Pension
coverage for paid firefighters is provided by the Public Employees Police and Fire Plan (PERA-P&F),
three paid firefighter relief associations (Bloomington, Minneapolis, and Virginia), and 18 former paid
firefighter consolidation accounts that were merged into PERA-P&F in 1999 (Albert Lea, Austin,
Chisholm, Columbia Heights, Crookston, Duluth, Faribault, Hibbing, Mankato, Red Wing, Richfield,
Rochester, St. Cloud, St. Louis Park, St. Paul, South St. Paul, West St. Paul, and Winona).

Coverage for volunteer firefighters in the state’s roughly 800 firetowns is provided by approximately
700 volunteer firefighter relief associations.  Although the Bloomington Firefighters Relief Association
provides retirement coverage to firefighters in a volunteer fire department, the coverage is based on
the salary of a salaried (police) position and is thus considered a paid firefighters relief association for
statutory regulation purposes.

In Minnesota, volunteer firefighters typically have pension coverage as part of their compensation
package and that pension coverage is provided by the various local volunteer firefighter relief
associations located in the state.  These volunteer firefighter relief associations are creatures of state
law and are subject to various statutory regulations.

B. Legal Status and Structure.  Under Minnesota Statutes, Section 424A.001, Subdivision 4, volunteer
firefighter relief associations are required to be nonprofit corporations organized under Minnesota
Statutes, Chapter 317A, the Minnesota Nonprofit Corporation Act.  Minnesota Statutes, Chapter
317A, applies to all Minnesota nonprofit corporations and contains numerous requirements on the
manner of incorporation, general powers, scope of bylaws, function of the board and officers, rights
and obligations of members, processes of consolidation, merger, or dissolution, and corporate
registration.  In several areas, Minnesota Statutes, Chapter 424A, contains additional regulation or
conflicting regulation, and the more particularized regulatory provisions of that chapter apply.  For
instance, Minnesota Statutes, Section 317A.203, provides for a board of directors of at least three
individuals, but Minnesota Statutes, Section 424A.04, Subdivision 1, provides for a board of trustees
generally comprised of nine members.  Also, Minnesota Statutes, Sections 317A.701 through
317A.791, generally governs the dissolution of a nonprofit corporation, but Minnesota Statutes,
Section 424A.02, Subdivision 11, specifically governs the dissolution of a volunteer firefighter relief
association.

A volunteer firefighter relief association under Minnesota Statutes, Chapter 424A, can exist in one of
three ways:

1. Separate Corporation.  As a separate nonprofit corporation directly associated with a municipal
fire department established by municipal ordinance;

2. Division of Another Relief Association.  As a volunteer division or account of a part paid and part
volunteer firefighter relief association directly associated with a municipal fire department
established by municipal ordinance; or

3. Subsidiary Corporation.  As a separate nonprofit corporation subsidiary to an independent
nonprofit firefighting corporation also organized under Minnesota Statutes, Chapter 317A, and
operating exclusively for firefighting purposes.

A volunteer firefighter relief association, under Minnesota Statutes, Section 424A.001, Subdivision 4,
has the status of a governmental entity, receiving public money, and providing benefit coverage for
individuals providing the governmental services of firefighting and emergency first response.

C. Volunteer Firefighter Relief Association Governance.  Minnesota Statutes, Section 424A.04,
Subdivision 1, requires either a nine-member board of trustees or a ten-member board of trustees.  The
board composition differs depending on whether the relief association is associated with a municipal
fire department or is subsidiary to an independent nonprofit firefighting corporation, as follows:

Relief Association Associated With
Municipal Fire Department

Relief Association Subsidiary to
Independent Nonprofit Firefighting Corporation

Six trustees elected from the relief association
membership (one can be a retiree receiving a
monthly benefit, at relief association's
discretion).

Six trustees elected from the relief association
membership (one can be retiree receiving a monthly
benefit, at relief association's discretion).
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Relief Association Associated With
Municipal Fire Department

Relief Association Subsidiary to
Independent Nonprofit Firefighting Corporation

Three trustees from municipal officials (the
mayor, clerk, the clerk-treasurer or finance
director, and the municipal fire chief).

Three trustees from municipal officials (if one
municipality served, three officials designated by
municipality; if two municipalities served, two officials
from largest municipality and one official from other
municipality, designated by municipalities; if three or
more municipalities served, one official from each of the
three largest municipalities, designated by
municipalities).

One trustee, who is the fire chief of the independent
nonprofit firefighting corporation.

If a fire department is not located in or associated with an organized municipality, the County Board
of Commissioners must appoint the ex officio board members from the fire department service area.

Ex-officio trustees have the same rights and duties as elected trustees, except that ex-officio trustees
may not serve as an officer of the board of trustees.  Elected trustees have a term length as specified in
the relief association bylaws, but it may not be longer than three years and it must be staggered if it is
more than one year in length.

Minnesota Statutes, Section 424A.04, Subdivision 1, provides for at least three officers of a volunteer
firefighter relief association.  The three officers must include a president, a secretary, and a treasurer.
The officers must be drawn from the relief association board of trustees, from the elected board
membership.  The officers can be elected by the board of trustees or by the relief association
membership as the bylaws specify.  No person is allowed to occupy more than one officer position at
one time.  Officers have a term length as specified in the relief association bylaws, but the term may
not be longer than three years.

D. Volunteer Firefighter Relief Association Fund Structure.  Minnesota Statutes, Section 424A.05,
requires that every relief association establish and maintain a special fund.  The special fund is the fund
from which volunteer firefighter pension benefits are payable and into which state aid, municipal
contributions, and other public money is deposited.  Beyond fire state aid and municipal tax revenue,
the special fund also must receive all money or property donated by any person if so designated.
Investment income on special fund assets also must be deposited in the special fund.  Beyond the
payment of service pensions, the special fund can also be disbursed for disability benefits, survivor
benefits, funeral benefits, Minnesota State Fire Department Association and State Volunteer
Firefighters' Benefit Association dues, and authorized administrative expenses.  A survivor benefit may
be paid to a designated beneficiary (which must be a natural person) if there is no surviving spouse or
children. The payment of fees or assessments is permitted to the Minnesota Area Relief Association
Coalition (MARAC).  All benefit payments are required to be in accord with the requirements of law
and the relief association bylaws.

The relief association treasurer is required to be the custodian of the special fund and recipient on
behalf of the special fund of its revenue.  The treasurer is required to maintain records documenting
any transaction affecting the assets or revenues of the special fund.  The records of the treasurer, as
well as the relief association bylaws, are public and open for public inspection.

The assets of the special fund must be invested in authorized securities, which are either a limited list
of securities for small relief associations, or a separate codified list which represents the pre-1994 list
of authorized investment securities for the State Board of Investment for larger relief associations.

Relief associations under Minnesota Statutes, Section 69.775, also have authority to invest in mutual
funds that are restricted to the same authorized securities, or to invest in the Minnesota Supplemental
Investment Fund administered by the State Board of Investment.

Minnesota Statutes, Section 424A.06, allows a volunteer firefighter relief association to establish and
maintain a general fund.  The general fund is the fund into which non-tax or non-public funds are
deposited and from which moneys can be expended as the relief association sees fit, as governed by its
bylaws.  The general fund traditionally is supported by member dues and by revenues raised from
community fundraising events.
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E. Volunteer Firefighter Relief Association Membership Inclusions and Exclusions.  State law is largely
silent on the question of which persons are required to be or may be included in the membership of or
coverage by a volunteer firefighter relief association.  Except for a definition of the term "volunteer
firefighter" in Minnesota Statutes, Section 353.01, Subdivision 36, existing for purposes of providing
an exclusion of volunteer firefighters from the Public Employees Retirement Association or Public
Employees Police and Fire (PERA-P&F) coverage, the term "volunteer firefighter" is not defined in
state law.  Under Minnesota Statutes, Chapters 317A and 424A, each volunteer firefighter relief
association sets its own qualifications or requirements for membership, subject to certain statutory
membership exclusions.  The determination of volunteer firefighter status occurs in conjunction with
the municipal fire department or the independent nonprofit firefighting corporation membership
requirements, since Minnesota Statutes, Section 424A.02, Subdivision 1, sets certain benefit
qualifications in terms of active membership with the fire department in addition to relief association
membership.  Volunteer firefighters are not always individuals who donate their time for free to assist
in fire suppression activities.  Many volunteer firefighters are reimbursed for their out-of-pocket
expenses, or are paid a minimum fire run amount, or are paid an hourly rate when engaged in fire
department duties.  Some volunteer firefighter relief associations cover salaried firefighters who also
have PERA-P&F coverage.  Fire department duties can include activities beyond strict fire suppression
activities, including fire equipment maintenance, firefighters training, fire department administration,
fire prevention, emergency first response services.  When the fire department is the sponsoring entity
for ambulance services, the activities can include paramedic or other ambulance and emergency
medical duties.  Because service pensions from a volunteer firefighters relief association are a function
in large measure of the amount of fire state aid per relief association member, which is an amount
determined independent of volunteer firefighter relief association requirements, there is an economic
incentive for a relief association to be selective or restrained in fashioning the local definition or
classification of a volunteer firefighter.

Minnesota Statutes, Section 424A.01, sets forth several exclusions from volunteer firefighter relief
association membership or coverage.  Minnesota Statutes, Section 424A.01, Subdivision 1, prohibits
municipalities or independent nonprofit firefighting corporations from employing minors as volunteer
firefighters, hence also excluding minors from volunteer firefighter relief association membership.
Minnesota Statutes, Section 424A.01, Subdivision 2, excludes substitute volunteer firefighters from
volunteer firefighter relief association membership.  Minnesota Statutes, Section 424A.01, Subdivision
3, provides that members of the fire department who also decline to be members of the volunteer
firefighter relief association are ineligible for volunteer firefighter relief association benefit coverage.
Minnesota Statutes, Section 424A.01, Subdivision 4, allows a volunteer firefighter relief association
board of trustees to exclude applicants for membership in the volunteer firefighter relief association
from membership if they have a pre-existing physical or mental impairment or condition that would
constitute a predictable and unwarranted risk of ancillary (disability or death) benefit liability, and if
the relief association makes that determination based on medical evidence.

F. Benefit Coverage Provided By Volunteer Firefighter Relief Associations

1. In General.  The state law regulating the benefit coverage provided to volunteer firefighters by
volunteer firefighter relief associations from the relief association special fund is primarily
Minnesota Statutes, Sections 424A.02, 424A.03, and 424A.10.  Minnesota Statutes, Chapter
424A, was enacted in 1979.  Unlike most public employee pension coverage, where state law
specifies all or most aspects of the benefit plan, the statutory regulation of volunteer firefighter
relief associations largely consists of specifying certain minimum eligibility requirements and
certain benefit maximums, with the actual benefit plan assembled in the articles of incorporation
or the bylaws of the particular volunteer firefighter relief association.  The primary benefit
coverage provided by a volunteer firefighter relief association is the service pension coverage, and
most minimum eligibility requirements and benefit maximums relate to the service pension
coverage.

The primary benefit payable from a volunteer fire relief association is a service pension.  Most
volunteer fire relief associations provide a lump sum service pension, with a minority providing a
monthly benefit service pension (some with an alternative lump sum service pension).  Service
pensions are not payable before age 50, and usually are payable in full only with 20 years of
service.  Some volunteer fire relief associations have casualty (disability and death) benefit
coverage if a service pension is not otherwise payable.

The funding of volunteer fire relief associations is primarily the annual fire state aid, which is
allocated to cities based half on population compared to statewide totals, and half on their
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property value compared to the statewide total.  The aid is dedicated for pension purposes.
Additionally, if the actuarial cost of the volunteer firefighters relief association exceeds the fire
state aid, the municipality must levy a property tax to support the volunteer fire relief association.

2. Service Pension Eligibility Requirements.  Minnesota Statutes, Section 424A.02, Subdivision 1,
authorizes a volunteer firefighter relief association to provide a service pension to a member of
the relief association if certain conditions are met by the volunteer firefighter.  The volunteer
firefighter must meet the following conditions:

i. Terminate Active Service.  The person must separate from active service as a firefighter with
the fire department, defined as the cessation of the performance of fire suppression duties and
the cessation of the supervision of fire suppression activities.  In 2002, certain retirees were
authorized to receive and retain a volunteer firefighter pension although subsequently
employed full-time within the fire department by the applicable city or independent nonprofit
firefighting corporation, providing that the employer determines the position would be
difficult to fill with another similarly qualified applicant, and providing the relief association
bylaws permit it. If a firefighter resumes service, no additional service pension accrues and
the individual must repay any previously received service pension.

ii. Attain at Least Age 50.  The person must reach at least age 50.

iii. Have Credit for at Least Five Years Fire Department Service.  The person must have credit
for at least five years of service as an active member of the fire department with which the
relief association is associated.

iv. Have Credit for at Least Five Years Relief Association Membership.  The person must have
credit for at least five years of active membership in the relief association before separating
from service (open to modification for a new relief association covering an existing volunteer
fire department, with firefighters having prior service).

v. Compliance with Additional Conditions.  The person must comply with any additional age,
service or membership conditions prescribed in the relief association bylaws.

3. Partial Vesting With Less Than 20 Years Service Credit.  A vesting requirement is a requirement
for a public pension plan member or beneficiary to obtain an enforceable entitlement to a pension
benefit, typically the acquisition of credit for a specific minimum period of allowable service.
Vesting requirements exist in defined benefit plans to provide a minimum threshold to be achieved
before the pension plan member gains a nonforfeitable entitlement to an eventual retirement
benefit.  Vesting requirements can contribute significantly to the actuarial turnover gain that funds
the retirement benefits payable to other public pension plan members.

Vesting requirements also reflect the contribution that public pension plan coverage is intended to
provide to the public employing unit’s personnel system.  The minimum vesting requirement for
any retirement benefit and the minimum vesting requirement for a full retirement benefit will
generally induce many public employees to continue in public employment for at least one of
those periods of time.

The volunteer firefighter personnel system varies considerably in the 700+ localities in Minnesota
with volunteer fire department coverage, with some localities providing a considerable
compensation package to volunteer firefighters and other localities providing no compensation
beyond the volunteer firefighters relief association service pension.  A vesting period for the
volunteer firefighters relief association service pension will allow a locality to recover any
resources that it expended in training a volunteer firefighter and will reduce the turnover of
firefighters which consequentially demands efforts to recruit new firefighters.

Volunteer firefighter relief associations have traditionally required 20 years of service for a person
to become eligible to receive a service pension.  Before 1977, the minimum vesting period
permitted by statute was 20 years of firefighting service.  A shorter vesting period that was not
necessarily supported by the volunteer fire community (as represented by the League of
Minnesota Cities) was added in 1977, at the instigation of the then Pension Commission chair, but
it was not widely implemented.  As part of the 1979 revision of volunteer firefighters relief
association laws assembled jointly by the Pension Commission staff, the Minnesota Fire
Department Association, and the League of Minnesota Cities, the current vesting provision
replaced the 1977 early vesting provision.  Between 1979 and 1989, ten years of service were
required as the minimum service requirement for entitlement to a partial service pension.  In 1989,
the ten years service requirement was reduced to five years.  Under state law, the maximum
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service pension payable with less than 20 years of service is limited to a portion of the service
pension earned or accrued.  The applicable statutory provision is Minnesota Statutes, Section
424A.02, Subdivision 2.  The percentage of the accrued or earned benefit must be set forth in the
articles of incorporation or the bylaws of the relief association.  The 2004 Legislature permitted
defined contribution volunteer firefighter relief associations to utilize a different vesting schedule
than the vesting schedule applicable to lump sum volunteer firefighter relief associations.

The vesting schedule for lump sum volunteer firefighter relief associations and monthly benefit
volunteer firefighter relief associations is as follows:

Completed
Years of Service

Nonforfeitable Percentage
of Pension Amount

5 40 percent
6 44 percent
7 48 percent
8 52 percent
9 56 percent
10 60 percent
11 64 percent
12 68 percent
13 72 percent
14 76 percent
15 80 percent
16 84 percent
17 88 percent
18 92 percent
19 96 percent

20 and thereafter 100 percent

The vesting schedule for defined contribution volunteer firefighter relief associations authorized
by the 2004 Legislative Session is as follows:

Completed
Years of Service

Nonforfeitable Percentage
of Pension Amount

5 40 percent
6 52 percent
7 64 percent
8 76 percent
9 88 percent

10 and thereafter 100 percent

Five volunteer firefighter relief associations have special laws from before 1979 that provide
vesting earlier than 20 years (Brooklyn Park (1975), Caledonia (1963), Dassel (1969), Golden
Valley 91973), and Rockford (1976)).  Only two volunteer firefighter relief associations have had
special legislation enacted to provide early vesting since 1979, Minnetonka (Laws 1989, Chapter
319, Article 11, Section 5) and Eden Prairie (Laws 1995, Chapter 262, Article 10, Section 5).

The Minnetonka Volunteer Firefighters Relief Association early vesting was full proportional
vesting at five years of service (i.e., for a $500 pension, a pension of $2,500 with five years and
$5,000 with ten years).  The Eden Prairie Volunteer Firefighters Relief Association early vesting
was 40 percent of the accrued amount at five years up to 100 percent of the accrued amount at
ten years (i.e., for a $500 pension, $1,000 at five years and $5,000 at ten years).

4. Flexible Service Pension Maximums.

i. Service Pension Maximums Before 1979.  Volunteer firefighter service pensions have always
been subject to a benefit maximum, either under Minnesota Statutes, Section 69.06 (1905-
1979) or Minnesota Statutes, Section 424A.02, Subdivision 3 (1979 to present).  In the
system used before 1979, a single-benefit maximum was stated in law, but without any
mention of the financing needed to support that benefit level, and without any guidance for
reasonable benefit levels that could be supported in municipalities where funding support was
low.  Prior to 1957, the maximum service pension payable to a retiring volunteer firefighter
was a $40 monthly benefit (plus two dollars per month per year of service beyond 20 years to
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a maximum of $60 per month) or $100 per year of service credit lump sum benefit.  In 1957,
the lump sum benefit maximum was increased to $200 per year of service credit.  In 1973,
the lump sum benefit maximum was increased to $300 per year of service credit.  In 1976,
the monthly benefit maximum was increased to $80 per month (plus four dollars per month
per year of service beyond 20 years to a maximum of $120 per month) or $600 per year of
service credit lump sum benefit.

ii. Service Pension Maximums 1979 and After.  In 1979, with the passage of Minnesota
Statutes, Chapter 424A, recodifying the law governing volunteer fire pension coverage, the
single dollar amount service pension maximums were eliminated in favor of flexible service
pension maximums.  The flexible service pension maximums established a sliding scale of
benefit maximums based on the level of funding per firefighter for the previous three-year
period, with the greatest monthly benefit service pension of $15 per month per year of service
up to 30 years of service if the funding per firefighter was at least $744 per year and with the
greatest lump sum benefit service pension of $2,000 per year of service if the funding per
firefighter was at least $960 per year.  In 1983, the upper end of the monthly benefit service
pension flexible maximum sliding scale was increased to $22.50 per year of service credit up
to 30 years of service with at least $1,678 funding per firefighter per year, and the upper end
of the lump sum service pension flexible maximum sliding scale was increased to $3,000 per
year of service credit with at least $1,440 funding per firefighter per year.  In 1990, the
monthly benefit service pension flexible maximum sliding scale was increased from $22.50
per month per year of service to $30.00 per month per year of service credit.  In 1993, the
maximum permitted lump sum pension was increased from $3,000 per year of service to
$4,000 per year of service, to be phased in by 1996.

In 1997, the maximum permitted service pension was increased from $30 per month per year
of service to $40 per month per year of service and from $4,000 per year of service lump sum
to $5,500 per year of service lump sum.

The flexible service pension maximums were again increased by the 2000 Legislature.  The
2000 Session changes increased the maximum monthly pension from $40 per month per year
of service to $56, to be phased in by the end of calendar 2003.  The maximum lump sum
pension was increased from $5,500 to $7,500 per year of service, with a similar phase-in.

iii. Current Service Pension Maximums.  Minnesota Statutes, Section 424A.02, Subdivision 3,
establishes a maximum service pension payable to a retiring former volunteer firefighter.
Before 1979, the predecessor provision (Minnesota Statutes 1978, Section 69.06) set a single
dollar amount maximum on volunteer fire service pensions.  With the enactment of
Minnesota Statutes, Section 424A.02, Subdivision 3, the service pension maximum has been
a sliding scale depending on the financial resources of the relief association on a per
firefighter basis.  If a volunteer firefighter relief association has a substantial portion of the
funding required to support a given level of service pension under the 1971 Volunteer
Firefighter Relief Association Guidelines Act, Minnesota Statutes, Sections 69.771 through
69.776, the relief association is allowed to provide in its articles of incorporation or bylaws
that service pension level.

The service pension can be a monthly benefit service pension (a specified dollar level per
month per year of service credit, payable for life) or a lump sum service pension (a specified
dollar level per year of service credit, payable in a lump sum or in a number of installment
payments).  If a relief association provides both a monthly benefit service pension and a lump
sum service pension as an alternative, the amount of each type of service pension must
comply with the flexible service pension maximum.  The funding amount on which the
flexible service pension maximum scale is based is the amount of funding available per
firefighter, computed on a three-year average.  The funding used in the computation is the
amount of fire state aid received, the amount of any municipal funding provided, and one-
tenth of the amount of any funding surplus (assets in excess of actuarial accrued liability).

5. Defined Contribution Lump Sum Service Pension Coverage.  Minnesota Statutes, Section
424A.02, Subdivision 4, allows a volunteer firefighter relief association to provide a defined
contribution (or split-the-pie) service pension in lieu of a defined benefit monthly benefit or lump
sum service pension.  The defined contribution service pension coverage necessitates that the
volunteer firefighter relief association establish a separate account for each member, to which an
equal share of any fire state aid, municipal contributions or turnover gain (forfeited amounts upon
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early terminations under Minnesota Statutes, Section 424A.02, Subdivision 2) must be credited to
each individual account.  Investment income based on the account balance also must be credited
to each individual account.

6. Benefit Calculation Uniformity.  Minnesota Statutes, Section 424A.02, Subdivision 6, provides
that the method of calculating service pensions must be applied uniformly for all years of active
service.  It also provides that credit must be given for all years of service other than those covered
by the 30-year service credit maximum and the partial early vesting provisions.  The provision
also prohibits the payment of a service pension to a person who remains an active firefighter,
prohibits the payment of other special fund benefits to a person receiving a service pension,
exempts volunteer firefighter relief association pensions and benefits from garnishment,
judgement, execution or legal process other than marriage dissolution or child support
obligations, and prohibits the assignment of any service pension or benefit from a volunteer
firefighter relief association.

7. Deferred Service Pensions.  For a volunteer firefighter who has completed the length of service
credit required for vesting, has at least five years of relief association active membership, but
separates from active volunteer firefighter service and volunteer firefighter relief association
membership before age 50, Minnesota Statutes, Section 424A.02, Subdivision 7, provides for a
deferred service pension payable when the former firefighter reaches at least age 50.  The service
pension is calculated based on the law in effect when active service terminated, but a lump sum
service pension may be credited with interest.  Before 2000, the relief association was permitted
to pay interest on a deferred lump sum service pension at the rate actually earned by the relief
association, but not to exceed the five percent interest rate actuarial assumption underlying lump
sum volunteer firefighter relief association funding.  In 2000, the lump sum deferred service
pension interest provision was modified, to encompass three options.  If the relief association
bylaws so provide, interest can be provided on a lump sum deferred service pension at the actual
rate of interest earned if the deferred pension amount is placed in a separate relief association
account established for that purpose, at the actual rate of interest earned if the deferred pension
amount is invested in a separate investment vehicle held by the relief association, or at a flat five
percent interest rate.  In addition, in 2004 legislation, relief associations may pay interest on a
deferred pension equal to the actual time weighted rate of return of the pension plan as reported
by the State Auditor, not to exceed five percent, if the bylaws are amended accordingly, with this
authority expiring on December 31, 2008.

8. Installment Payments for Lump Sum Service Pensions.  Volunteer firefighter relief associations
that pay lump sum service pensions are authorized by Minnesota Statutes, Section 424A.02,
Subdivision 8, to pay the lump sum service pension in installments.  No limit in the number of
installments is specified.  The installments are to have the same present value as the lump sum
service pension, based on a five percent interest assumption.

9. Conversion of Lump Sum Service Pensions Into Annuities Through Single Premium Insurance
Annuity Purchase.  Minnesota Statutes, Section 424A.02, Subdivision 8a, allows a volunteer
firefighter relief association that pays a lump sum service pension to purchase a single premium
insurance annuity for the retiring volunteer firefighter from an insurance company approved to do
this type of business by the state Commerce Commissioner.

10. Ancillary Benefit Limits.  Minnesota Statutes, Section 424A.02, Subdivision 9, places limits on
ancillary retirement benefit coverage.  Ancillary benefits are those benefits provided by a volunteer
firefighter relief association other than the service pension, such as disability benefits, death
benefits, or survivor benefits.  The limitations are needed to protect the financial solvency
regulation of volunteer firefighter relief associations, which is built around determining the
accrued liability and financial requirements for the level of the service pension coverage provided
by the volunteer firefighter relief association.  The limitations are:

i. No Post-Retirement Benefit Beyond the Lump Sum Service Pension.  Volunteer firefighter
relief associations that provide lump sum service pensions are prohibited from paying any
additional benefit to a retired firefighter or on behalf of a retired firefighter once payment of
the service pension commences; and

ii. Maximum Ancillary Benefit Available.  All volunteer firefighter relief associations are limited
in the payment of pre-retirement and post-retirement ancillary benefits to the amount of the
accrued service pension of the volunteer firefighter, except that the survivor benefit payable
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on behalf of a deceased short service firefighter may be based on a five years of service
accrued benefit if that produces a larger accrued service pension amount.

11. Post-Retirement Increases.  A volunteer firefighter relief association paying a monthly service
pension may, if it chooses, provide a post-retirement increase to service pension and benefit
recipients upon providing a benefit increase to active firefighters, under Minnesota Statutes,
Section 424A.02, Subdivision 9.

12. Municipal Approval of Benefit Changes; State Filing Requirements.  Minnesota Statutes, Section
424A.02, Subdivision 10, requires municipal approval of any benefit changes or amendments to
the relief association articles of incorporation or bylaws impacting on benefits unless the volunteer
firefighter relief association has authority under the 1971 Volunteer Firefighter Relief Association
Financing Guidelines Act to implement the benefit increase without local approval.  The benefit
change approval request must be accompanied by an estimate of the actuarial impact of the benefit
change.  Upon making a benefit change, the volunteer firefighter relief association must file a copy
of the revised articles of incorporation or bylaws with the Commissioner of Commerce in order to
retain eligibility for fire state aid.

13. Volunteer Firefighter Relief Association Dissolution and Consolidation.  Minnesota Statutes,
Chapter 424B, governs the dissolution and consolidation of volunteer firefighter relief associations.
With approval of the governing bodies of each municipality, two or more relief associations
servicing contiguous fire districts may initiate consolidation.  Initiation involves proposing a
consolidation resolution to the relief association board of trustees, notification of members, and a
public hearing.  If adopted by the majority of the board, a copy of the resolution must be filed with
other relief associations which may be part of the consolidation.  If two or more of the applicable
relief associations adopt a consolidation resolution, those relief associations are consolidated as of
the following January 1.  If the subsequent relief association following the consolidation is a new
relief association, the association must incorporate as a nonprofit corporation and the new board
must include at least one board member from each prior association.  If the consolidation retains one
association and dissolves the others, the articles of incorporation of the remaining association must
be revised as necessary.  The president, secretary, and treasurer of the consolidated relief association
must be elected by the association membership.  On the effective date of the consolidation, the
assets of the prior relief association special funds transfer to the consolidated special fund, and all
liabilities, fund management and plan administration, and all records transfer to the new board of
trustees.  The consolidated relief association is the successor in interest in all claims for and against
the special funds of the prior relief associations.  Before consolidation, the secretaries of the prior
relief associations must settle all accounts payable from the respective general fund.  Remaining
balances transfer to the general fund of the consolidated relief association.  Following transfer of
administration, records, special and general fund assets and liabilities, the prior relief associations
cease to exist.  The Secretary of State, State Auditor, Commissioner of Revenue, and the
Commissioner of the federal Internal Revenue Service are to be notified of the termination.
Administrative expenses consistent with Minnesota Statutes, Section 69.80 (authorized special fund
administrative expenses) may be paid from the consolidated special fund.  All other expenses must
be paid from the general fund.  The service pension of the consolidated relief association is the
highest service pension amount payable by any of the relief associations that were included in the
consolidation.  Subsequent benefit increases after that date must conform to general law applicable
to volunteer fire benefit levels.  Unless the municipalities agree in writing to another procedure, the
minimum annual financial obligation to the consolidated relief association must be allocated between
the applicable municipalities in proportion to their fire state aid.  If a municipality fails to pay its
share, contributions must be covered by the remaining municipalities.  The municipality which is
delinquent or deficient in its payments must reimburse the other municipalities plus a 25 percent
surcharge.

If a relief association is dissolved without consolidation, prior to the effective date of the dissolution
the board must pay all accounts payable against the special fund other than the accrued liabilities for
pensions and other benefits.  The remainder of the special fund assets after settling those non-
benefit-related obligations are transferred, in cash or securities, to the municipal finance officer.  The
board also transfers any records needed to settle future benefit-related claims.  The assets of the
prior special fund create a municipal trust fund to be invested according to investment and fiduciary
law applicable to volunteer fire plans.  The municipality and the trust fund are responsible for any
remaining liabilities of the prior special fund, including any unfunded liabilities.  The board must
notify the Commissioner of Revenue, the State Auditor, and the Secretary of State of the dissolution
action within 30 days of the effective date of the dissolution.



Legislative Commission on Pensions and Retirement Page 9 LM092804-1

In lieu of the asset transfer to the municipality mentioned above, the board of the dissolving relief
association may purchase annuity contracts.  Payment of the annuity for which the contract is
purchased may not begin before the retirement age specified in law and bylaw.  Legal title to the
annuity contract transfers to the municipality in trust.

14. Combined Volunteer Firefighter Relief Association Service Pensions.  If the volunteer firefighter
relief association elects to do so, the relief association under Minnesota Statutes, Section
424A.02, Subdivision 13, can recognize total service rendered for any other participating
volunteer firefighter relief association in meeting its vesting requirement and can pay a prorated
service pension based on the accrual service rendered in that relief association.

15. Supplemental Benefit for Lump Sum Volunteer Firefighter Relief Associations.  Minnesota
Statutes, Section 424A.10, requires a volunteer firefighter relief association that pays a lump sum
service pension to pay a supplemental benefit from the relief association special fund to retiring
firefighters who receive a lump sum service pension.  The supplemental benefit is an amount equal
to ten percent of the lump sum service pension paid, up to $1,000.  The supplemental benefit is
reimbursable to volunteer firefighter relief associations annually, in March, from the state general
fund by the Commissioner of Revenue, for the volunteer firefighter relief associations that apply
for the reimbursement in the preceding February.  The supplemental benefit was intended to offset
the impact of a federal Internal Revenue Code ten percent income tax surcharge on pre-age 59-
1/2 non-annuity pension distributions.  The supplemental benefit is in lieu of a state income tax
exclusion for lump sum retirement benefit distributions.

G. Volunteer Firefighter Relief Association Funding Requirements.

1. Volunteer Firefighter Relief Association Financing Guidelines Act of 1971.  Minnesota Statutes,
Sections 69.771 through 69.776, the Volunteer Firefighter Relief Association Financing
Guidelines Act of 1971, governs the calculation of the actuarial accrued liability and annual
funding requirement of volunteer firefighter relief associations, the determination of the financial
requirements of volunteer firefighter relief associations, the determination of the minimum
obligation of municipalities or independent nonprofit firefighting corporations toward the
volunteer firefighter relief association, the requirement for municipal ratification of volunteer
firefighter relief association plan amendments, and the investment of volunteer firefighter relief
association special fund assets.

2. Calculation of Volunteer Firefighter Relief Association Actuarial Accrued Liability and Annual
Funding Requirement.  State law differentiates in the calculation of volunteer firefighter relief
association actuarial accrued liabilities or its equivalent and the annual funding requirements.  For
volunteer firefighter relief associations providing monthly benefit service pensions, because there
is a mortality risk and the need for making complicated computations, the relief association is
required by Minnesota Statutes, Section 69.773, to utilize an approved actuary and have a
quadrennial actuarial valuation prepared.  For volunteer firefighter relief associations providing
lump sum service pensions, because there is no mortality risk and the liability and funding
calculations are less complicated, the relief association officers are required by Minnesota
Statutes, Section 69.772, to estimate the association's actuarial liabilities and its annual funding
requirement by using a simplified statutory valuation procedure.

The monthly benefit volunteer firefighter relief association actuarial work is governed essentially
by the same requirements applicable for other Minnesota public pension plans, Minnesota
Statutes, Sections 356.215, and 356.216.  The actuarial valuations will disclose the relief
association's actuarial accrued liability, the assets, unfunded actuarial accrued liability, normal
cost, and amortization of the unfunded actuarial accrued liability (typically using a 20-year
amortization period.)  The financial requirement of the monthly benefit relief association is the
combination of four items:

i. The normal cost;
ii. The amortization requirement if the relief association has an unfunded actuarial accrued

liability;
iii. The prior year's administrative expenses, multiplied by a factor of 1.035; and
iv. One-tenth of the relief association's funding surplus, if the relief association has assets in

excess of its actuarial accrued liability.

The lump sum volunteer firefighter relief association computations are required to follow
simplified calculation procedures set forth in Minnesota Statutes, Section 69.772, Subdivision 2.



Legislative Commission on Pensions and Retirement Page 10 LM092804-1

The table and related provisions in Minnesota Statutes, Section 69.772, Subdivision 2, were
developed by the Commission and its consulting actuary in 1970-1971.  The statutory table is
basically a present value table assuming a lump sum benefit payable immediately after 20 years of
service, based on a three percent interest assumption, and assuming no pre-retirement turnover or
mortality.  The following is the statutory pension liability table, applicable for a $100 per year of
service lump sum benefit:

Cumulative Year Accrued Liability
1 $60
2 124
3 190
4 260
5 334
6 410
7 492
8 576
9 666

10 760
11 858
12 962
13 1070
14 1184
15 1304
16 1428
17 1560
18 1698
19 1844
20 2000
21 and thereafter 100 additional per year

The relief association's accrued liability is calculated annually using the table, after being
multiplied by a factor to adjust the $100 lump sum per year of service table to the actual lump
sum service pension amount provided by the volunteer firefighter relief association.  Thus, for a
volunteer firefighter relief association paying a $1,000 per year of service lump sum service
pension, the factor would be 10 ($1,000 divided by $100.)  The calculated accrued liability is
compared to the special fund assets to determine whether or not the relief association has an
unfunded accrued liability.  The following year's projected accrued liability is then calculated,
based on an additional year of service per member, and the increase in the accrued liability over
the current year's accrued liability is the annual accruing liability of the relief association, which is
the functional equivalent of the normal cost calculation in an actuarial valuation prepared by an
actuary under Minnesota Statutes, Section 356.215.  The financial requirements of the relief
association are the combination of three or four items:

i. The computed annual accruing liability;
ii. One-tenth of the computed current year's unfunded accrued liability, if the relief association

has an unfunded accrued liability;
iii. The prior year's administrative expense, multiplied by a factor of 1.035; and
iv. One-tenth of the relief association's funding surplus, if the relief association has assets in

excess of the accrued liability.

3. Calculation of the Minimum Municipal Obligation.  The Volunteer Firefighter Relief Association
Financing Guidelines Act of 1971, Minnesota Statutes, Sections 69.771 through 69.776, requires
municipal support of a relief association if the main other revenue source, the fire state aid
program under Minnesota Statutes, Sections 69.011 through 69.051, is insufficient.  Specifically,
Minnesota Statutes, Section 69.772, Subdivision 3, for lump sum volunteer firefighter relief
associations, and Minnesota Statutes, Section 69.773, Subdivision 5, for monthly benefit
volunteer firefighter relief associations, require that the municipality include in its budget, levy for,
and pay over to the relief association the amount of the financial requirements of the relief
association, reduced by the amount of the fire state aid anticipated to be received in the following
year.  For lump sum volunteer firefighter relief associations, the relief association financial
requirement also are reduced by an amount equal to five percent of the assets of the relief
association, to adjust for the next year's future expected interest earnings.  The determination of
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the minimum municipal obligation must be made by the officers of the relief association, and must
be certified to the municipality as part of the municipal budget preparation process.

4. Compliance with Municipal Funding Requirement.  If the municipality fails to include the
minimum municipal obligation in its budget or fails to spread the obligation in its property tax
levy, Minnesota Statutes, Section 69.772, Subdivision 4, for lump sum volunteer firefighter relief
associations, and Minnesota Statutes, Section 69.773, Subdivision 5, for monthly benefit
volunteer firefighter relief associations, require that the relief association officers certify the
required municipal obligation amount to the county auditor, who is required to levy that amount
as part of the property taxes of that municipality

5. Applicable Actuarial Funding And Procedures, Relief Association Discontinuing Monthly
Pensions, Or Purchasing Annuities To Finance Monthly Pensions.  If a volunteer fire relief
association discontinues providing monthly pensions or purchases annuities to cover the monthly
pensions, the funding procedures and minimum municipal obligation requirements applicable to
lump sum plans apply, rather than those applicable to monthly benefit plans.

H. Volunteer Firefighter Relief Association Investment Authority.  Volunteer firefighter relief
associations are either subject to a limited list of authorized investment securities or to an expanded
list of authorized investment securities.

Minnesota Statutes, Section 356A.06, Subdivision 6, provides that a relief association that has less
than $1 million in assets based on book value is a limited list plan unless the relief association:

1. Invests at least 60 percent of its assets based on book value using the services of an investment
advisor registered with the securities and exchange commission in accordance with the federal
Investment Advisors Act of 1940 or uses a licensed investment advisor under state law; or

2. Invests at least 60 percent of its assets based on book value through the State Board of
Investment; or

3. Uses a combination of a registered/licensed investment advisor and the State Board of Investment
to invest at least 75 percent of its assets based on book value.

A relief association which has more than $1 million in assets based on book value or which meets one
or more of the above requirements is an expanded list plan and is permitted to invest according to the
expanded list of authorized investment securities under Minnesota Statutes, Section 356A.06,
Subdivision 7.

Section 356A.06, Subdivision 6, includes the following investment securities in the limited list of
authorized investment securities:

1. Insured certificates of deposit and savings accounts.

2. Fixed income government obligations which have yield and quality comparable to non-tax exempt
issues, and which have been issued by government units which back the securities by full taxing
authority and which have not defaulted on any interest and principal during the preceding ten
years (revenue bonds must be self supporting for the last five years).

3. Domestic corporate obligations, including bonds, notes, debentures, or other regularly issued and
readily marketable forms of indebtedness, providing that average pre-tax earnings for the past five
years are at least 150 percent of total interest and principal payments, and providing that the debt
is in the top three quality ratings of Moody's Investors Service or Standard and Poor's ratings.

4. Mutual fund shares, providing that the securities the mutual fund holds comply with (1) through
(3) above.

Section 69.775 permits stock investing through a mutual fund.  Section 69.775 indicates that,
notwithstanding Section 356A.06, Subdivision 6, volunteer firefighter relief associations can invest up
to 75 percent of the market value of their assets in open end mutual funds if the investments of those
funds are consistent with the expanded list of authorized investments.

Those volunteer firefighter relief associations that are not subject to the limited list are permitted by
Section 356A.06, Subdivision 7, to invest in the full range of acceptable investments for the State Board
of Investment prior to 1994.  This creates a difference between the relief associations that are subject to
the limited list and those which are not.  The difference concerns the form of the investments.  Limited
list relief associations can invest through mutual funds in securities of the types applicable to expanded
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list volunteer firefighter relief associations.  Those associations subject to the expanded list and not
subject to the limited list can invest in these assets without use of a mutual fund.

The expanded list of authorized investment securities includes the following:

1. Government obligations, including notes, bills, bonds, and mortgages backed by the full faith and
credit of the issuer and with a rating within the top four quality rating categories of a nationally
recognized rating agency.  Acceptable investments include guaranteed and insured issues of the
United States and its agencies, the states and their political subdivisions, Canadian issues and
those of the International Bank for Reconstruction and Development, the Inter-American
Development Bank, the Asian Development Bank, the African Development Bank, or any other
United States Government sponsored organization of which the United States is a member,
provided that the principal and interest is payable in United States dollars;

2. Domestic corporate debt, including bonds, notes, debentures, and transportation equipment
obligations, providing the obligations are rated among the top four quality categories by a
nationally recognized rating agency, and Canadian debt meeting these quality requirements,
providing the principle and interest payments are in United States dollars;

3. Various other forms of investments, including bankers acceptances, certificates of deposit,
commercial paper, mortgage participation certificates and pools, guaranteed investment contracts,
savings accounts, guaranty fund certificates, surplus notes, and mutual insurance company debt,
providing various quality and insurance requirements regarding these various investments as
specified in detail in the statutes are met;

4. Stocks and convertibles of any domestic corporation, Canadian corporation, or any corporation
whose stock trades on the New York or American Stock Exchanges; and

5. Venture capital, real estate and resource limited partnerships, below investment grade debt, and
international securities, with limits regarding the minimum number of other unrelated owners of
the limited partnership investments and the maximum portion of a portfolio that can be devoted to
these types of investments, in order to limit the risk exposure.

Finally, Minnesota Statutes, Section 356.71, permits any public pension plan whose assets are not
invested by the State Board of Investment to invest in Minnesota situs nonfarm real estate ownership
interests or loans secured by mortgages or deeds of trust.

I. Fiduciary Obligations.  The fiduciary obligations of volunteer firefighter relief association
administrators and the standards which they must follow in conducting those duties are codified in
Minnesota Statutes, Chapter 356A, the Public Pension Fiduciary Responsibility Law.  This regulation
includes:

1. Fiduciary Status.  Board members and the chief administrating officer of volunteer firefighter
relief associations are fiduciaries.  As fiduciaries, they have a duty to active members, deferred
retirees, and benefit recipients, to the state, and to local taxpayers.

2. Fiduciary Activities.  The activities of volunteer firefighter plan fiduciaries include, but are not
limited to:

i. Determination of Plan Benefits.  Administrators must correctly compute benefits and provide
only authorized benefits to plan members;

ii. Determining Funding Requirements and Contributions.  Funding requirements must be
properly determined;

iii. Maintaining Membership and Financial Records.  Accurate, well maintained membership data
and financial information must be maintained;

iv. Plan Administrative Expenses.  Administrative expenses must be reasonable and necessary;
and

v. Investment of Plan Assets.  Investments should be properly diversified, prudent, and
consistent with laws indicating authorized investments for the particular fund.

All fiduciary activities must be conducted in accordance with the purpose and intent of the by-
laws and relevant laws, and must be conducted faithfully and without prejudice.  No fiduciary or
relative of a fiduciary may receive anything more than nominal compensation in consideration for
a pension plan disbursement.  The administrators are also bound in all their actions by the prudent
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person standard, which requires the fiduciary to act in good faith and to exercise the degree of
judgement and care that persons of prudence, discretion, and intelligence would exercise in the
management of their own affairs, and, for investments, not undertaken for speculation,
considering the probable safety of the plan capital as well as the probable investment return to be
derived from the assets.

3. Specific Investment Requirements.  Section 356A.06 details investment-related fiduciary
requirements, as follows:

i. Financial control of assets.  Plan assets may be held only by the plan treasurer, the depository
agent of the plan, or the State Board of Investment or its depository agent;

ii. Diversification.  Investment must be properly diversified among investment types to minimize
the risk of substantial investment losses;

iii. Sufficient Liquidity.  Plans must invest sufficient assets in cash equivalent securities to meet
immediate liquidity needs, thus avoiding losses due to forced early liquidation of other
securities;

iv. Collateralization.  Plans are required to designate a financial institution as the depository for
plan assets not held by the plan’s custodian bank and is subject to the applicable federal
government insurance limits unless collateralized by the institution.

v. Investment Authority Disclosure.  Before using any investment broker, the plan is required to
provide the broker with a written statement of the applicable state law and plan policy
investment restrictions and the broker must acknowledge receipt of the statement and must
agree to comply with those restrictions.

vi. Conflicts of Interest.  Any conflict of interest must be avoided and no fiduciary may
personally profit, directly or indirectly, from the investment of plan assets;

vii. Prohibited Transactions.  Certain transactions are explicitly prohibited, which include, but are
not limited to, sales, exchanges, or leases of real estate between the pension plan and a
fiduciary of the plan, lending of money or extensions of credit by the plan to a fiduciary,
transfers of assets between a fiduciary and the plan, and sales of services by a fiduciary to a
plan;

viii. Economic Interest Statement.  To help identify actual or potential conflicts of interest,
members of the governing board and the chief administrative officer of the relief association
must file an annual economic interest statement which is available for public inspection, which
must identify ownership interests in investment brokerage businesses, real estate sales,
insurance agencies, banks, or other financial institutions, and which must identify any
relationship or financial arrangement that can lead to a conflict of interest;

ix. Investment Business Recipient Disclosure.  The chief administrative officer must annually
disclose the recipients of investment business or investment commissions paid to brokers,
banks, or other investment managers; and

x. Authorized Investments.  Volunteer fire relief associations are either "limited list"
associations, or "expanded list" associations, depending on the size of their asset base or
whether the plan uses professional investment advisors.  Plans with more than $1 million in
assets, or smaller plans that use professional investment advisors are expanded list
associations, enabling them to invest following essentially the same investment authorization
as the State Board of Investment had prior to 1994.  In addition, under other statutes, these
plans are given broader real estate investment authorization than the State Board of
Investment.  Limited list plans are somewhat more restricted, although they share the same
real estate investment authorization as the expanded list plans.  In all cases, investments must
meet prudent investment standards.

4. Required Disclosure to the Membership.  The chief administrating officer of the volunteer
firefighter relief association must provide a benefit summary to all plan participants.  A copy of all
financial reports and actuarial reports required of volunteer fire plans, or a summary of these
reports, must be provided to relief association members.

5. Adverse Determination Review Procedure.  A review procedure covering adverse determination
of eligibility, benefits, or other rights under the plan must be available to volunteer firefighter relief
association members.  Members must be given timely notice and a reasonable opportunity to be
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heard in the review process.  If a specific review procedure is not specified by other law, the
volunteer firefighters relief association must develop and adopt a review procedure.

6. Fiduciary Continuing Education Requirement.  Fiduciaries must make a reasonable effort to
obtain the knowledge and skills necessary to perform their obligations effectively.  The governing
boards of the volunteer firefighter relief associations must develop continuing education programs
for relief association board of trustee members who are not proficient in all areas of their fiduciary
responsibilities.

7. Consultant Certificate of Insurance.  Before hiring or contracting with a consultant, a volunteer
fire relief association must obtain a copy of the consultant’s certificate of insurance.  A consultant
is an individual or firm providing legal or financial advice, including an actuary; attorney;
accountant; investment advisor, manager, counselor, or investment manager selection consultant;
pension benefit design advisor or consultant; or any other financial consultant.

J. Background Information on Fire State Aid.

1. Establishment.  The Fire State aid program was initially established in 1885 (Laws 1885, Chapter
187).  The program is codified in Minnesota Statutes, Sections 69.011 through 69.051.

The Fire State aid was initially intended to assist municipal and other fire departments in obtaining
firefighting equipment and in providing firefighter pension coverage.  In 1943, for municipalities
and nonprofit firefighting corporations with fire pension coverage, the Fire State aid was dedicated
to fire pension funding.  Fire State aid is payable to municipalities and fire department with paid or
volunteer firefighters or with a combination of paid and volunteer firefighters.

2. Source of Fire State Aid Revenue.  The Fire State aid program is funded from a premium tax on
various types of minimum coverage, primarily fire insurance.  The 1885 law established a one-half
of one percent tax on insurance premiums for property located in municipalities having a fire
protection service.  Laws 1903, Chapter 20, raised the tax to the two percent premium tax level
and specified uses for the money raised.  The funds were to be used to provide retirement and
disability benefits to fire department members and their survivors, and to help maintain the fire
department, including covering purchase and maintenance costs of fire equipment.

After 1903, the most fundamental changes in the Fire State aid laws were to restrict the use of the
aid to providing pension and disability related benefits, and to change the nature of the aid
distribution system.  Authority to use the aid to purchase fire equipment and to cover other costs
of operating the fire service existed from 1885 until 1943, when Laws 1943, Chapter 323, Section
2, deleted the language authorizing this use.  Laws 1945, Chapter 225, provided for the use of fire
State aid for firefighting equipment purposes only if no firefighter relief association is associated
with the fire department.

Before 1995, the Fire State aid program was financed from the dedicated proceeds of a generally
applicable two percent premium tax on fire, lightning, sprinkler damage, and extended coverage
insurance on property located within the State.  Minnesota Statutes, Section 60A.15,
Subdivision 1, imposed a premium tax on fire and related insurance of two percent for most
insurance companies, and one-half of one percent for town and farmer's mutual insurance
companies and mutual property and casualty insurance companies with assets less than $1.6
billion.  The Fire State aid under Minnesota Statutes, Section 69.021, Subdivision 5, Paragraph
(b), was funded by an appropriation equal to the amount of fire and related insurance premium
taxes collected.  Half of the total Fire State aid amount was distributed in proportion to the
population according to the last federal census and half was distributed in proportion to property
market values, excluding mineral values but including tax-exempt property.  This allocation
method reflected an assumption that local property values and population relative to the whole
State reflect the relative need for fire protection services.  Before 1995, the last major revision in
the insurance premium tax rates underlying the fire State aid program occurred in 1988 (Laws
1988, Chapter 719, Article 2, Sections 1 through 5) when the fire and related insurance premium
tax rates were reduced for certain mutual insurance companies.  Before 1995, the last major
revision in the amount of State tax revenue available for allocation as Fire State aid occurred in
1991 (Laws 1991, Chapter 291, Article 13) when the appropriation for the Fire State aid program
was reduced to the amount of the insurance premium taxes raised.

The 1995 Omnibus Tax Bill, Laws 1995, Chapter 264, increased the various insurance premium
taxes and also increased the revenue available for the fire State aid program.  Laws 1995, Chapter
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264, Article 9, Section 3, amending Minnesota Statutes, Section 60A.15, Subdivision 1, increased
the insurance premium tax rates for town and farmers' mutual insurance companies and for mutual
property casualty companies with assets no greater than $1.6 billion.  The pre-1995 insurance
premium tax rate for these mutual insurance companies was one-half of one percent of the amount
of all premiums.  The rate was increased by the 1995 Legislature to two percent of all life
insurance premiums, one percent of all other insurance premiums for all town and farmers' mutual
insurance companies and for the smaller mutual property and casualty companies (assets of no
more than $5 million) and 1.26 percent of all other insurance premiums for the larger mutual
property and casualty companies (assets over $5 million and no greater than $1.6 billion).  Laws
1995, Chapter 264, Article 9, Section 5, amending Minnesota Statutes, Section 69.021,
Subdivision 5, increases the insurance premium tax revenue dedicated to the fire State aid
program and the police State aid program.  For the fire State aid program, the dedicated revenue
is increased from the amount of insurance premium taxes collected on fire, lightning, sprinkler
leakage, and extended coverage insurance, to the greater of either 107 percent of the fire,
lightning, sprinkler leakage, and extended coverage insurance premium taxes collected or an
amount equal to one percent of the fire, lightning, sprinkler leakage, and extended coverage
premiums written by town and farmers' mutual insurance companies and by mutual property and
casualty companies with assets not exceeding $5 million and to two percent of the fire, lightning,
sprinkler leakage, and extended coverage premiums written by all other fire risk insurers.

In 1996, Minnesota Statutes, Sections 69.021, Subdivision 7, and 423A.02, were amended to
implement a minimum Fire State aid floor for volunteer firefighter relief associations that would
otherwise receive a disproportionately small amount of Fire State aid on a per-active-member
basis.

Total Fire State aid has increased over time, as follows:

Year
Total Fire
State Aid

Aid to Volunteer
Firefighters

Aid to Paid
Firefighters

1988 $10,840,404 $7,528,581 $3,311,823
1989 10,923,145 7,601,263 3,321,882
1990 10,872,111 7,508,647 3,363,464
1991 10,491,446 7,650,439 2,841,532
1992 10,530,014 7,716,007 2,814,007
1993 9,997,957 7,349,215 2,648,742
1994 10,665,543 7,869,847 2,795,696
1995 11,336,631 8,405,060 2,931,571
1996 14,797,126 11,006,256 3,790,870
1997 15,148,160 11,476,519 3,671,641
1998 16,088,768 11,976,222 4,112,546
1999 16,682,376 12,419,342 4,263,034
2000 17,265,502 12,879,980 4,385,522
2001 17,964,376 13,595,203 4,369,173
2002 19,912,608 14,930,886 4,981,722

3. Qualification Requirements for Receipt of Fire State Aid.  Before 1969, Fire State aid was
provided to municipalities that had an organized fire department upon the filing of a certificate by
the municipal clerk stating that the fire department exists, stating that the fire department does not
employ any minor under age 18, and indicating the fire department’s water supply, the number of
fire department organized companies, the number of fire department engines and trucks, the
number of hose carts in use, and the number of hose feet in use.

In 1969, the qualifications for Fire State aid were increased.  Municipalities and independent
nonprofit firefighting corporations using paid, volunteer, or a combination of paid and volunteer
firefighters can qualify to receive the aid.  To determine which municipalities and independent
nonprofit firefighting corporations qualify for the aid, the municipal clerk or the secretary of the
nonprofit firefighting corporation, if appropriate, and fire chief certify by March 15 of each year to
the Department of Revenue that a municipal fire department or nonprofit firefighting corporation
exists which meets minimum required standards for the aid.  These standards include a
requirement that the fire department or nonprofit firefighting corporation be in existence at least
one year, that it have at least ten paid or volunteer firefighters, that regularly scheduled meetings
are held for training and equipment maintenance, and that the department has a fire truck and
other necessary firefighting equipment.
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4. Allocation of Fire State Aid.  Initially, Fire State aid was allocated to the various municipalities
and independent nonprofit firefighting corporations based on the amount of fire insurance written
in that firetown, as identified by the various insurance agents and insurance companies.  The
allocation method eventually proved problematic, in part because of errors made by insurance
company agents in identifying applicable firetowns.

In 1969, the allocation method was shifted to a combination of population ranking and property
value ranking.  One half of the Fire State aid was distributed in proportion to the population
according to the last federal census and one half was distributed in proportion to property market
values, excluding mineral values but including tax-exempt property.  This allocation method
reflected an assumption that local property values and population relative to the whole State
reflect the relative need for fire protection services.

In 1996, for municipalities and independent nonprofit firefighting corporations with wholly
volunteer fire departments, an additional allocation of aid is made to bring the municipal or
corporation total up to the minimum volunteer firefighter fire State aid amount multiplied by the
total number of active volunteer firefighters to a maximum of 30 firefighters.

5. Permissible Use of Fire State Aid.  Initially, in 1885, fire State aid could be used to pro-vide
firefighters with pension coverage or to maintain the fire department, including the purchase of
fire equipment.  In 1943, the Fire State aid was dedicated solely to firefighter pension funding if
the firefighters have pension coverage.  For municipalities and non-profit firefighting corporations
where the associated firefighters do not have pension coverage, Fire State aid must be used to
maintain the fire department or purchase fire equipment.

6. Source Of Additional Revenues if Shortfall Occurs.  If a relief association funding requirements
exceed all applicable revenue sources, including tax revenues derived from taxes on life insurance
providers and town and farmers’ mutual insurance companies and mutual property and casualty
companies, any shortfall or additional revenue needs must be paid from the state’s general fund if
appropriated by the Legislature.  The provision is not to be interpreted as relieving any
municipality of its obligations to a relief association.

K. Background Information on the Minimum Volunteer Fire State Aid Program.

1. Establishment.  The minimum volunteer Fire State aid program was enacted in 1996 (Laws 1996,
Chapter 438, Article 4, Section 2).  The program is codified as Minnesota Statutes, Sections
69.021, Subdivision 7, Paragraph (d), and 423A.01, Subdivision 7, Paragraph (a).  The minimum
Fire State aid program was an effort to address a long-standing concern that the State fire tax aid
provides unreasonable low aid amounts per firefighter in many communities in the State.  Many
jurisdictions were receiving well under $100 per firefighter.  After the minimum Fire State aid
program was introduced, the floor aid per eligible firefighter was increased to slightly over $260
per firefighter.

2. Source of Minimum Fire State Aid.  Thirty percent of any unallocated amortization or
supplemental amortization State aid is dedicated as a minimum Fire State aid amount for
volunteer fire relief associations.  Amortization State aid and supplemental amortization State aid
becomes unallocated when there is the payment of a thirteenth check by the Minneapolis Fire
Relief Association or by the Minneapolis Police Relief Association or when a former local police
or paid firefighter consolidation account became fully funded.

The amount of amortization State aid and supplemental amortization State aid dedicated to the
minimum fire State aid (and added to the fire insurance premium tax equivalent amount dedicated
to pension purposes and already included in the total fire State aid in the preceding section) is as
follows:

Year
Total Additional Aid Dedicated to

Volunteer Firefighters
1996 $ 663,788
1997 667,610
1998 974,076
1999 1,034,608
2000 1,210,366
2001 1,065,323
2002 1,846,119
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3. Qualification Requirements for the Receipt of Minimum Fire State Aid.  The minimum volunteer
firefighter Fire State aid is payable to municipalities with volunteer firefighters and with Fire State
aid calculated on the basis of relative property value and relative population that is modest, with
these minimum receipt municipalities brought up to the minimum fire State aid amount for
firefighters, not to exceed 30, until the funding dedicated for the program is exhausted.  Roughly
half of the municipalities with volunteer firefighter relief associations receive some minimum Fire
State aid amount.

4. Allocation of Minimum Fire State Aid.  The minimum Fire State aid program is targeted to
volunteer fire relief associations that receive low aid per firefighter under the State fire tax aid
program.  The firefighter count used in the allocation procedure is the number of firefighters, not
to exceed 30, in each relief association in 1993.  The minimum floor Fire State aid program brings
the funding for those associations receiving the least aid per firefighter up to a higher, uniform
level.  Volunteer fire relief associations established after 1999 also are eligible for inclusion in the
minimum floor fire aid distribution.  The member count the association will use in the distribution
is the member count, up to a limit of 20 firefighters, reported in the first annual financial reporting
submitted to the State Auditor by the association.

5. Permissible Uses of Minimum Fire State Aid.  Minimum Fire State aid is included in the Fire State
aid allocation and is subject to the same permissible use as fire State aid.

L. Background Information on the First Class City Fire Insurance Premium Tax Surcharge.

1. Establishment.  The first class city fire insurance premium tax surcharge was enacted in 1934
(Extra Session Laws 1934, Chapter 53, Sections 1 through 3).  It is codified in Minnesota
Statutes, Section 297I.10.

The first class city fire insurance premium tax surcharge was enacted to assist the three first class
city fire department relief associations in paying the service pensions and other retirement benefits
that are payable.  The provisions were enacted at a time when the Duluth Fire Department Relief
Association, the Minneapolis Fire Department Relief Association, and the St. Paul Fire
Department Relief Association were funded in virtually a current disbursements (or “pay-as-you-
go”) manner, when there were substantial statutory limits on the amount of municipal taxes that
could be levied in support of the relief associations, and before the enactment of the 1969 Police
and Paid Fire Relief Association Financing Guidelines Act mandating some measure of actuarial
funding.

2. Source of Program Revenue.  The first class city fire insurance premium tax surcharge is funding
from the dedicated proceeds of a surcharge on the premiums paid on fire insurance written in a
city of the first class.  The surcharge is an amount equal to two percent of those premiums.  The
surcharge is collected by the Commissioner of Commerce and deposited in the State General
Fund.

3. Qualification Requirement for Receipt of Surcharge Amounts.  There are no qualification
requirements for the receipt of the first class city fire insurance premium tax surcharge proceeds.

4. Allocation of First Class City Fire Insurance Premium Tax Surcharge.  The first class city
insurance premium tax surcharge is allocated based on the geographical source of the insurance
premium tax surcharge.  Thus, the fire insurance premium tax surcharge proceeds collected from
Duluth are payable to the Duluth Fire Consolidation Account, the fire insurance premium tax
surcharge proceeds collected from Minneapolis are payable to the Minneapolis Firefighters Relief
Association, and the fire insurance premium tax surcharge proceeds collected from St. Paul are
payable to the St. Paul Fire Consolidation Account.

M. Background on the Volunteer Fire Lump Sum Supplemental Benefit and State Reimbursement.

1. Establishment.  In 1988 (Laws 1988, Chapter 719, Article 19, Section 22), as part of that
legislative session’s tax bill, the Legislature mandated that volunteer firefighter relief associations
that pay a lump sum service pension also pay a supplemental benefit equal to ten percent of the
amount of the lump sum service pension payable to retiring members, to a maximum of $1,000
per lump sum service pension.   The provision is coded as Minnesota Statutes, Section 424A.10.
The supplemental benefit was intended to reimburse retiring volunteer firefighters for a change in
Minnesota tax law, enacted in the late 1980s, which caused Minnesota public pensions to be
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taxable under Minnesota law.  Given the relatively modest level of volunteer fire pensions, at least
as of the late 1980s, the 1988 enactment of the volunteer fire lump sum supplemental benefit may
have been intended to offset the impact of that new Minnesota taxation, so that the new tax
treatment did not discourage individuals from providing volunteer fire services.

2. Source of the Volunteer Fire Lump Sum Supplemental Benefit State Reimbursement.  The
volunteer fire lump sum supplemental benefit State reimbursement is payable from a State General
Fund appropriation to the Department of Revenue.

3. Qualification Requirements for Receipt of the Volunteer Fire Lump Sum Supplemental Benefit
State Reimbursement. The supplemental benefit is reimbursable by the State if the volunteer
firefighter relief association that paid the supplemental benefit applies with the Commissioner of
Revenue by the subsequent February 15, with the reimbursement paid on March 15 from a State
General Fund appropriation for that purpose.

4. Amount of the Volunteer Fire Lump Sum Supplement Benefit State Reimbursement.  The amount
of the State General Fund appropriation to the Department of Revenue for payment by the
Department of Revenue of volunteer fire lump sum supplemental benefits is as follows:

Fiscal
Year

Supplemental Benefit
Reimbursement
Appropriation

Fiscal
Year

Supplemental Benefit
Reimbursement
Appropriation

1989 not available 1996 $400,000
1990 not available 1997 378,000
1991 not available 1998 375,000
1992 not available 1999 370,000
1993 not available 2000 378,000
1994 not available 2001 420,000
1995 $400,000 2002 420,000

5. Permissible Uses for Reimbursement Amounts.  The State reimbursement of volunteer fire lump
sum supplemental benefits are required to be deposited into the special fund of the applicable
volunteer firefighter relief association and may be expended for any lawful purpose for the relief
association.


