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Dear Members of the Minnesota Legislature:

As provided for in Laws 1997, Chapter 233, Article 2, Section 16, the Legislative Commission on
Pensions and Retirement has studied the issue of the appropriate retirement coverage for legislators and
for constitutional officers awaiting full implementation in July, 1998, of the 1997 coverage changes.

The Commission considered the issue during six meetings over the course of the 1997-1998 Interim and
the early portion of the 1998 Session. The Commission decided to retain the 1997 changes in the
retirement coverage for legislators and constitutional officers with one modification, as provided for in
draft proposed legislation LCPR98-85.

The Commission requests consideration by the Legislature during the 1998 Session of this report and the
accompanying draft proposed legislation.

Sincerely,

Senato#
Chair, Legislative Commission on Pensions and Retirement
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1. Introduction

Laws 1997, Chapter 233, Article 2, Section 16, requires that the Legislative Commission on Pensions and
Retirement study during the course of the 1997-1998 Interim, the issue of the appropriate retirement
coverage for members of the Legislature and for constitutional officers following significant changes in
that coverage enacted in the same law.

The Commission is charged with studying three items relating to the retirement coverage provided to
legislators and to elective state officers, which are:

1.

Sharing the Funding Burden. The appropriate member contribution rates to the Legislators
Retirement Plan and to the Elective State Officers Retirement Plan and the adequacy of
those rates in funding the normal cost and administrative expenses of the two plans in
comparison to other public pension plans.

Social Security Coverage and Pension Coverage Adaptations To Social Security Coverage.
The appropriateness of extending Social Security coverage to legislators and to
constitutional officers and the necessary adaptations in order to supplement social Security
coverage in either the Unclassified Employees Retirement Program of the Minnesota State
Retirement System (MSRS-Unclassified).

Elective Coverage Change For Existing Participants. The appropriateness of permitting
current members of the Legislature and current constitutional officers to elect MSRS-
Unclassified Program coverage for prospective service and the impact of that election on
the service credit accrued under the current pension plans.

In completing its study, the Commission is obligated to follow several principles, which are:

a.

Comparability of Pension Coverage For Legislative Employees and Agency Heads.
Legislator and constitutional officer pension coverage should match or parallel the pension
coverage provided to legislative employees and agency heads to the extent practicable.

Reflection of Part-time Legislative Service and Unique Constitutional Officer Service.
Legislator and constitutional officer pension coverage should appropriately reflect the part-
time nature of legislative service for many legislators and the unique character of
constitutional officer service.

Commission Pension Policy Conformity. Legislator and constitutional officer pension
coverage should conform with the applicable provisions of the principles of pension policy
adopted by the Commission.

The Commission is to complete its study in time for the 1998 legislative session. The study is to include
any applicable proposed legislation, which may amend or repeal the 1997 legislators and elective state
officer pension coverage changes among other legislative options.
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1I. Background Information on the Legislators Retirement Plan and the Elective State Officers
Retirement Plan

A. Background Information On The Legislators Retirement Plan

The Legislators Retirement Plan, governed by Minnesota Statutes, Chapter 3A, was enacted in 1965. It is
the successor to the Public Employees Retirement Association as the retirement coverage for members of
the Legislature. Prior to 1965, there was no separate Legislator's Plan. Legislators were covered under
the Public Employees Retirement Association (PERA-General Plan). At that time, PERA-General was a
basic plan and no contributions were made into the federal Social Security program for the covered
service. PERA-General used a career average salary and had back-loaded accrual rates, heavily favoring
long time employees. A member received one percent of career average salary for each of the first ten
years of service, two percent of career average salary for each of the next ten years, 2.5 percent for each
year between twenty and thirty years of service, and three percent for each year over thirty years of
service.

In 1965, the Legislature created a separate Legislative Plan, but current members and new members with
prior PERA-General coverage had an option to retain PERA-General coverage. The motivation for
establishing a separate Legislator's Plan probably came from a growing recognition that the back-loaded
PERA-General Plan was not well suited to provide legislative retirement coverage, since the typical
legislator would not be providing many decades of service. Prior to 1977, the Legislator's Plan provided a
retirement benefit of 40 percent of the average monthly salary received during the final term of office for
the first eight years of service, and an additional 2.5 percent per year for each year beyond eight. For
those who left service and were too young to draw a benefit, the annuity augmented at five percent per
year. The surviving spouse was entitled to a benefit equal to half the legislator's benefit, and a benefit was
also provided to surviving children. The plan members participated in the Minnesota Adjustable Fixed
Benefit Fund, a forerunner of the current Minnesota Post Retirement Investment Fund.

Beginning with the 1979 session, the maximum benefit accrual rate for any new legislative service was set
at 2.5 percent. This lower accrual rate was adopted in recognition of the changing nature of legislative
work. Until the early 1970's, legislative salaries were minimal. In order to provide any meaningful
retirement benefit, a high benefit accrual rate was used. As legislative salaries increased in recognition
that legislative work was becoming more like a full-time occupation, the Legislature recognized that it
needed to revise the benefit accrual rates downward. The legislative salary for pension purposes was
redefined to exclude an additional compensation for leadership positions. A twenty year cap on creditable
service was also imposed. The Legislator's Plan was revised in 1978 and 1979 to use the high-five
average salary rather than the average salary in the final term in office and the normal retirement age was
increased from age 60 to age 62, with age 60 becoming the earliest age for retirement with a reduced
annuity. Vesting for a retirement annuity was reduced from eight years to six years. In 1989, the
definition of salary was changed to include regular and special session per diem payments, the deferred
annuity augmentation rates were revised to three percent per year up to the year in which the ex-legislator
becomes age 55, and five percent per year thereafter, the reduction factors for early retirement were
revised to require a more substantial penalty, and the 20 year cap on service credit was removed.
Members who were no longer accruing service credit because their service exceeded 20 years were
authorized to again begin accruing service credit. The 1989 removal of the Legislative Plan service credit
cap was made retroactive in 1992. Long-term legislators, including those in deferred status, with
uncredited service prior to June 2, 1989, were authorized to purchase service credit for the uncredited
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period and the affected legislators were required to contribute nine percent of salary received during the
uncredited period plus six percent interest from the midpoint of the period of uncredited service to the
date of payment. Payment had to be received prior to retirement or by January 1, 1994, whichever was
earlier.

In 1997, the annual benefit accrual rates for the Legislators Retirement Plan were increased from 5.00
percent (pre-1997 service) or 2.5 percent (post-1978 service) to that annual individual benefit accrual rate
that has the same actuarial value as the one percent annual post retirement adjustment benefit reduction
imposed by the same legislation. For new legislators first serving in office after July 1, 1997, retirement
coverage will be by the Unclassified Employees Retirement Program of the Minnesota State Retirement
System (MSRS-Unclassified), a defined contribution pension plan. An individual Social Security
coverage election referendum will be held and an opportunity to elect MSRS Unclassified coverage by
pre-July 1, 1997 legislators will be made available on or shortly after July 1, 1998, unless modified by
1998 legislation arising out of this mandated study by the Commission of appropriate legislative
retirement coverage.

B. Background Information On The Elective State Officers Retirement Plan

The Elective State Officers Retirement Plan, governed by Minnesota Statutes, Chapter 352C, was enacted
in 1967. The Elective State Officers Retirement Plan is the successor, in part, to the Attorney General
Retirement Plan, established in 1953, and to the State Auditor Retirement Plan, established in 1955. The
Attorney General Retirement Plan (Laws 1953, Chapter 455, Section 1) was a defined benefit plan,
providing an age and service retirement annuity of one-half of the 1949-1950 salary for the office at the
normal retirement age of 70 and with more than 25 years of total elective state officer service, including as
a member of the legislature, and with at least 15 continuous years of service as the attorney general. In
the history of the State, only J. A. A. Burnquist, who left the office of the Attorney General on January 2,
1955, ever met the vesting requirements of the Attorney General Retirement Plan. The State Auditor
Retirement Plan (Laws 1955, Chapter 648, Section 1) was also a defined benefit plan, providing an age
and service retirement annuity of the 1955 salary for the office at the normal retirement age of 65 and with
at least 25 years of total elective state office and election for seven consecutive terms as State Auditor. In
the history of the State, only Stafford King, who left the office of the State Auditor on March 6, 1969,
could have met the vesting requirements of the State Auditor Retirement Plan.

In 1967, the Legislature created a retirement plan for the various elective state officers, including the
elected members of the public service commission. The plan largely duplicated the Legislator’s
Retirement Plan and undoubtedly was motivated by the establishment of that plan. The Elective State
Officers Retirement Plan, originally named the Constitutional Officers Retirement Plan, contained a
policy and intent provision, which noted that service as a constitutional officer is a unique contribution to
the State and is dissimilar to any other public employment and further indicated that constitutional officer
service equal to or longer than the vesting period of the plan, disrupts any opportunity for a constitutional
officer to follow a more usual vocational pursuit and gain the accompanying retirement benefits. The
1967 Elective State Officers Retirement Plan was a defined benefit plan, with a ten year vesting period
and an age 65 normal retirement age for an age and service retirement annuity of one half of salary after
ten years of service, plus one percent for each year of subsequent service, to a maximum of 75 percent of
covered salary. The plan included an automatic post retirement surviving widow’s benefit, but not a
generalized surviving spouse benefit. Upon the death of a retired or vested deferred elected state officer,
the surviving widow received 50 percent of the primary annuity as a benefit. The benefit terminated upon
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remarriage. No benefit was payable to any dependent children. The retirement or surviving widow
benefit received from the Elected State Officers Retirement Plan was to be reduced by any annuity
received from another Minnesota public plan. Benefits from the Elected State Officers Retirement Plan
were exempt from state taxes. No optional annuities were provided by the Elective State Officers
Retirement Plan. If a vested elected constitutional officer dies in office or prior to age 65, the surviving
widow was entitled to 50 percent of the benefit the elected state official would have been entitled to at age
65, using the years of service actually served by the individual.

In 1969, vesting for the age and service retirement annuity was reduced to eight years, the benefit formula
was changed by basing the annuity on average salary since January 1, 1965, rather than upon final salary,
the individual would receive 40 percent of this average salary for the first eight years, and an additional
two percent per year for each additional year, and for elected state officers who also had legislative
service, service in both plans could be used for vesting and benefit computation purposes. In 1971, post
retirement survivor benefits were extended to dependent children similar to that for the Legislator’s Plan,
with the eldest dependent child to receive 25 percent of the primary annuity amount, and each additional
child to receive 12.5 percent, up to a family maximum of 100 percent when the surviving spouse benefit is
included.

In 1978, the two part retirement annuity benefit accrual rate was eliminated and replaced by a flat 2.5
percent accrual rate for all years of constitutional officer service, computed on the five highest successive
years average salary, and the normal retirement age was reduced from age 65 to age 62, with a reduced
retirement annuity permitted at age 60. In 1978, deferred annuities augmentation also was added to the
plan, the vesting for preretirement survivor benefits was made immediate, and the required reduction of
Elective State Officers Retirement Plan benefits by any other Minnesota public pension plan benefits was
eliminated. In 1983, the exemption of Elective State Officers Retirement Plan benefits from State
taxation was eliminated. In 1986, the surviving widow benefits were converted to surviving spouse
benefits. In 1990, the practice of discontinuing surviving spouse benefits upon remarriage was eliminated
and the interest rate on member contribution refunds was increased to six percent. In 1992, the interest
rate charged on a repayment of previously taken member contribution refunds was increased to 8.5
percent. In 1996, a designated beneficiary death refund was authorized for Elective State Officers
Retirement Plan participants who die without a surviving spouse or surviving child.

In 1997, the annual benefit accrual rate was increased from 2.5 percent to that annual individually
calculated benefit accrual rate that has the same actuarial value as the one percent annual post retirement
adjustment benefit reduction imposed by Laws 1997, Chapter 233, Article 1, Section 5. For new
constitutional officers first serving in office after July 1, 1997, retirement coverage will be by the
Unclassified Employees Retirement Program of the Minnesota State Retirement System (MSRS-
Unclassified), a defined contribution pension plan. An individual Social Security coverage election
referendum will be held and an opportunity to elect MSRS Unclassified coverage by pre-July 1, 1997
constitutional officers will be made available on or shortly after July 1, 1998, unless modified by 1998
legislation arising out of this mandated study by the Commission of appropriate retirement coverage for
state constitutional officers.
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III. 1997 Changes In Legislators and Constitutional Officers Retirement Coverage

A. 1997 Changes In The Legislators Retirement Plan

Retirement coverage for Legislators and Elected State Officers was substantially revised during the 1997
Session. All newly elected legislators will become members of the MSRS Unclassified Plan, an existing
defined contribution plan, and will have Social Security coverage. Legislators currently holding office
may remain in the current Legislators Plan, as revised below, which is a basic member defined benefit
plan, or elect prospective Social Security and MSRS Unclassified Plan coverage.

The following revisions to the existing Legislators Retirement Plan were intended to provide annuities of
equivalent lifetime value to those offered under the plan prior to the 1997 revisions, in recognition of the
change in the post-retirement interest rate assumption which will lower the rate of post-retirement
increases over the annuitant’s lifetime.

I; Computation of actuarial equivalent annuities for existing Legislators. The retirement benefits
computed under the existing Legislators Retirement Plan, for existing members of the Legislature
who terminate service after June 30, 1997, will be increased on an actuarial equivalent basis to
retain equivalent value, reflecting the change in the post-retirement interest assumption from five
percent to six percent. (Laws 1997, Chapter 233, Article 1, Section 3.)

2. Recomputation of deferred annuities. Retirement and survivor benefits relating to former
legislators who terminated service before July 1, 1997, which are not first payable until after June
30, 1997, must be increased on an actuarial equivalent basis to reflect the change in the post
retirement interest assumption from five percent to six percent. (Laws 1997, Chapter 233, Article
1, Section 4.)

3. Deferred annuity actuarial reserve revisions. The required reserves for deferred annuities will be
computed with a six percent interest assumption rather than five percent. (Laws 1997, Chapter
233, Article 1, Section 4.)

4. Recomputation of existing annuities. Retirement and survivor benefits for existing annuitants are
permanently increased effective July 1, 1997 to make the benefit actuarially equivalent to the
benefit currently received, given the change in the post-retirement interest assumption from five
percent to six percent. (Laws 1997, Chapter 233, Article 1, Section 72.)

5. Reduction in inflation match guarantee. The requirement to provide minimum post-retirement
adjustments that match annual inflation up to 3.5 percent is reduced to a match up to 2.5 percent.
(Laws 1997, Chapter 233, Article 1, Section 5.)

The following provisions create Social Security and MSRS Unclassified Plan coverage for newly elected
legislators and constitutional officers (those first elected after June 30, 1997) and allow existing legislators
and constitutional officers to elect that prospective coverage.

6. Application of existing plan law. The existing Legislators Plan, governed by Chapter 3A as
amended, and the existing Elected State Officers Plan, governed by Chapter 353C as amended,
provides ongoing coverage to members first elected before July 1, 1997, providing the member
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does not elect MSRS Unclassified Plan prospective coverage. (Laws 1997 Chapter 233, Article 2,
Sections 1 and 2.)

Coverage for newly elected legislators and constitutional officers, and existing members electing
revised coverage. The MSRS Unclassified Plan will provide coverage for all legislators and
constitutional officers newly elected after June 30, 1997, and those existing legislators and
constitutional officers who choose prospective MSRS Unclassified Plan coverage. (Laws 1997,
Chapter 233, Article 2, Section 3.)

Technical corrections, coverage-upon-employment-change and investment option provisions.
Cross references are revised in an MSRS Unclassified Plan change of coverage provision to reflect
revisions in other sections, and references to “employee” in the investment option provision are
revised to “person.” (Laws 1997, Chapter 233, Article 2, Sections 4 and 5.)

Definition of legislative salary for purposes of Unclassified Plan. For legislator contribution rate
purposes under the Unclassified Plan, the same definition of salary is used as that applying to
salary under the current Legislators Plan (salary includes regular and special session per diem, but
not any additional compensation due to leadership positions, living expense payments, or special
session living expense payments). (Laws 1997, Chapter 233, Article 2, Section 6.)

The following provisions apply to the Social Security coverage referendum for existing legislators and
constitutional officers. By electing the Social Security coverage, the member will also receive prospective
MSRS Unclassified Plan coverage.

10.

11.

12.

Social Security referendum. The Governor will designate an agency or individual to supervise a
Social Security referendum to be held after July 1, 1998 for legislators and constitutional officers.
These individuals must be provided with notice of the referendum including a statement of Social
Security Act rights and an explanation of the implications of electing Social Security coverage.
(Laws 1997, Chapter 233, Article 2, Sections 7, 8 and 9.)

Elections under the referendum. Members of the existing Legislators Plan or the existing Elected
State Officers Plan as of July 1, 1998 are eligible to participate in the referendum. The member
may retain coverage under the current plan, as amended, or may elect prospective Social Security
and MSRS Unclassified Plan coverage. If this prospective coverage by the MSRS Unclassified
Plan is elected, the individual is entitled to an augmented, deferred retirement annuity from the
prior plan. Refunds are not permitted until termination of service. (Laws 1997, Chapter 233,
Article 2, Section 15.)

Division of Legislators Plan and Elected State Officers Plan. Consistent with requirements of the
Social Security Act, the Legislators Plan must be divided into two parts; similarly with the Elected
State Officers Plan. The first division of the plan will include all future legislators (elected state
officers), and those current legislators (elected state officers) electing Social Security coverage
under the referendum. These groups will be covered under the MSRS Unclassified Plan. The
second division will provide pension coverage for the existing legislators (existing elected state
officers) who do not desire the Social Security coverage, under the current Legislators Plan as
revised, or Elected State Officers Plan as revised, as applicable. (Laws 1997 Chapter 233, Article
2, Sections 10 and 11.)
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13.

14.

Certification by Governor. agreements with federal agency. If the referendum has been properly
conducted, the Governor will so certify, and will enter into necessary agreements with federal
agencies on behalf of the legislators and elected state officers. (Laws 1997, Chapter 233, Article
2, Sections 12 and 13.)

Responsibility for Social Security contributions. On behalf of legislators and elected state officers
with Social Security coverage, the House, Senate, or relevant constitutional office must make
applicable Social Security employer contribution payments, and Social Security employee
contributions must be deducted from pay. (Laws 1997, Chapter 233, Article 2, Sections 14 and
15.)

The following is a mandated study.

15.

Legislators and Elected State Officer pension coverage. mandated study. The LCPR must study
the question of appropriate pension coverage for legislators and elected state officers. The study
must consider member contribution rates and their relation to plan normal cost and expenses; the
appropriateness of including new or current legislators and elected state officers in Social Security
along with the current plan or new defined contribution plan; and the appropriateness of permitting
Social Security elections and the impact on prior service coverage. The study must reflect the
following principles: the pension plan coverage should match or parallel the coverage provided to
legislative employees and agency heads; the coverage should be appropriate given the part-time
nature of legislative service and the unique character of elected public service; and the coverage
should be consistent with LCPR pension policy principles. The study, to be reported to the 1998
Legislature, should include applicable proposed legislation including possible repeal of coverage
as reflected in 1997 legislation. (Laws 1997, Chapter 233, Article 2, Section 16.)

The following item is from an appropriations bill.

16.

B.

Legislative Plan appropriation. $2,093,000 in fiscal 1998 and $2,197,000 in fiscal 1999 are
appropriated to cover the existing plan’s cost for expected transfers to the Minnesota Post
Retirement Investment Fund of actuarial reserves at the time of retirement, and to pay refunds,
death benefits, and other miscellaneous benefits. (Laws 1997, Chapter 202, Article 1, Section 31.)

1997 Changes In The Elected State Officers Retirement Plan

Retirement coverage for Legislators and Elected State Officers was substantially revised during the 1997
session. All newly elected legislators and elected state officers will become members of the MSRS
Unclassified Plan, an existing defined contribution plan, and will have Social Security coverage. Elected
State Officers currently holding office may remain in the current Elected State Officers Plan, as revised
below, which is a basic member defined benefit plan, or elect prospective Social Security and MSRS
Unclassified Plan coverage.

1.

Computation of actuarial equivalent annuities for existing Constitutional Officers. The retirement
benefits computed under the existing Elected State Officers Plan, for existing constitutional
officers who terminate service after June 30, 1997, will be increased on an actuarial equivalent
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basis to retain equivalent value, reflecting the change in the post-retirement interest assumption
from five percent to six percent. (Laws 1997, Chapter 233, Article 1, Section 35.)

Recomputation of deferred annuities. Retirement and survivor benefits relating to former
constitutional officers who terminated service before July 1, 1997, which are not first payable until
after June 30, 1997, must be increased on an actuarial equivalent basis to reflect the change in the
post retirement interest assumption from five percent to six percent. (Laws 1997, Chapter 233,
Article 1, Section 36.)

Recomputation of existing annuities. Retirement and survivor benefits for existing annuitants are
permanently increased effective July 1, 1997 to make the benefit actuarially equivalent to the
benefit currently received, given the change in the post-retirement interest assumption from five
percent to six percent. (Laws 1997, Chapter 233, Article 1, Section 72.)

Reduction in inflation match guarantee. The requirement to provide minimum post-retirement
adjustments that match annual inflation up to 3.5 percent is reduced to a match up to 2.5 percent.
(Laws 1997, Chapter 233, Article 1, Section 5.)

The following provisions establish the new coverage for newly elected legislators and constitutional
officers (those first elected after June 30, 1997) and allow existing legislators and constitutional officers to
elect prospective Social Security and MSRS Unclassified Plan coverage.

5.

Application of existing plan law. The existing Legislators Plan, governed by Chapter 3A as
amended, and the existing Elected State Officers Plan, governed by Chapter 353C as amended,
provides continued coverage to members first elected before July 1, 1997, providing the member
does not elect MSRS Unclassified Plan prospective coverage. (Laws 1997 Chapter 233, Article 2,
Sections 1 and 2.)

Coverage for newly elected legislators and constitutional officers. and existing members electing

revised coverage. The MSRS Unclassified Plan will provide coverage for all legislators and

constitutional officers newly elected after June 30, 1997, and those existing legislators and
constitutional officers who choose prospective MSRS Unclassified Plan coverage. (Laws 1997,
Chapter 233, Article 2, Section 3.)

Technical corrections, coverage-upon-employment-change and investment option provisions.
Cross references are revised in an MSRS Unclassified Plan change of coverage provision to reflect
revisions in other sections, and references to “employee” in the investment option provision are
revised to “person.” (Laws 1997, Chapter 233, Article 2, Sections 4 and 5.)

The following provisions apply to the Social Security coverage referendum for existing legislators and
constitutional officers. By electing the Social Security coverage the member also receives prospective
MSRS Unclassified coverage.

8.

Social Security referendum. The Governor will designate an agency or individual to supervise a
Social Security referendum to be held after July 1, 1998 for legislators and constitutional officers.
These individuals must be provided with notice of the referendum including a statement of Social
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10.

11.

12.

Security Act rights and an explanation of the implications of electing Social Security coverage.
(Laws 1997, Chapter 233, Article 2, Sections 7, 8 and 9.)

Elections under the referendum. Members of the Legislature and Elected State Officers as of July
1, 1998 are eligible to participate in the referendum. The member may retain coverage under the
current plan, as amended, or may elect prospective Social Security and MSRS Unclassified Plan
coverage. If this prospective coverage by the MSRS Unclassified Plan is elected, the individual is
entitled to an augmented, deferred retirement annuity from the prior plan. Refunds are not
permitted until termination of service. (Laws 1997, Chapter 233, Article 2, Section 15.)

Division of Legislators Plan and Elected State Officers Plan. Consistent with requirements of the
Social Security Act, the Legislators Plan must be divided into two parts; similarly with the Elected
State Officers Plan. The first division of the plan will include all future legislators (elected state
officers), and those current legislators (elected state officers) electing Social Security coverage
under the referendum. These groups will be covered under the MSRS Unclassified Plan. The
second division will provide pension coverage for the existing legislators (existing elected state
officers) who do not desire the Social Security coverage, under the current Legislators Plan as
revised, or Elected State Officers Plan as revised, as applicable. (Laws 1997 Chapter 233, Article
2, Sections 10 and 11.)

Certification by Governor, agreements with federal agency. If the referendum has been properly
conducted, the Governor will so certify, and will enter into agreements with federal agencies on
behalf of the legislators and elected state officers. (Laws 1997, Chapter 233, Article 2, Sections 12
and 13.)

Responsibility for Social Security contributions. On behalf of legislators and elected state officers
with Social Security coverage, the House, Senate, or relevant constitutional office must make
applicable Social Security employer contribution payments, and Social Security employee
contributions must be deducted from pay. (Laws 1997, Chapter 233, Article 2, Sections 14 and
15.)

The following is from an appropriations bill to cover the existing Elected State Officer Plan expected
benefit payments.

13.

Appropriation, Elected State Officers Plan. $173,000 and $182,000 are appropriated to cover the
pay-as-you-go benefit payments of this plan: the retirement benefits, survivor benefits, and
miscellaneous refunds. (Laws 1997, Chapter 202, Article 1, Section 31.)
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1V. Sharing The Burden For Funding The Legislators Retirement Plan And The Elective State
Officers Retirement Plan

A. Adequacy of Member Contribution Rate

As Laws 1997, Chapter 233, Article 2, Section 16, required the Commission to study the burden of
sharing the burden of funding of the Legislators Retirement Plan and the Elective State Officers
Retirement Plan between the plan member and the employer, on a concurrent basis or otherwise. The
issues are whether or not the current member contribution rates to the Legislators Retirement Plan and to
the Elective State Officers Retirement Plan are appropriate and whether or not those member contribution
rates are adequate in funding the normal cost and the administrative expenses of each plan in comparison
to other plans.

The Principles of Pension Policy of the Legislative Commission on Pensions and Retirement, Principle
D.3.a. and b., requires that retirement benefits should be financed on a shared basis between the employee
and employer. For general public employees, the employee and employer should each cover half the
normal cost plus expenses. The sharing of amortization cost by general employees is left unspecified,
with the statement that “both the employee and the employer may be required to share some financial
responsibility for funding the amortization requirement of the defined benefit pension plan.” For police
and paid fire employees in general in statewide plans, the employee should pay forty percent of the total
actuarial costs of the defined benefit plan and the employer should pay 60 percent.

The following compares the member contribution with either the retirement plan normal cost and
expenses or the full retirement plan actuarial requirement (normal cost, expenses, and amortization) for
the various general employee retirement plans and the various public safety employee retirement plans as
of July 1, 1997, as indicated in the respective actuarial valuation:

General Emplovee Pension Plans, July 1, 1997 Actuarial Valuation Data\!

Member

Contrib. Member

as % of Contribution

Normal Full Normal as % of Full
Member Cost and Actuarial Costand  Actuarial

Plan Contribution\? Expenses Amortization Requirement Expenses Requirement
Legislators 9.00% 19.34% 32.44% 51.78% 46.54% 17.38%
Constitutional Officers 9.00 14.71 42.44 57.15 61.18 15.79
Judges 6.29 16.38 11.22 27.60 38.40 22.79
MSRS-General 4.0 7.61 .00 7.61 52.56 52.56
PERA 4.55 7.29 2.51 9.8 62.41 46.43
TRA 5.0 9.85 .00 9.85 50.76 50.76
DTRFA 5.50 9.18 3.69 12.87 59.91 42.74
StPTRFA 6.3 10.39 8.06 18.45 60.64 34.15
MTRFA 6.54 11.76 16.47 28.23 55.61 23.17
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Public Safety Employee Pension Plans, July 1, 1997 Actuarial Valuation Data

Member

Contrib. Member

as % of Contribution

Normal Full Normal as % of Full
Member Cost and Actuarial Cost and  Actuarial

Plan Contribution Expenses Amortization  Requirement Expenses Requirement
PERA-P&F 7.60% 21.78% (6.57%) 15.21% 34.89% 49.97%
State Patrol 8.40 22.06 (6.39) 15.67 38.08 53.61
MSRS-Correctional 5.50 14.52 (2.03) 12.49 37.88 44.04

\l  The first four columns of numbers are percentages of covered payroll figures. The fifth and sixth
columns of numbers are percentages of the total.
\2  For plans containing basic and coordinated members, the rates are blended, weighted by salary.

B. Employer Funding of the Legislators Retirement Plan and the Elective State Officers Retirement
Plan
1. Background on the Financial Support Provided to the Legislators Retirement Plan and to the

Elective State Officers Retirement Plan

The Legislators Retirement Plan, created in 1965, and the Elective State Officers Retirement Plan, created
in 1967, lack dedicated retirement funds and are financed in a manner different from that applicable to any
other Minnesota public pension plan.

The Legislators Retirement Plan is funded on a terminal funding basis. The Legislators Retirement Plan
participates in the Minnesota Post Retirement Investment Fund (MPRIF). Since the plan has no dedicated
retirement fund other than its portion of the total MPRIF assets (approximately two-tenths of one percent
of the total assets of the MPRIF), when a former legislator retires, the full actuarial value of the former
legislator’s retirement annuity must be transferred to the MPRIF from the State General Fund. During the
course of a legislator’s active service, the nine percent member contribution deductions are deposited back
into the State General Fund. Survivor benefits from the Legislators Retirement Plan are payable on a
current disbursements or “pay-as-you-go” basis from the State General Fund. The State General Fund
terminal funding requirements are estimated annually by the Minnesota State Retirement System (MSRS)
and are certified to the Department of Finance for inclusion in the biennial State Departments
appropriation legislation, although, according to MSRS, the Department of Finance actually treats the
MPRIF transfers for the Legislators Retirement Plan as an open and standing appropriation.

The Elective State Officers Retirement Plan is funded wholly on a current disbursements or “pay-as-you-
go” basis. The Elective State Officers Retirement Plan does not participate in the MPRIF and has no
dedicated retirement fund whatsoever. The financial requirements to pay retirement benefits to former
Elective State Officers Retirement Plan members (former constitutional officers and former elected
members of the Public Utility Commission) and to their survivors are paid directly from the State General
Fund. During the active service of Elective State Officers Retirement Plan members, the nine percent
member contribution deductions are deposited back into the State General Fund. The “pay-as-you-go”
requirements are estimated annually by MSRS and also are certified to the Department of Finance for
inclusion in the biennial State Departments appropriation legislation, although, according to MSRS, the
Department of Finance actually treats the funding requirements as an open and standing appropriation.
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2

Final July 1. 1997, Actuarial Condition of the Legislators Retirement Plan and the Elective State

Officers Retirement Plan

The following sets forth the results of the most recent (July 1, 1997) actuarial valuation reports for the

Legislators Retirement Plan and the Elective State Officers Retirement Plan prepared by the consulting
actuarial firm retained by the Legislative Commission on Pensions and Retirement, Milliman &
Robertson, Inc.:

Membership

Active Members
Service Retirees
Disabilitants
Survivors
Deferred Retirees

Nonvested Former Members

Total Membership

Funded Status

Actuarial Accr. Liab.
Current Assets

Unfunded Act. Accr. Liab.

Funding Ratio

Financing Requirements

Covered Payroll
Annuities Payable

Normal Cost

Admin. Expenses
Amortization

Financial Requirements

Member Contributions
Employer Contributions
Direct State Funding
Other Gov’t Contrib.
Admin. Assessment
Total Support

Financial Requirements
Total Support
Deficiency (Surplus)

Elective
Legislators\' State Officers\* Combined
201 6 207
181 5 186
0 0 0
66 6 72
128 4 132
_10 0 10
586 15 601
$60,055,000 $3,214,000 $63,269,000
21.208.000 0 21.208.000
$38,847,000 $3,214,000 $42,061,000
35.31% 0.00% 33.52%
$7,626,000 $483,000 $8,109,000
$2,639,000 $160,000 $2,799,000
18.93% $1,443,000 13.67% $66,000 18.61% $1,509,000
0.41 31,000 1.04 5,000 0.44 36,000
32.44 2.473.000 42.44 205,000 33.03 2.678.000
51.78% $3,947,000 57.15% $276,000 52.08% $4,223,000
9.00% $686,000 9.00% $43,000 9.00% $729,000
0.00 oV 0.00 0% 0.00 0
0.00 0 0.00 0 0.00 0
0.00 0 0.00 0 0.00 0
0.00 0 0.00 0 0.00 0
9.00% $686,000 9.00% $43,000  9.00% $729,000
51.78% $3,947,000 57.15% $276,000 52.08% $4,223,000
9.00 686,000  9.00 43,000  9.00 729.000
42.78% $3,261,000 48.15% $233,000 43.08% $3,494,000

\1  Plan is funded on a terminal basis.
\2  Plan is funded on a current disbursements or "pay-as-you-go" basis.
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3 Budgetary Consequences of Planned Changes in the Coverage Group of the Legislators
Retirement Plan and the Elective State Officers Retirement Plan.

By virtue of recent deaths, resignations, and announced intentions of incumbents, there will be
changes in the Legislature and in the various constitutional offices that will change the coverage of
the Legislators Retirement Plan and of the Elective State Officers Retirement Plan and the covered
payrolls of these two plans. Based on newspaper accounts and official announcements, slight
changes in the Legislators Retirement Plan and four changes in the Elective State Officers
Retirement Plan coverage groups are anticipated at a minimum, with the subsequent office holder
expected to be covered by the Unclassified State Employees Retirement Plan of the Minnesota
State Retirement System (MSRS-Unclassified).

The covered payroll impact of these membership changes, which will change the actuarial funding
requirements as a percentage of payroll in the future, are as follows:

Legislators Retirement Plan

Current (7/1/1997; 1998 Fiscal Year) Covered Payroll $7,626,000

Reduction of Coverage Group By Eight Members

1998 Fiscal Year Covered Payroll Associated $ 304,000

Resulting Covered Payroll $7,322,000

Adjusted Fiscal Year 1998 Covered Payroll $7,322,000

Fiscal Year 1999 Expected Additional Per Diem

($3,190 x 193 members) + 616,000
$7,938,000

Salary Increase Actuarial Assumption (5%) X 1.05

Fiscal Year 1999 Anticipated Covered Payroll $8,335,000

Elective State Officers Retirement Plan

Current (7/1/1997; 1998 Fiscal Year) Covered Payroll $ 483,000
Reduction of Coverage Group

By Five Officers (including Governor) $415,000

By Four Officers (excluding Governor) $300,000
Resulting Covered Payroll $ 68,000 $183,000
Adjusted Fiscal Year 1998 Covered Payroll $ 68,000 $183,000
Salary Increase Actuarial Assumption (5%) x 1.05 x_1.05
Fiscal Year 1999 Anticipated Covered Payroll $ 71,000 $192,000

4. Commission Policy on the Full Actuarial Funding of Public Pension Plans

During the 1995-1996 Interim, the Commission revisited and revised its Principles of Pension Policy,
including its policy on the actuarial funding of pension benefits and liabilities. The Commission has
developed these policy principles over four decades, following the creation of the Commission to address
the potential financial default facing the Public Employees Retirement Association (PERA) in 1955.
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The Commission’s policy on pension funding is as follows:

D. Pension Plan Funding

1.

Equal Pension Financing Burden For Generations of
Taxpayers

There should be utilized a financing method that will
distribute total pension costs fairly among the current
and future generations of taxpayers and that will
discourage unreasonable benefit demands.

Actuarial Funding of Pension Benefits
a. Retirement benefits in Minnesota defined benefit
plans should be funded on an actuarial basis.

b. Currently earned pension plan service credit, as
measured by the actuarially determined entry age
normal cost of the defined benefit pension plan,
should be funded on a current basis.

c. The administrative expenses of the defined
benefit pension plan should be funded on a
current basis.

d. Existing unfunded actuarial accrued liabilities of
the defined benefit pension plan should be
amortized over a reasonable period of time, and
that amortization period should be related to the
average working career of the membership of the
pension plan, but not to exceed forty years.

. Allocation of Funding Burden Between Members and

Emplovers
a. Retirement benefits should be financed on a

shared basis between the public employee and the
public employer.

b. For general public employees, the employee and
employer should make matching contributions to
meet the normal cost and the administrative
expenses of the defined benefit pension plan and
both the employee and the employer may be
required to share some financial responsibility for
funding the amortization requirement of the
defined benefit pension plan.

c. For protective and public safety employees
covered by a statewide public pension plan, the
employee should pay forty percent of the total
actuarial costs of the defined benefit pension plan
and the employer should pay sixty percent of the
total actuarial costs of the defined benefit pension
plan.
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5. Appropriate

d. For protective and public safety employees
covered by a local relief association, employee
and employer contributions should be considered
in light of the special circumstances and history
unique to that association. Employees should pay
an appropriate portion of the normal cost and
administrative expenses of the relief association.

4. Funding of Postretirement Adjustments

a. Ad hoc postretirement adjustments should be
funded separately from the regular defined
benefit public pension plan financing and should
not be added to the unfunded actuarial accrued
liability of the defined benefit public pension
plan.

b. Automatic postretirement adjustment mechanisms
should be funded on an actuarial basis as part of
the actuarial requirements and contribution
structure of the defined benefit public pension
plan.

Actuarial

Basis  For Assumption

Changes
a. Actuarial assumption changes should only be

based on the results of the gain and loss analyses
in the regular actuarial valuation reports and the
results of a periodic experience study.

b. Actuarial assumption changes should stand on
their own merit, and should not be changed solely
to improve benefits or to lower contribution rates.

. Appropriate Basis For Modifying Contribution Rates

Member and employer contribution rates should only
be modified based on the trend in total support rate
deficiency or sufficiency revealed in the regular
actuarial valuation reports.
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5. The Policy Basis For the Goal of Full Actuarial Funding of Public Pension Plans

For defined benefit retirement plans, the actual cost of the plan can only be accurately assessed at the end
of the plan, when all benefit recipients have died or lost benefit eligibility and all administrative expenses
have been paid. Because it is implausible to fund a defined benefit retirement plan on the basis of the
actual ultimate cost, it is necessary to arrange a system of funding the pension plan during the lifetime of
the pension plan. That overriding impracticability of funding a defined benefit retirement plan on a basis
other than on some ongoing basis requires the development of some funding system.

Once the necessity of a pension funding system is recognized, the question becomes the most appropriate
way to develop that system. In Minnesota, over the course of developments since 1955 and the creation
of the Legislative Commission on Pensions and Retirement, public pension plans largely have been placed
on a full actuarial funding mechanism. The exceptions are those retirement plans where the total statutory
support rates are less than the calculated full actuarial funding requirements at this time, principally the
Legislators Retirement Plan, and the Elected State Officers Retirement Plan. For the plans other than the
Legislators Retirement Plan and the Elected State Officers Retirement Plan, the departure from full
actuarial funding represents either a reluctance or an inability to appropriately reset member and employer
contribution rates. With the Legislators Retirement Plan and the Elected State Officers Retirement Plan,
the plans have never been placed on a full actuarial funding basis. The Elected State Officers Retirement
Plan is the last current disbursements or "pay-as-you-go retirement plan" in Minnesota. The Legislators
Retirement Plan is funded in a manner that is more actuarially based than the Elected State Officers
Retirement Plan. This is the terminal funding method, where the full required reserves are funded upon
retirement.

The actuarial funding of public pension plans is primarily a budgeting tool, in which a calculated estimate
of the applicable portion of the ultimate cost of a public pension program is allocated over time,
membership, and covered payroll. An actuarial funding method for a public pension plan offers the
following public policy advantages:

1. Appropriate Reflection of Pensions in the Cost of Government. Allocating the applicable
portion of pension cost over time, membership, and covered payroll will provide a more
accurate indication of the pension component of the annual cost of government.

2. Increased Benefit Security For Plan Members. Amassing assets in a dedicated fund
associated with a pension plan will provide pension plan active and retired members with a
greater sense of security about the ability of the pension plan to ultimately pay promised
pension benefits.

3. Governmental Budgetary Continuity and Predictability. Allocating pension costs over
time, membership and covered payroll through an actuarial funding method rather than
funding pensions on a less systematic or non-actuarial basis will produce a relatively
consistent recognition of pension costs over time, allowing for greater predictability of
future contribution requirements when preparing governmental budgets.
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4. Potential Pension Contributions Will Be Displaced By Investment Income. Amassing
public pension assets in a systematic manner will allow for the investment of those assets
and the production of investment income from those assets will reduce the need for greater
future annual pension contributions.

5. Reliable Indication of the Value of Pensions in Total Compensation. Funding public
pensions in a systematic actuarial manner, especially using an actuarial method that
generates distinct normal cost and amortization funding requirements, will provide a useful
indication of the actual value of pension coverage in attempting to gauge total public
employee compensation levels.

6. Appropriate Basis For Setting Member Contributions. Systematic actuarial pension
funding methods, especially those that generate a distinct normal cost requirement, provide
a basis for policy makers to determine the appropriate portion of the ongoing public
pension plan cost that should be paid by member contributions.

7. Means For Assessing the Full Impact of Benefit Plan Modifications. If public pensions are

funded in a systematic actuarial manner, it will be easier to assess the true financial impact
of contemplated benefit increases or other plan modifications before they are enacted.

The actuarial funding of public pension plans means, first, undertaking the necessary actuarial
calculations to reliably assess the current funded status and the ongoing funding requirements of a public
pension plan, and second, the establishment of the contribution levels necessary to match those funding
requirements. In Minnesota, since the 1960's, regular periodic actuarial valuations of most statewide and
local public pension plans have been required by statute (Minnesota Statutes, Sections 356.20 and
356.215). Actuarial valuations in Minnesota are prepared using the entry age normal cost actuarial
method, which allocates the actuarial present value of anticipated future benefits over a member's working
lifetime from the actual entry age to the anticipated retirement age as a level percentage of covered payroll
as the normal cost, determines the past normal costs as the plan accrued liability from which the value of
plan assets can be subtracted in order to determine the plan's unfunded accrued liability, and calculates the
contribution required to amortize that unfunded accrued liability. The Legislators Retirement Plan and the
Elected State Officers Retirement Plan were not subject to regular actuarial valuations, under Minnesota
Statutes, Sections 356.20 and 356.215, until 1984.

6. Budgetary Impact and Cost Effectiveness of Establishing Concurrent Plan Funding For the
Legislators Retirement Plan and the Elective State Officers Retirement Plan

If the establishment of a retirement fund for the two plans and the shift from terminal funding or pay-as-
you-go funding to concurrent funding for the two plans is appropriate on a policy basis, questions remain
whether or not the fund creation and employer contribution shift has an adverse budgetary impact and
whether or not the changes are cost effective over the near-term and over the long-term.

A budget is a systematic future plan for meeting periodic expenses from periodic revenue, especially

when the realization of revenue differs significantly in timing from the occurrence of expenditures.
Actuarial methods, actuarial valuations, and actuarial funding are the introduction of budgetary methods
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into pension plans, where there is a substantial time differential between the events that give rise to a
pension benefit (years of service credit) and the payment of the pension benefit (monthly annuity over a
retired lifetime). Concurrent actuarial funding tends to produce consistent annual costs when compared to
less systematic actuarial methods (such as the terminal funding method used for the Legislators
Retirement Plan) or to non-actuarial methods (such as the current disbursements or "pay-as-you-go"
method used for the Elective State Officers Retirement Plan). The following compares the full actuarial
funding requirements with the current law funding requirements for the two plans since 1985:

Legislators Retirement Plan Elective State Officers Retire. Plan
Non-member Non-member
Terminal Contribution Contribution
Funding Portion of Pay-as- Portion of
(MPRIF Actuarial you-go Actuarial
Transfers) Requirements Financing Requirements
Fiscal Year 1985 $551,000 $943,000 | $102,000 $104,000
Fiscal Year 1986 973,000 1,112,000 99,000 103,000
Fiscal Year 1987 1,213,000 1,103,000 . 97,000 108,000
Fiscal Year 1988 383,000 1,215,000 98,000 118,000
Fiscal Year 1989 275,000 1,377,000 105,000 100,000
Fiscal Year 1990 189,000 1,519,000 110,000 111,000
Fiscal Year 1991 1,710,000 1,230,000 119,000 106,000
Fiscal Year 1992 719,000 1,451,000 117,000 122,000
Fiscal Year 1993 2,149,000 1,525,000 143,000 136,000
Fiscal Year 1994 1,618,000 2,032,000 164,000 152,000
Fiscal Year 1995 2,938,000 2,340,000 165,000 156,000
Fiscal Year 1996 1,789,000 2,596,000 159,000 185,000
Fiscal Year 1997 3,127,000 3,348,000 165,000 233,000
Fiscal Year 1998 793,000* N/A N/A N/A
Fiscal Year 1999 1,110,000* N/A N/A N/A

*  Projected
N/A means figure is not available

Sources: Actuarial Valuations; MSRS Comprehensive Annual Financial Report, Statement
of Revenues, Expenses and Change in Reserves, New Annuity Transfers Item;
MSRS Information

It is clear that the full actuarial funding requirement for the Legislators Retirement Plan produces a more
consistent funding obligation then the current terminal funding method. The full actuarial funding
requirement generally will not be affected by the future retirements of current active legislators or by the
future retirement of the large number of deferred retirees currently amassed (127 in 1996, up from 100 in
1992), unlike the terminal funding method, and will also produce a fully funded retirement fund (no
unfunded actuarial accrued liability) over the next 23 years, unlike the terminal funding method. The full
actuarial funding requirement for the Elective State Officers Retirement Plan closely tracks the current
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"pay-as-you-go" funding requirement, but this is more a function of coincidence rather than design. The
"pay-as-you-go" funding requirement will be greatly affected by expected future retirements, while the
full actuarial funding requirement will not be. One-third of the active membership of the Elective State
Officers Retirement Plan is over age 60 and has over 15 years of service credit, 83 percent of the active
membership is over age 50, and there are almost as many deferred retirees (4) as there are retired members
(5). The full actuarial funding requirement will produce a fully funded retirement fund over the next 23
years, with the opposite result produced by the "pay-as-you-go" funding requirement.

There will be a potential impact on the State's General Fund of creating a dedicated retirement fund for the
Legislators Retirement Plan and the Elective State Officers Retirement Plan, depending on the manner in
which the retirement fund is created and the concurrent employer contribution rate is set. Currently, the
Legislators Retirement Plan does not have any dedicated assets beyond the plan's participation in the
Minnesota Post Retirement Investment Fund, although the plan does have a likely priority claim under
law against the State's General Fund for accumulated member contributions of current and former
legislators plus interest. The Elective State Officers Retirement Plan has no assets other than a claim for
the accumulated member contributions and interest against the State's General Fund. If both the
Legislators Retirement Plan and the Elective State Officers Retirement Plan will be participating in the
Minnesota Post Retirement Investment Fund (the Elective State Officers Retirement Plan currently does
not participate in the Minnesota Post Retirement Investment Fund), a substantial transfer to the Minnesota
Post Retirement Investment Fund would be needed initially after the creation of the fund to cover the
current Elective State Officers Retirement Plan retirees and sufficient assets would be needed to cover
MPRIF transfers for new Legislators Retirement Plan or Elective State Officers Retirement Plan retirees
in the initial years. The current accumulated member contributions and interest for both plans, if shifted
to the fund for the two plans, would require a State General Fund appropriation and would provide some
margin for future MPRIF reserve transfers until the fund is more fully funded. However, the differential
between the member contribution rate and the calculated employer concurrent contributions may cause
perceptual difficulties for the general public. The MPRIF transfer issue could be avoided by creating
separate funds for each plan and not including the Elective State Officers Retirement Plan in direct
participation in the Minnesota Post Retirement Investment Fund. The MPRIF transfer issue could also be
avoided by adding the Legislators Retirement Plan and the Elective State Officers Retirement Plan to an
existing retirement fund, such as the Judges Retirement Fund or to the State Employees Retirement Fund,
both of which would have sufficient assets to cover the time differentials between anticipated MPRIF
transfers and future contributions.

7. Cost Effectiveness of Shifting to Concurrent Actuarial Funding

A chief reason for implementing full actuarial funding with concurrent employer contributions is to
reduce the ultimate future employer contributions by the investment income earned on the accumulated
assets of the retirement fund. Currently, the Legislators Retirement Plan and the Elective State Officers
Retirement Plan have no assets on which the plans earn direct investment income. Investment income on
the Post Fund participation of the Legislators Retirement Plan is dedicated to future benefit increases
while the claim of the two plans for accumulated member contributions and interest in effect earns a six
percent investment return, but is payable in full to the terminating member upon an application for a
refund and only upon termination of employment. If the plans were funded on a full actuarial funding
basis, both plans would have sizable assets on which direct investment income would be earned. The full
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actuarial funding of the two plans would reduce the assets in the State's General Fund on which the State
would earn undedicated investment income in the Treasurer's Cash Pool. Pension fund assets are
typically invested with a long time horizon, while the Treasurer's Cash Pool is invested with a very short
comparative time horizon because of liquidity needs. To get a sense of the value of the additional
potential investment performance that could accrue from systematic pension funding and its expanded
investment horizon, the following sets forth the net investment performance that would have been
obtainable in both plans if they were funded as well as the average statewide or major local Minnesota
public pension plan funded on an actuarial basis (66.84 percent funded in 1985, increasing to 88.8 percent
funded in Fiscal Year 1996), based on the actual investment performance of the State Board of Investment

for the period:
Basic  Treasurer's Legislators Retirement Plan Elective State Officers Retirement Plan
Retire. Cash
Funds Pool Retire. General Retire. General Total
Average Total Total Non- Fund Fund Net Non- Fund Fund Net Net
Fiscal Funding Rate of Rateof | MPRIF  Invest. Invest. Invest. MPRIF Invest. Invest. Invest. | Invest.
Year Ratio\l Return\2 Return\3 | Assets\d Perform. Perform. Perform. Assets\5 Perform. Perform. Perform.
Perform.
1985 66.84%  26.8% 9.31% | $6,151 $1,648 $573 $1,075 $1,166 $312 $109 $203 $1,278
1986 68.61 26.2 7.27 7,864 2,060 572 1,488 1,170 307 85 222 1,710
1987 70.87 14.5 5.68 8,041 1,166 457 709 1,276 185 72 113 822
1988 72.14 0.3) 8.00 9,454 (28) 756 (784) 1,392 4) 111 (115) (899)
1989 73.90 15.5 8.80 12,532 1,942 1,103 839 1,553 241 137 104 943
1990 75.67 10.8 8.80 14,892 1,608 1,310 298 1,718 186 151 35 1,345
1991 77.44 6.7 8.60 13,675 916 1,176 (260) 1,742 117 150 (33) 293)
1992 79.21 14.5 6.70 16,012 2,322 1,073 1,249 -1,885 273 126 147 1,396
1993 80.97 14.4 4.80 17,344 2,498 833 1,665 2,177 313 104 209 1,042
1994 81.15 2.1 3.0 26,185 550 786 (236) 2,311 49 69 (20) (256)
1995 82.48 15.8 5.8 29,192 4,612 1,693 2,919 2,431 384 141 243 3,162
1996 88.80 18.8 5.7 33,517 6,301 1,910 4,391 2,649 498 151 347 4,738
1997 21.8 5.3
Total | $13,353 $1,455 | $14,808
|
Note:  Dollar figures are expressed in thousands.
\l The average funding ratio represents the average of the funding ratios of ten plans valued by the Commission
actuary (excluding the Legislators Retirement Plan and the Elective State Officers Retirement Plan) in 1985
and of the funding ratios of eleven plans valued by the Commission actuary (also excluding the Legislators
Retirement Plan and the Elective State Officers Retirement Plan) in 1993 (1992 if 1993 valuation is not yet
available), assuming a steady progression between the two averages over the period.
\2 The total rate of return is for the active member portion of the retirement fund assets invested by the State
Board of Investment, excluding the Minnesota Post Retirement Investment Fund, as reported by the State
Board of Investment for the total Basic Retirement Funds portfolio in the regular reporting of the State Board
of Investment.
\3 The total rate of return is the average for 91 day Treasury bills for the period 1985-1987 and the investment
performance of the Treasurer's Cash Pool for the period 1988-1993, as reported by the State Board of
Investment.
\4 The Non-Minnesota Post Retirement Investment Fund assets represents the amount calculated by multiplying

the plan's total actuarial accrued liability by the average funding ratio and subtracting the plans Minnesota
Post Retirement Investment Fund participation amount.
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\S The Non-Minnesota Post Retirement Investment Fund assets represent the amount calculated by multiplying
the plan's total actuarial accrued liability by the average funding ratio, since the plan does not currently
participate in the Minnesota Post Retirement Investment Fund.

If the plans were funded on a full actuarial funding basis over the past decade and achieved the average
funded status of other statewide and major Minnesota public pension plans, the required non-member or
employer contribution of each plan would be substantially smaller than it is currently because the
unfunded actuarial accrued liability would be smaller and the amortization requirement consequently
would be smaller.

8. Potential Options For Implementing Greater Actuarial Funding of the Legislators Retirement Plan

and the Elective State Officers Retirement Plan

The Commission reviewed several options for implementing greater actuarial funding of the Legislators
Retirement Plan and of the Elective State Officers Retirement Plan.

The three alternative Legislators Retirement Plan and Elective State Officers Retirement Plan funding
options identified by the Commission for further legislative consideration are as follows:

Option I. The option would be the creation of a joint retirement fund for the Legislators Retirement Plan
and the Elective State Officers Retirement Plan, funded by the future member contributions of active
legislators and active constitutional officers covered by the respective retirement plans (nine percent of
covered salary) and by concurrent future equivalent employer contributions (nine percent of covered
salary). An initial transfer of assets from the State General Fund to the joint retirement fund would be
made upon the creation of the fund of an amount equal to the prior (pre-July 1, 1998) member
contributions to the credit of the two retirement plans in the State General Fund, plus compound interest at
a six percent rate, and of an identical amount representing the matching employer contributions equal to
the accumulated member contributions plus interest. For the future, the House of Representatives, the
Senate, and the constitutional offices would make a concurrent employer contribution equal to the balance
of the full actuarial funding requirements of the applicable pension plan beyond the nine percent member
contribution rate.

Option II. The option would also be the creation of a joint retirement fund for the Legislators Retirement
Plan and the Elective State Officers Retirement Plan, with a dedication of future member contributions of
active legislators and active constitutional officers covered by the respective retirement plans and by
concurrent future equivalent employer contributions. Additionally, there would be an initial transfer of
assets from the State General Fund to the joint retirement fund in the amount required to bring the joint
retirement fund to the funding ratio of the least well-funded statewide general employee retirement plan,
the Public Employees Retirement Association (82.72 percent). For the future, an annual employer
contribution equal to the dollar amount of the balance of the full actuarial funding requirements of the two
plans in total beyond the 18.00 percent member and concurrent employer contribution rates.

Option III. The option is a continuation of Option I. In addition to dedicating the future Legislators

Retirement Plan and Elective State Officers Retirement Plan member contributions to a joint retirement
fund, there would be a single lump sum transfer from the State General Fund to the joint retirement fund
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of an amount equal to the current unfunded actuarial accrued liability of the Legislators Retirement Plan
and equal to the current unfunded actuarial accrued liability of the Elective State Officers Retirement
Plan. In the future, an annual employer contribution equal to the dollar amount of the balance of the full
actuarial funding requirements of the two plans in total beyond the 18.00 percent member and concurrent
employer contribution rates.

The three options would have the following financial or budgetary impact adjusted for the anticipated
reductions in covered payroll relating to the two retirement plans arising from recent or anticipated
legislative and constitutional office membership changes:

Option I. (Dedicated member and concurrent employer contributions; transfer from State General Fund of
past member contributions and equivalent past employer contributions; future full actuarial funding.)

Legislators Retirement Plan Elective State Officers Retirement Plan

Total
House Senate Legislature State Auditor  Auditor & Governor
One-Time Funding
i) Accumulated member
contributions and interest
(General Fund one time
appropriation) $4,624,000 $2,312,000 $ 6,936,000 $ 645,000 $ 645,000
ii) Equivalent past
employer contributions and
interest (General Fund one
time appropriation) $4.624.000 $2.312,000 $ 6,936,000 $ 645,000 $ 645,000
iii) Total one-time funding  $9,248,000 $4,624,000 $13,872,000 $1,290,000 $1,290,000
Resulting Related Actuarial Condition of Plans
Legislators Elective State Officers Combined Plans
Retirement Plan Retirement Plan
Funded Status
Actuarial Accrued Liability $60,055,000 $3,214,000 $63,269,000
Assets 35,080,000 1,290,000 36,370,000
Unfunded Actuarial Accrued Liab. $24,975,000 $1,924,000 $26,899,000
Funding Ratio 58.41% 40.14% 57.48%
Financing Requirements
Covered Payroll $7,322,000 $183,000 $7,505,000
Annuities Payable $2,639,000 $160,000 $2,799,000

Funded Status
Normal Cost

Administrative Expenses

Amortization

Financial Requirements

18.93%  $1,386,000

0.42 31,000
21.72 1,590,000

41.07% $3,007,000
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13.67% $25,000

2.73 5,000
66.67 122,000

18.80% $1,411,000

0.48 36,000
22.81 1.712,000

83.07%  $152,000

42.09% $3,159,000
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Legislators Retirement Plan Elective State Officers Retirement Plan

Total

House Senate Legislature State Auditor  Auditor & Governor
Annual Funding
iv) 9.00 Percent Member
Contribution (dedication
reduces General Fund
revenue) $494,000 $256,000 $750,000 $6,000 $17,000
v) 33.09 Percent*
concurrent employer
contribution (reduces
General Fund balance;
requires additional
appropriation) $1,645.000 $855.000 $2.500.000 $21.000 $58.000
vi) Total Ongoing Funding  $2,139,000 $1,111,000 $3,250,000 $27,000 $75,000

*Stated contribution rate is calculated based on the expected unfunded actuarial accrued liability for the combined retirement
plans after deducting the one-time funding from the State General Fund. The rate is 10.28 percent (9.00 percent matching
plus 1.28 percent) remaining balance of normal cost and administrative contribution plus 22.81 percent amortization
contribution. If the employer contribution was set separately for the two plans, rather than blended, the employer
contribution rate would be 32.07 percent of the Legislators Retirement Plan and 74.07 percent for the Elective State Officers
Retirement Plan.

Option II. (Dedicated member and concurrent employer contributions; transfer from State General Fund
of additional assets sufficient to fund post retirement fund to 82.72 percent; future full actuarial funding.)

Legislators Retirement Plan Elective State Officers Retirement Plan
Total
House Senate Legislature State Auditor  Auditor & Governor
One-Time Funding
i) State General Fund
Appropriation $18,981,000 $9,489,000  $28,470,000 $2,659,000 $2,659,000

Resulting Actuarial Condition of Plans

Legislators Elective State Officers Combined Plans
Retirement Plan Retirement Plan
Funded Status
Actuarial Accrued Liability $60,055,000 $3,214,000 $63,269,000
Assets 49.678.000 2.659.000 52,337,000
Unfunded Actuarial Accrued Liab. $10,377,000 $555,000 $10,932,000
Funding Ratio 82.72% 82.72% 82.72%
Financial Requirements
Covered Payroll $7,322,000 $183,000 $7,505,000
Annuities Payable $2,639,000 $160,000 $2,799,000
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Legislators Elective State Officers Combined Plans

Retirement Plan Retirement Plan
Normal Cost 18.93%  $1,386,000 13.67%  $25,000 18.80% $1,411,000
Administrative Expenses 0.42 31,000 2.73 5,000 0.48 36,000
Amortization 9.03 661.000 19.13 35,000 9.27 696,000
Financial Requirements 28.38% $2,078,000 35.53%  $65,000 28.55% $2,143,000
Legislators Retirement Plan Elective State Officers Retirement Plan
Total
House Senate Legislature State Auditor  Auditor & Governor
Annual Funding
ii) 9.00 Percent Member
Contribution (dedication
reduces General Fund
revenue) $494,000 $256,000 $750,000 $6,000 $17,000
iii) 9.00 Percent concurrent
Employer Contribution
(reduces General Fund
balance; requires additional
appropriation) $494,000 $256,000 $750,000 $6,000 $17,000
iv) Additional General
Fund Annual Funding
(reduces General Fund
balance; requires additional
appropriation) $515,000 $258,000 $773,000 $59,000 $37,000
v) Total Ongoing Funding $1,503,000 $770,000 $2,273,000 $71,000 $71,000

Option III. (Dedicated member contribution; transfer from State General Fund of lump sum amount equal
to unfunded actuarial accrued liability; future full actuarial funding.)

Legislators Elective State Officers
Retirement Plan Retirement Plan
One Time Funding
i) Amount equal to current
unfunded actuarial accrued liability $38,847,000 $3,214,000
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Funded Status

Resulting Related Actuarial Condition of Plans

Actuarial Accrued Liability

Assets

Unfunded Actuarial Accrued Liab.

Funding Ratio

Financing Requirements
Covered Payroll

Annuities Payable

Normal Cost

Administrative Expenses

Amortization
Financial Requirements

Annual Funding
iv) 9.00 Percent Member

Contribution (dedication
reduces General Fund
revenue)

v) 9.00 Percent concurrent
employer contribution
(reduces General Fund
revenue; requires
additional appropriation)

vi) Additional General
Fund Annual Funding
(reduces General Fund
balance; requires additional
appropriation)

vii) Total Ongoing Funding

House

$494,000

$494,000

$49.,000

$1,037.000

Legislators Elective State Officers
Retirement Plan Retirement Plan
$60,055,000 $3,214,000
60,055.000 3.214.000
$0 $0
100.00% 100.00%
$7,322,000 $183,000
$2,639,000 $160,000
18.93% $1,386,000 13.67% $25,000
0.42 31,000 2.73 5,000
0.00 0 0.00 0

19.35% $1,417,000

Legislators Retirement Plan

Senate

$256,000

$256,000

$25,000

$537,000
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Total

16.40% $30,000

Combined Plans

$63,269,000
63,269,000
$0

100.00%

$7,505,000
$2,799,000

18.80% $1,411,000
0.48 36,000
0.00 0

19.28% $1,447,000

Elective State Officers Retirement Plan

Legislature State Auditor ~ Auditor & Governor
$750,000 $6,000 $17,000
$750,000 $6,000 $17,000

$74.000 $__00 $ 00
$1.574.000 $12,000 $34,000
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V. Social Security Coverage and Pension Coverage Adaptations To Social Security Coverage

A. Background Information on Social Security Coverage

1. In General

Social Security, the Old Age, Survivors, Disability and Health Insurance Program (OASDHI), provides
retirement benefits to older covered employees, to disabled employees, to certain dependents of living
benefit recipients, and to certain dependent survivors of deceased covered employees. It also provides
hospitalization insurance and medical insurance to eligible Social Security recipients and dependents
under the Medicare Program.

Da Old Age. Survivors and Disability (OASDI) Insurance Program

a. Social Security Old Age Benefit

A fully insured covered worker at the Social Security normal retirement age will be entitled to a
Social Security old age benefit equal to 100 percent of the primary insurance amount. A reduced
benefit is available as early as age 62 and an increased benefit is payable if benefit receipt is
postponed beyond age 65.

A covered worker typically must have 40 calendar year quarters of Social Security coverage to be
considered to be fully insured (if born before January 2, 1929, adjusted downward on a sliding
scale to 28 quarters for a 1917 year of birth). Social Security coverage is a function of
employment covered by Social Security and the magnitude of employment earnings. Private
sector employees have been covered by the Social Security program since the 1930’s. Public
sector employees are covered if the employing unit is covered by an agreement with the federal
government (Department of Health and Human Services) extending the program to new
employees on a mandatory basis and to existing employees on an individually elective basis
through a Social Security referendum. A covered worker receives a quarter of coverage if the
worker had at least $640 (1996 figure; which is indexed) in covered employment earnings, up to
four quarters per calendar year. Self-employed individuals also are covered by Social Security for
self-employed income, which does not generally include real estate rental income, stock dividends,
bond interest, net capital gains, limited partner income from a partnership, and incidental, casual
work, or de minimis self-employment wages or income.

The compensation covered by the Social Security Old Age benefit is limited ($62,700 in 1996 and
$65,400 in 1997, indexed annually).

The Social Security normal retirement age varies, depending on the year of birth of the covered
worker, as follows:
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Normal

Year of Retirement

Birth Age

1937 and before 65 years

1938 65 years 2 months
1939 65 years 4 months
1940 65 years 6 months
1941 65 years 8 months
1942 65 years 10 months
1943-54 66 years

1955 66 years 2 months
1956 66 years 4 months
1957 66 years 6 months
1958 66 years 8 months
1959 66 years 10 months
1960 and later 67 years

The Social Security primary insurance amount is the basic Social Security benefit calculation.
While the Social Security old age benefit is a defined benefit plan benefit, the computation of the
benefit amount is more complicated than a typical public sector defined benefit plan benefit.
Social Security uses a modified career average salary base, known as the average indexed monthly
earnings amount, and replaces a preset amount of the base without reference to the length of
employment. Short employment will be reflected in a reduced career average salary amount, with
the inclusion of several low earnings or no earnings years. The average indexed monthly earnings
amount is the covered wages of a covered worker in covered employment since 1950 or after age
21, if later, through age 62, after dropping out the lowest five years from the averaging period, and
indexed based on the national average wage through the year in which the worker reached age 60.
The primary insurance amount is determined by multiplying the three component parts of the
average indexed monthly earnings by the applicable replacement percentage. For 1996, the three
component parts were average indexed monthly earnings up to $437, average indexed monthly
earnings over $437 and under $2,636, and average indexed monthly earnings over $2,635 up to the
maximum covered average indexed monthly earnings amount. The average indexed monthly
earnings component part dollar amounts are referred to as the bend points and the bend points are
adjusted annually on January 1 based on the comparison between the national average wage for the
second preceding year with the comparable figure for the year 1977, with the ratio applied to the
1979 bend points. The replacement ratio formula is as follows:

average indexed monthly earnings $0 - $437 90 percent
average indexed monthly earnings $438 - $2,635 32 percent
average indexed monthly earnings $2,636 and over 15 percent

The calculated Social Security old age benefit is payable at the normal retirement age. Social

Security old age benefits are payable early at age 62, with a reduction of five-ninths of one percent
per month under the normal retirement age. Social Security old age benefits paid after the Social
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Security normal retirement age are increased based on an age-related schedule from one-twelfth of
one percent (for years of birth before 1917) to thirteen - twenty fourths of one percent (for 1937).

Social Security old age benefits are subject to an annual earnings test and limits. A covered
worker begins receipt of a Social Security old age benefit based on attaining a requisite age, rather
than terminating employment with a particular employer or all employers. If an old age benefit
recipient is employed after commencing receipt, the Social Security old age benefit is reduced by
one dollar for each three dollars of earnings above a designated limit until the recipient reaches age
70. The 1996 limits were $8,280 for the period age 62 - age 64 and $12,500 for the period age 65
- age 69.

If a covered worker has pension coverage from noncovered employment at the time of benefit
calculation, such as a pre-1998 legislator, there is a potential “windfall offset” reduction in the
primary insurance amount replacement percentage for the initial component portion of the average
indexed monthly earnings, which is normally 90 percent and could be reduced to 40 percent. No
reduction in the replacement rate applies to persons who were age 62 before 1986, or who had at
least 30 years of covered employment with substantial earnings (at least one-quarter of the prior
(old law) maximum taxable earnings base, or $1,200 in 1960, $1,950 in 1970, $5,100 in 1980,
$9,525 in 1990, and $11,625 in 1996, for example). If the years of substantial covered
employment earnings are less than 30 years, the reduction will vary (from 90 to 85 percent with 29
years of substantial earnings ranging down on a sliding scale to 40 percent with less than 21 years
of substantial earnings). The maximum windfall offset is one-half of the pension attributable to
post-1956 employment earnings not covered by Social Security. For covered workers who turn
age 62 in 1996 and have less than 20 years of substantial earnings in Social Security covered
employment, the maximum reduction would be one-half (90 percent reduced to 40 percent) of the
amount under the first bend point ($437), or $218.50 per month.

Based on the primary insurance amount computation worksheet from a Hay/Huggins Company
publication, 1996 Social Security Summary, the following sets forth the calculation of the Social
Security old age benefit for a person covered by Social Security 1951-1996, retiring in 1996 at age
65, earning the annual salary (excluding per diem) of a Minnesota legislator:

(a) year of eligibility (age 62) 1993
(b) number of years 1951-1993 42
(¢) number of years included in calculation (42-5) 37
(d) months in averaging period (37x12) 444
(e) vyear(a)-2 1991
(f) national average wage for 1991 $21,811.60

(g) indexed earnings table:
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@
Calendar
Year

1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988

(2)
Enter
Covered
Earnings
for Year

$1,000
1,000
1,500
1,500
1,500
1,500
2,400
2,400
2,400
2,400
2,400
2,400
2,400
2,400
2,400
2,400
4,800
4,800
4,800
4,800
4,800
4,800
8,400
8,400
8,400
8,400
8,400
8,400
16,500
18,500
18,500
18,500
18,500
18,500
21,140
22,350
23,244
23,941

3) )
Maximum Enter the
Taxable Smaller of
Earnings Column (2) or

Base Column (3)
$3,600 $1,000

3,600 1,000

3,600 1,500

3,600 1,500

4,200 1,500
4,200 1,500
4,200 2,400
4,200 2,400

4,800 2,400

4,800 2,400

4,800 2,400

4,800 2,400

4,800 2,400

4,800 2,400

4,800 2,400

6,600 2,400

6,600 4,800

7,800 4,800

7,800 4,800

7.800 4,800

7,800 4,800

9,000 4,800

10,800 8,400
13,200 8,400
14,100 8,400
15,300 8,400
16,500 8,400
17,700 8.400
22,900 16,500
25,900 18,500
29,700 18,500
32,400 18,500
35,700 18,500
37,800 18,500
39,600 21,140
42,000 22,350
43,800 23,244
45,000 23,941
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®)
National
Average

Wage*

$2,799.16
2,973.32
3,139.44
3,155.64
3,301.44
3,532.36
3,641.72
3,673.80
3,855.80
4,007.12
4,086.76
4,291.40
4,396.64
4,576.32
4,658.72
4,938.36
5,213.44
5,571.76
5,893.76
6,186.24
6,497.08
7,133.80
7,580.16
8,030.76
8,630.92
9,226.48
9,779.44
10,556.03
11,479.46
12,513.46
13,773.10
14,531.34
15,239.24
16,135.07
16,822.51
17,321.82
18,426.51
19,334.04

()
Indexed
Earnings
[(Dx(4)/(5)]
(to nearest

cent)**

$7792.19

7,335.77
10,421.41
10,367.91

9,910.04

9,262.19
14,374.48
14,248.96
13,576.39
13,063.71
12,809.13
12,198.31
11,906.33
11,438.85
11,236.53
10,600.24
20,081.88
18,790.41
17,763.82
16,923.96
16,114.27
14,676.00
24,170.66
22,814.46
21,228.03
19,857.78
18,734.96
17,356.66
31,350.90
32,246.45
29,297.30
27,768.57
26,478.66
25,008.54
27,409.54
28,143.07
27,514.10
27,008.92
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(6)

) &) 4 Indexed
Enter Maximum Enter the 5) Earnings
4} Covered Taxable Smaller of National [(Dx(4)/()]
Calendar  Earnings Earnings Column (2) or  Average (to nearest
Year for Year Base Column (3) Wage* cent)**
1989 25,138 48,000 25,138 20,099.55 27,279.22
1990 26,395 51,300 26,395 21,027.98 27,378.63
1991 27,979 53,400 27,979 21,811.60 27,979.00
1992 27,979 55,500 27,979 22,935.42 27,979.00
1993 27,979 57,600 27,979 23,132.67 27,979.00
1994 27,979 60,600 27,979 23,753.53 27,979.00
1995 29,657 61,200 29,657 23,753.53 29,657.00
1996 29,657 62,700 29,657 23,753.53 29,657.00

*  This column applies only through 1991, the year of eligibility (age 62) less two years.
Thereafter, use same figure as shown for 1991.
** This computation applies through 1991. Thereafter, use the figure from Column (4).

(h) total of highest entries for 37 years, excluding 1996 $810,585.95

(1) average indexed monthly earnings ((h)/444) 1,825
(G) lower bend point for 1993 $401
(k) upper bend point for 1993 $2,420
() amount by which (k) exceeds (j) $2,019
(m) primary insurance amount
(1) 90% of lesser of (j) or (i) $401x.90 = $360.90
(2) 32% of lesser of (1) or (i) minus (j) $1,424x%.32 = $455.68
(3) 15% of (i) minus (k), not less than zero $0
4) (m)(1) + (m)(2) + (m)(3), rounded down to $0.10 $816.50
(n) post age 62 general benefit increases
1993 $816.50 x 1.026 = $837.70
1994 $837.70 x 1.028 = $861.10
1995 $861.10 x 1.026 = $883.40
b. Social Security Disability Benefit

A fully insured covered worker who becomes disabled will be entitled to a Social Security
disability benefit equal to 100 percent of the primary insurance amount without reduction for
payment earlier than the Social Security normal retirement age.

A covered worker who is older than age 30 and becomes disabled after 1990 must have 40
calendar year quarters of Social Security coverage and must have 20 calendar year quarters of
Social Security coverage in the 40 quarter period ending with the quarter in which the disability
began, which must not include any quarter used for a prior disability benefit. A covered worker
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who is older than age 23 and younger than age 31 and becomes disabled for a reason other than
blindness must have 20 calendar year quarters of Social Security coverage after the quarter in
which the covered worker attains age 21 and ending with the quarter in which the disability
begins. A covered worker who is under age 24 and becomes disabled for a reason other than
blindness must have six calendar year quarters of Social Security coverage in the 12 calendar year
quarters ending with the quarter in which the disability begins. A covered worker who becomes
disabled by blindness must have 40 calendar year quarters of Social Security coverage.

A covered worker is disabled if the person is unable to engage in any substantial gainful activity
by reason of any medically determinable physical or mental impairment that is expected to result
in death or either has continued or is expected to continue without interruption for a period of at
least 12 months unless alcoholism or drug addition is a contributing material factor. For blindness
that occurs after age 54, the inability must be to engage in the person’s usual occupation.

The Social Security primary insurance amount calculation for the Social Security old age benefit
also applies to the Social Security disability benefit coverage.

Social Security disability benefits are not subject to the earnings test and limits applicable to
Social Security old age benefits, but workers compensation benefits may be offset if the benefit
combined with workers compensation and certain governmental disability programs exceed 80
percent of average current earnings, which is typically the average monthly earnings for the
highest year in the six years of covered employment ending with the year in which the disability
occurred. Social Security disability benefits are also subject to the windfall offset reduction that is
applicable to Social Security old age benefits.

V] Social Security Benefit For Dependent of Living Recipient

The spouse, the divorced spouse, the child, or the grandchild of a Social Security old age benefit
recipient or a Social Security disability benefit recipient will be entitled to a Social Security
dependent benefit. The dependent benefit is 50 percent of the primary insurance amount subject to
early receipt reductions after age 61 and before age 65 for dependent spouses and former spouses
and subject to a family maximum benefit.

The dependent spouse benefit automatically applies to the spouse of an old age benefit recipient or
a disability benefit recipient who is at least age 62. The dependent spouse benefit applies to the
former spouse of an old age benefit recipient or a disability benefit recipient if the person is
unmarried or is remarried after age 60 (age 50 if disabled), was married for at least ten years
before the divorce and the divorce occurred after the benefit recipient began receipt or occurred
two years before benefit receipt. The dependent spouse benefit also applies to the spouse who
cares for a child under age 16 or is disabled, is unmarried, and is under age 22. The dependent
child benefit applies to an unmarried child of a recipient who is either under age 18, is under 19 if
a full-time elementary or secondary school student, or becomes disabled before age 22, when
eligibility is continuing. The dependent grandchild benefit is identical in its requirements to the
dependent child benefit, but additionally requires that the grandchild’s parents must be deceased or
must be disabled.
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The family maximum benefit limits the total amount of benefits payable with respect to the record
of each covered worker or benefit recipient. For covered workers turning age 62 in 1996, the
family maximum benefit formula for old age benefits and dependent benefits is as follows:

150 percent of the first $559 of the primary insurance amount, plus
272 percent of the primary insurance amount between $559 and $806, plus
134 percent of the primary insurance amount between $806 and $1,052, plus
175 percent of the primary insurance amount in excess of $1,052.

The disability benefit family maximum benefit is the smaller of the following:

the larger of 85 percent of the average indexed monthly earnings or 100 percent of the
primary insurance amount; or

150 percent of the primary insurance amount.

A government pension offset also applies to dependent spouse benefits. The Social Security
dependent spouse benefit will be reduced by 66.67 percent of the amount of any public pension
benefit payable to the spouse based on the spouse’s own work in employment not covered by
Social Security. Thus, a retiring State patrol trooper who is the dependent spouse of a Social
Security old age benefit recipient will have an amount equal to 85 percent of the State Patrol
Retirement Plan single life age and service retirement annuity offset against the 50 percent of the
primary insurance amount dependent spouse benefit otherwise payable on account of the spouse of
the trooper retiring with a Social Security old age benefit.

d. Social Security Survivor Benefits

The surviving spouse, the surviving former spouse, the surviving child, the surviving grandchild,
or the surviving parent of a deceased covered worker or benefit recipient will be entitled to a
Social Security survivor benefit. The surviving spouse or surviving former spouse benefit is either
100 percent or 75 percent of the covered worker’s primary insurance amount, the surviving child
or grandchild benefit is 75 percent of the covered worker’s primary insurance amount, and the
surviving parent benefit is 82.5 percent of the covered worker’s primary insurance amount.

A surviving spouse or surviving former spouse of a covered worker or benefit recipient with at
least 40 calendar quarters of coverage, if the spouse is either at least age 60 or is disabled and is at
least age 50, is eligible for the 100 percent of the primary insurance amount. A surviving spouse
or surviving former spouse of a covered worker or benefit recipient with at least six calendar
quarters during the 13 quarter period ending with death, disablement, or the termination of active
service, if the spouse is caring for a child who is under age 16 or who became disabled before
reaching age 22 and is unmarried, is eligible for 75 percent of the primary insurance amount. A
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surviving child of a covered worker with at least six calendar quarters during the 13 quarter period
ending with death, disablement, or the termination of active service, if the child ;is unmarried and
is under age 18, under age 19 and is a full time elementary or secondary school student, or is
disabled before age 22 is eligible for 75 percent of the primary insurance amount. The same
benefit applies to a surviving grandchild who meets the same requirements as a surviving child
and whose parents are either dead or disabled. A surviving parent of a covered worker or benefit
recipient with at least 40 calendar quarters of coverage, if the parent is dependent on the worker or
recipient and the parent is at least age 62, is eligible for 82.5 percent of the primary insurance
amount.

The family maximum benefit limits also apply to these survivor benefits as they do to dependent
benefits. The government pension offset also applies to these survivor benefits.

B. Likely Social Security Referendum Election Procedures

1. The Social Security Coordination Process

When the Old Age, Survivors and Disability Insurance program (Social Security) was initially enacted in
1935, it did not authorize public employees to be covered for their public sector employment. In 1950,
with the enactment of 42 United States Code Section 418, coverage by Social Security was extended to
public sector employees if the applicable state entered into an agreement with the applicable federal
agency (first, the Department of Health, Education and Welfare; currently, the Department of Health and
Human Services) providing for that extension and a majority of affected public employees elected Social
Security coverage on a referendum held on that issue. Initially, Social Security coverage was extended to
public employees on a “total group” basis following a successful referendum and the General State
Employees Retirement Plan (MSRS-General) and the Duluth Teachers Retirement Fund Association
(DTRFA) coordinated on this “total group” basis, while “total group” basis coordination referendums for
the General Public Employees Retirement Plan (PERA-General) and the Teachers Retirement Association
(TRA) failed in 1956.

In 1956 and 1957, “split basis” coordinations in Minnesota and several other states were authorized. In a
“split basis” coordination, those in the potential coverage group who select Social Security coverage in the
referendum and all new (post-coordination) employees will be covered by Social Security and those who
voted against Social Security coverage in the referendum or who did not participate (i.e. were not eligible
to participate) in the referendum are excluded from Social Security coverage. The Teachers Retirement
Association coordinated with Social Security in 1959 on a split basis and all subsequent coordinations of
Minnesota public employees with Social Security have been split basis coordinations.

The Social Security Act generally excludes police officers and firefighters from inclusion in the
agreements extending social security coverage to public employees. Title 42 United States Code Section
418(d)(5)(A) provides that nothing in the subchapter is to authorize the extension of social security
coverage to service in “any policeman’s or fireman’s position”. Title 42 United States Code Section
418(d)(8)(D) provides that the agreements between the various states and the Secretary of the Department

of Health and Human Services are not to apply to service in any “policeman’s” or “fireman’s” position,
with some exceptions. In the past, specific states were permitted to extend Social Security coverage to
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police officers or firefighters by obtaining specific Congressional exceptions. That practice has been
replaced with a general authorization to include police officers and firefighters in Social Security coverage

with a referendum.

Pa Coordination of Minnesota Public Employees Retirement Plans With Social Security

Since 1955 (Laws 1955, Chapter 665), the State of Minnesota has been engaged in the process of
coordinating Minnesota public pension plan coverage with Social Security coverage. The following sets
forth the history of coordinating Minnesota public employee pension coverage with Social Security:

Year

1955 (Chapter 684)
1955

1957 (Chapter 650)
1957 (Chapter 919)

1957 (Extra Session Chapter
18)

1957 (Extra Session Chapter
18)

1959 (Chapter 513)

1959 (Chapter 558; Extra
Session Chapter 50)
1959 (Chapter 633)

1963 (Chapter 793)
1967 (Chapter 687)
1973 (Chapter 744)
1976 (Chapter 238)
1977 (Chapter 399)
1977 (Chapter 429)
1986 (Chapter 399)
1997 (Chapter 233)
1997 (Chapter 233)

Public Emplovee Group or Pension Plan

Municipal Housing and Redevelopment Authorities

University of Minnesota faculty

Duluth Teachers Retirement Fund Association

State or local employees not covered by the General State Employees
Retirement Plan of the Minnesota State Retirement System
(MSRS-General), the General Employees Retirement Plan of the
Public Employees Retirement Association (PERA-General), or
Teachers Retirement Association (TRA)

University of Minnesota clerical and administrative employees

State historical society employees, state horticultural society
employees, crop improvement association employees, Minnesota
Disabled American veterans employees, and Minnesota Veterans
of Foreign Wars employees

TRA

Soil and water conservation district employees, port authority
employees, and hospital district employees

Public hospital employees

PERA-General

Uniform Judges Retirement Plan

Minneapolis Teachers Retirement Fund Association (MTRFA)

Minneapolis Employees Retirement Fund (MERF)*

St. Paul Teachers Retirement Fund Association (StPTRFA)

Economic Development Authorities

Legislators Retirement Plan

Elective State Officers Retirement Plan

*  The MERF Coordinated Program was consolidated into the PERA Coordinated Program in
1979 (Chapter 303, Article 6).
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Most Minnesota public employees are currently (as of June 30, 1996) covered by Social Security, as
follows:

Coordinated Basic
Minnesota Public Pension Plan Members Members
MSRS-General Retirement Plan 49914 0
MSRS-Correctional Retirement Plan 2,264 0
State Patrol Retirement Plan 0 777
Legislators Retirement Plan 0 201
Elective State Officers Retirement Plan 0 6
Judges Retirement Plan 275 4
PERA-General Retirement Plan 128,087 1,344
PERA-P&F 0 7,680
PERA Police and Fire Consolidation Accounts 0 1,003
Teachers Retirement Association 68,408 82
Minneapolis Employees Retirement Fund 0 1,782
Duluth Teachers Retirement Fund Association 1,415 0
Minneapolis Teachers Retirement Fund Association 3,406 1,235
St. Paul Teachers Retirement Fund Association 2.835 970
Sub-Total 256,604 15,084
Percentage 94.45% 5.55%

3. Social Security Referendum Procedures

Laws 1997, Chapter 233, Article 2, Section 8, provides that the Governor designate a state agency or an
individual to supervise a Social Security referendum for legislators and for constitutional officers. The
Social Security referendum is scheduled to occur after July 1, 1998, on a date designated by the Governor
or by the supervising agency or individual. Under Title 42 United States Code Section 418(d)(3), the
referendum must be conducted by secret written ballot, must be on the question of whether service in the
positions covered by the applicable retirement plan are to be excluded from or included in the Social
Security coverage agreement, must include and be limited to eligible employees, and must occur after at
least 90 days notice of the referendum. Laws 1997, Chapter 233, Article 2, Section 9, requires that
legislators and constitutional officers be given a statement of the rights accruing to employees covered by
Social Security and of the impact of electing Social Security coverage on future public pension coverage
with the contents of the statement specified by the supervising agency or individual as deemed necessary
and sufficient.

If the referendum is approved by majority vote, under Laws 1997, Chapter 233, Article 2, Sections 10, 11,
12, and 13, the Governor certifies the referendum results to the federal Department of Health and Human
Services, the applicable pension plan will be divided into two parts (one for eligible employees desiring
Social Security coverage and the other for those who do not), legislators and constitutional officers will be
transferred to the applicable pension plan part or division, and the supervising state agency (likely the
Department of Employee Relations) will modify the State’s agreement with the federal Department of
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Health and Human Services to include legislators and constitutional officers, with the approval of the
Governor.

In past Social Security referendums, the Department of Employee Relations (previously the Department
of Personnel) has been the supervising state agency and has prepared extensive written materials about
Social Security benefits. The retirement plans involved in past Social Security referenda also have
participated in the process by providing benefit plan and accrued retirement benefit information. The
Social Security system also can be expected to be of assistance in providing information to current
legislators and current constitutional officers on accrued Social Security coverage quarters, which will be
of assistance in determining potential vesting for Social Security benefits and the impact of public pension
benefit offsets from future Social Security benefits.

C. Available Options For Redesigning the Legislators Retirement Plan or the Elective State Officers

Retirement Plan

When the Conference Committee on S.F. 637 considered what became Laws 1997, Chapter 233, Article
2, the committee discussed briefly, and in concept only, the idea of fashioning a modified version of the
existing defined benefit plans, the Legislators Retirement Plan and the Elective State Officers Retirement
Plan, to accompany the coordination of the two plans with Social Security. The typical pattern of
coordinating Minnesota public pension plans with Social Security has been to downsize the existing
defined benefit plan benefits. There are options that are available for redesigning the Legislators
Retirement Plan and the Elective State Officers Retirement Plan, as follows:

Option 1: Reset Existing Benefit Accrual Rate By The Historic Reduction Factor.

Minnesota has reset Basic program (no Social Security) benefit accrual rates upon coordination
with Social Security during three different decades (1959 with the coordination of the State
Employees Retirement Association, the predecessor to the current General State Employees
Retirement Plan of the Minnesota State Retirement System (MSRS-General); 1967 with the
coordination of the Public Employees Retirement Association (PERA-General); and 1976-1979
with the coordinations of the Minneapolis Teachers Retirement Fund Association (MTRFA), the
St. Paul Teachers Retirement Fund Association (StPTRFA), and the Minneapolis Municipal
Retirement Fund, the predecessor to the current Minneapolis Employees Retirement Fund
(MERF)). The relationship between the Coordinated program benefit accrual rates and the Basic
program benefit accrual rates varied in coordination over time, as follows:
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MTRFA, StPTRFA,

MSRS-General PERA-General & MERF
1959 1967 1976-1979 Average
Years of Coord. Basic % Coord. Basic % Coord. Basic % Coord. Basic %

Service Rate Rate C/B Rate Rate C/B Rate Rate C/B Rate Rate C/B

10 Years 6.25% 10.00% 62.5%| 6.25% 10.00% 62.5%| 10.00% 20.00% 50.00% 7.50% 13.33% 56.26%
20 Years | 15.00 30.00 50.0 18.75 30.00 6250 | 25.00 45.00 55.50 19.58 35.00 55.94
30 Years | 31.60 55.00 5745 | 3575 55.00 65.00 | 40.00 70.00 57.14 35.78 60.00 59.63
40 Years | 49.10 85.00 57.76 | 59.75 8500 7029 | 55.00 95.00 57.89 5462 8833 61.84

If the Legislators Retirement Plan and the Elective State Officers Retirement Plan benefit accrual
rates increased by an average of 15 percent by virtue of Laws 1997, Chapter 233, Article 1,
Sections 3 and 35, from 2.5 percent to 2.875 percent per year of service the Legislators Retirement
Plan and Elective State Officers Retirement Plan Coordinated Program benefit accrual rate, under
the average historical shift for a 30 year employee, would be 1.7 percent per year of service.

Option 2: Reset Existing Benefit Accrual Rate Based On the Current Relationship of Coordinated
and Basic Benefit Accrual Rates For Other Plans.

Several Minnesota public pension plans have both Basic and Coordinated benefit programs, with
differing benefit accrual rate percentages. The pension plans involved are the Public Employees
Retirement Association (PERA), the Teachers Retirement Association (TRA), the Minneapolis
Teachers Retirement Fund Association (MTRFA), and the St. Paul Teachers Retirement Fund
Association (StPTRFA). For the level benefit tier (non-Rule of 90 tier) of each pension plan, after
the passage of Laws 1997, Chapter 233, the Coordinated Program annual benefit accrual rate is 1.7
percent and the Basic Program annual benefit accrual rate is 2.7 percent, meaning that the
Coordinated Program benefit accrual rate is 62.96 percent of the Basic Program benefit accrual
rate. Assuming that the Legislators Retirement Plan and Elective State Officers Retirement Plan
Coordinated Programs benefit accrual rates would be 1.81 percent per year of service.

Option 3: Reset Existing Benefit Accrual Rate To Equal Current Coordinated Program Benefit
Accrual Rate For Other Plans.

For the Minneapolis Teachers Retirement Fund Association (MTRFA), the Public Employees
Retirement Association (PERA), the St. Paul Teachers Retirement Fund Association (StPTRFA),
and the Teachers Retirement Association (TRA) Coordinated Programs, after the passage of Laws
1997, Chapter 233, the annual benefit accrual rate for the level benefit tier (non-Rule of 90 tier) is
1.7 percent. If the potential Legislators Retirement Plan and Elective State Officers Retirement
Plan Coordinated Program benefit accrual rate were set identical to that benefit accrual rate, the
rate would be 1.7 percent per year of service.

Option 4: Reset Existing Benefit Accrual Rate Based on Target Pre-retirement Salary
Replacement Ratio In Combination With Social Security.

Since pension plans exist to provide an adequate amount of income to a person after retirement
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based on the person’s income during the immediate or near-term pre-retirement period, the
Legislators Retirement Plan and Elective State Officers Retirement Plan Coordinated Program
benefit accrual rates could be reset so that the total benefit, including Social Security, would
generally match the replacement ratio of the Legislators Retirement Plan and Elective State
Officers Retirement Plan Basic Programs. Assuming that the Legislators Retirement Plan and
Elective State Officers Retirement Plan benefit accrual rates average 2.875 under laws 1997,
Chapter 233, Article 1, Section 3 and 35, the Legislators Retirement Plan and the Elective State
Officers Retirement Plan replace the following portion of pre-retirement earnings:

1) 2) 3)
Replacement of
Highest Five Replacement
Successive Years of Final
Service Period Average Salary Year’s Salary
6 17.25% 15.68%

10 28.75 26.14

15 43.125 39.21

20 57.50 52.28

25 71.875 65.35

30 86.25 78.42

35 100.625 91.49

40 115.00 104.56

*  Figure assumes 5.00 percent annual increases during the highest five years
average salary period and relates the benefit amount in column (2) to a
projected final year salary assuming that constant increase factor
(90.92%).

For a worker earning $30,000 in 1996, retiring in 1997, Social Security can be expected to replace
42 percent of the final year’s salary (declining to 39 percent in the year 2000, 38 percent in the
year 2005, 36 percent in the year 2010, and 35 percent in the year 2015). Because Social Security
is constructed assuming a 40+ year pre-retirement working lifetime, it would be appropriate to
utilize a 40 year Legislators Retirement Plan or Elective State Officers Retirement Plan retirement
annuity benefit accrual total, leaving 62.56 percent of final salary (68.82 percent of highest five
years average salary) to be provided by the Legislators Retirement Plan Coordinated Program.
Reduced to an annual rate, this would produce a 1.7205 percent annual benefit accrual rate. If the
effect of legislative per diems are taken into account, by assuming a $35,000 1996 salary, the
replacement rate drops from 42 percent to 40 percent, leaving 64.56 percent of final salary (71.02
percent of highest five years average salary) to be provided by the Legislators Retirement Plan, or
a 1.7755 percent annual benefit accrual rate. For constitutional officers, with salaries essentially at
or in excess of the Social Security maximum taxable earnings base, the replacement rate is 25
percent, leaving 79.56 percent of final salary (87.52 percent of highest five years average salary) to
be provided by the Elective State Officers Retirement Plan, or a 2.1879 percent annual benefit
accrual rate.
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Option 5: Reset Existing Benefit Accrual Rate To An arbitrarily Established Replacement
Coordinated Benefit Accrual Rate.

Historically, the Elective State Officers Retirement Plan explicitly (see Minnesota Statutes,
Section 352C.01) and the Legislators Retirement Plan implicitly have attempted to provide
advantageous pension benefit coverage to elected officials who have suffered monetary
disadvantages from that service compared to the opportunities that otherwise would have been
available to them from other occupational or business endeavors. While some of the actual
attributes of that advantageous pension benefit coverage have been moderated in the last two
decades, that perceived need may still be a widespread belief among legislators and constitutional
officers. If advantageous benefit coverage compared to other public pension plan coverage is
sought by policy makers in designing a coordinated program for the Legislators Retirement Plan
and the Elective State Officers Retirement Plan, an arbitrary benefit accrual rate in excess of 1.7
percent per year of service credit would need to be designated.

Option 6: Integrate Potential Coordinated Legislators Retirement Plan and Elective State Officers
Retirement Plan.

While rarely used in Minnesota, a new potential coordinated program for the Legislators
Retirement Plan or the Elective State Officers Retirement Plan could be explicitly integrated with
Social Security. Under an integrated benefit plan, a total benefit of a certain magnitude is
provided, with the supplementary pension plan providing the balance in excess of the Social
Security benefit derived from employment with that employer. The potential integrated
Legislators Retirement Plan or Elective State Officers Retirement Plan could continue the average
current benefit accrual rate for the Legislators Retirement Plan or the Elective State Officers
Retirement Plan, assumed to be 2.875 percent per year of covered service, but would be reduced
by any Social Security earned from legislative service or constitutional officer service.

D. Policy Considerations In Reviewing Options For Potential Legislators Retirement Plan and
Elective State Officers Retirement Plan Coordinated Programs.

In considering the six available options for designing a potential new coordinated program for the
Legislators Retirement Plan and the Elective State Officers Retirement Plan identified by the Commission
staff and any other potential options identified by other sources, there are several policy considerations
that appropriately would be factored into the discussion. These policy considerations, in no particular
order, are as follows:

a. “Election-Against-The-Fund” Potential. Whenever pension plan members are provided with an
alternative benefit provision or alternative benefit coverage, there is a substantial risk of an adverse
selection or “election against the fund.” Laws 1997, Chapter 233, Article 2, already creates this
adverse selection risk by allowing existing legislators and constitutional officers a choice between
the current Legislators Retirement Plan or Elective State Officers Retirement Plan, defined benefit
plans, and the combination of Social Security and the Unclassified Employees Retirement
Program of the Minnesota State Retirement System (MSRS-Unclassified), a defined contribution

Page 43 17M198LM



plan. Legislators Retirement Plan and Elective State Officers Retirement Plan members who are
most likely to be advantaged by the current benefit plan coverage can be expected to retain that
current plan coverage, while plan members who are not likely to be similarly advantaged by the
current benefit plan coverage can be expected to elect the combination of Social Security and
MSRS-Unclassified Program. Adding the choice of Coordinated Programs of the Legislators
Retirement Plan and the Elective State Officers Retirement Plan or substituting that choice for the
MSRS-Unclassified Program will enhance or continue that adverse selection risk. With adverse
selection, the cost of any defined benefit plan involved can be expected to increase and the cost of
the total benefit coverage will be greater.

Uncertain Future Actuarial Costs and Unclear Adequacy of Future Member Contribution Rates.
The actuarial cost of public pension plan coverage, and the actual cost also, is a function of the
benefits provided by the defined benefit pension plan and the demographics of the population
covered by the pension plan. With the scheduled election of benefit coverage by existing
legislators and constitutional officers and with the potential addition of the option of a coordinated
program to the choice or with the potential substitution of the option of a coordinated program for
the MSRS-Unclassified Program as a choice, the membership remaining in the current Legislators
Retirement Plan or the current Elective State Officers Retirement Plan will likely be higher due to
adverse selection by current plan members and the current member contribution rate may
significantly depart from the Commission’s policy of an equal split of the normal cost and
expenses of the pension plan, expressed as a percentage of covered payroll. The actuarial cost of a
potential Legislators Retirement Plan Coordinated Program or of a potential Elective State
Officers Retirement Plan Coordinated Program and the adequacy of any member contribution to
those programs is wholly unknowable at this time.

Departure From Sound Actuarial Funding Practices In the Existing Legislators Retirement Plan
and Elective State Officers Retirement Plan. The Legislators Retirement Plan is funded on a
terminal funding basis and the Elective State Officers Retirement Plan is funded on a current
disbursements or “pay-as-you-go” basis. Both funding procedures are departures from the
Commission’s policy principles calling for the concurrent funding of a public pension plan on a
full actuarial basis. The current law, Laws 1997, Chapter 233, Article 2, will resolve this funding
departure by phasing-out the coverage groups involved, resolving the problem in a decade or two
for the Legislators Retirement Plan and resolving the problem in several decades for the Elective
State Officers Retirement Plan. The creation of coordinated programs for the Legislators
Retirement Plan and the Elective State Officers Retirement Plan as alternatives or substitutes to
Laws 1997, Chapter 233, Article 2, will undue this phase-out and will not eventually resolve the
existing funding problems of the two plans without additional legislative changes.

Question of Defined Benefit Plan or Defined Contribution Plan Coverage As Optimal Fit For
Legislators or Constitutional Officers. Laws 1997, Chapter 233, Article 2, creates defined
contribution plan coverage for legislators or constitutional officers for the first time, while the
potential coordinated programs for the Legislators Retirement Plan and the Elective State Officers
Retirement Plan would retain defined benefit plan coverage for legislators or constitutional
officers. The Commission has not specifically addressed the question of whether defined
contribution plan coverage or defined benefit plan coverage is the optimal retirement coverage for
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the average legislator or the average constitutional officer. If the potential coordinated programs
were alternatives to MSRS-Unclassified Program coverage, leaving current legislators and
constitutional officers with a choice between one of two defined benefit pension plans or a single
defined contribution pension plan and new legislators and constitutional officers with a choice
between a defined benefit pension plan or a defined contribution pension plan, the issue of the
optimal fit would be resolved by individual legislators. If the potential coordinated programs in
the Legislators Retirement Plan and the Elective State Officers Retirement Plan were substitutes to
MSRS-Unclassified Program coverage, leaving only defined benefit plan coverage as the choice,
the issue of the optimal fit of defined benefit plan coverage for legislators and constitutional
officers becomes substantial.

Creation of Confusion Through An Increase In Options. Options in retirement coverage for plan
participants are difficult because of the inherent complexity of the subject matter. The increase in
options potentially occurring through a creation in coordinated programs for the Legislators
Retirement Plan and the Elective State Officers Retirement Plan runs the risk of creating
additional confusion for plan members because of the greater complexity resulting.

Continued Targeting of Legislator’s Retirement Coverage By Other Public Employees.
Historically, when the benefit practices of the retirement coverage provided to legislators have
differed significantly from the retirement coverage provided to other public employees, the
Legislators Retirement Plan has been the target of criticism from various public employee groups
and the source of benefit increase demands. If potential coordinated programs are created for the
Legislators Retirement Plan and for the Elective State Officers Retirement Plan and those
programs significantly replicate current benefit practice differences or create new benefit practice
differences, rather than utilizing the more broadly applicable MSRS-Unclassified Program, this
practice of targeting the Legislators Retirement Plan or Elective State Officers Retirement Plan for
public employee criticism or using the Legislators Retirement Plan and the Elective State Officers
Retirement Plan as a precedent for public employee groups arguing for various benefit increases.

Adverse Public Perception About Legislator and Constitutional Officer Compensation Practices.
From press accounts, it would appear that the public has an adverse perception about the
appropriateness of the compensation practices of legislators and constitutional officers. When the
benefits for legislators and constitutional officers differ from those generally available to private
sector employees and to public employees broadly, as do the current Legislators Retirement Plan
and the current Elective State Officers Retirement Plan, that adverse public perception is
aggravated. The potential coordinated programs for the Legislators Retirement Plan and the
Elective State Officers Retirement Plan, as defined benefit plan coverage compared to the defined
contribution plan coverage that more typically represents the situation of private sector employees,
likely does not improve the adverse public perception.
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VI.  Elective Coverage Change For Existing Legislators Retirement Plan and Elective State
Officers Retirement Plan Participants

A. Nature of Legislative Service 1965-1995 And The Appropriateness Of The Two Major Types Of
Pension Benefit Coverage

1. In General

The 1997 Legislature, in Laws 1997, Chapter 233, Article 2, began the shift in retirement coverage for
legislators and constitutional officers from defined benefit plan coverage to primarily defined contribution
plan coverage by mandating Unclassified State Employees Retirement Program (MSRS-Unclassified) for
legislators and constitutional officers newly elected after July 1, 1997, and by authorizing a Social
Security referendum and a retirement coverage election for existing legislators and constitutional officers
after July 1, 1998, on a date to be specified by the Governor.

The Commission, in its principles of pension policy, has expressed a general preference for defined
benefit pension plans over defined contribution pension plans. The Commission also has specified that
defined contribution pension plans are appropriate if certain circumstances prevail, such as interstate
portability desires, public sector-private sector portability desires, the existence of public employee groups
with inadequate civil service or without other analogous employment protections, or a desire to have
supplemental pension coverage.

2. Comparison of Legislators 1965, 1975, 1985. and 1995

From the applicable Legislative Manual and other relevant sources, the Commission staff has assembled a
comparison of members of the 1965 Legislature, when the Legislators Retirement Plan was established,
the 1975 Legislature, the 1985 Legislature, and the 1995 Legislature. That comparison is as follows:

a. Gender

1965 1975 1985 1995
Male 98.51% 96.02% 86.07% 75.12%
Female 1.49% 3.98% 13.93% 24.88%

b. Attained Age
i. Mean, Median and Range of Ages

1965 1975 1985 1995
Mean 49.35 years 43.15 years 45.59 years 49.04 years
Median 49 years 41 years 43 years 47 years
Youngest 27 years 24 years 25 years 29 years
Oldest 75 years 69 years 74 years 84 years
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i1 Distribution of Attained Ages

Attained

Age 1965 1975 1985 1995
24 0.00% 1.00% 0.00% 0.00%
25 0.00 1.00 0.50 0.00
26 0.00 2.49 0.50 0.00
27 0.50 1.00 0.50 0.00
28 0.00 0.50 0.00 0.00
29 0.00 2.49 0.50 0.50
30 0.00 348 1.00 1.49
31 0.50 2.99 1.99 1.00
32 0.99 2.99 1.99 0.00
33 0.99 3.48 1.00 1.49
34 1.98 1.49 4.98 1.00
35 1.98 3.98 1.00 2.49
36 0.99 2.49 348 1.49
37 2.97 2.49 2.49 0.50
38 2.48 3.98 2.99 3.48
39 1.98 2.49 1.99 2.49
40 4.46 348 5.97 1.49
41 248 3.98 5.47 1.49
42 3.47 1.00 2.49 2.99
43 2.48 1.99 3.98 3.98
44 2.48 3.98 2.99 3.98
45 1.98 2.49 1.49 4.98
46 1.98 2.49 2.49 5.47
47 0.99 448 4.98 3.48
48 2.48 2.49 348 3.98
49 1.98 1.49 2.99 1.49
50 2.97 2.99 1.49 4.98
51 1.98 2.49 2.99 3.48
52 1.98 2.49 1.49 1.99
53 1.98 1.00 3.98 3.48
54 1.98 2.49 3.48 2.99
55 1.98 1.99 1.97 1.99
56 3.96 1.00 2.49 1.49
57 0.99 1.99 348 2.99
58 2.97 2.49 2.49 2.99
59 1.98 1.99 1.99 1.49
60 2.97 1.00 1.49 1.99
61 2.48 0.50 0.00 0.50
62 1.48 0.50 0.50 1.00
63 0.99 0.00 0.50 1.49
64 0.99 1.49 0.50 2.99
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Attained

Age 1965 1975 1985 1995
65 0.50 1.00 0.50 1.49
66 1.48 1.00 0.50 0.50
67 0.50 0.00 0.00 1.00
68 0.99 0.00 0.50 1.49
69 0.99 1.00 0.50 0.00
70 0.50 0.00 0.00 0.50
71 0.00 0.00 0.00 0.00
72 0.00 0.00 0.00 0.50
73 0.99 0.00 0.00 0.00
74 0.00 0.00 0.50 0.00
75 0.50 0.00 0.00 0.00
76 0.00 0.00 0.00 0.00
77 0.00 0.00 0.00 0.00
78 0.00 0.00 0.00 0.00
79 0.00 0.00 0.00 0.00
80 0.00 0.00 0.00 0.00
81 0.00 0.00 0.00 0.00
82 0.00 0.00 0.00 0.00
83 0.00 0.00 0.00 0.00
84 0.00 0.00 0.00 0.50
Undisclosed 21.78 6.47 7.46 8.96
c. Entry Age*
i. Mean, Median and Range of Entry Ages*
1965 1975 1985 1995
Mean 42.7 years 38.8 years 39.3 years 41.3 years
Median 42 years 38 years 39 years 41 years
Youngest 23 years 22 years 22 years 25 years
Oldest 68 years 63 years 67 years 63 years

ii. Distribution of Entry Ages*

Entry Age 1965 1975 1985 1995
22 0.00% 1.49% 0.50% 0.00%
23 0.50 0.50 0.50 0.00
24 0.00 0.50 1.00 0.00
25 0.50 1.49 1.49 0.50
26 1.00 1.99 0.50 0.50
27 1.00 3.48 4.48 6.47
28 1.00 1.99 1.49 1.00
29 2.48 3.98 1.99 1.99
30 1.49 4.48 5.47 3.48

Page 48 17"7M198LM



Entry Age 1965 1975 1985 1995

31 1.98 5.47 1.49 1.49
32 1.98 2.99 3.98 2.99
33 2.48 1.49 1.99 3.48
34 3.47 1.99 5.47 4.98
35 1.49 3.98 3.48 0.50
36 2.48 2.49 4.98 3.48
37 3.47 5.47 3.48 2.49
38 4.46 5.47 2.99 4.48
39 2.97 5.47 5.97 4.98
40 2200 4.98 3.48 3.98
41 1.49 0.50 2.49 3.98
42 4.46 3.98 3.48 4.98
43 248 1.00 3.48 4.98
44 1.98 1.99 2.49 4.98
45 0.50 2.99 2.49 2.49
46 2.97 3.98 3.48 4.98
47 248 2.49 3.48 2.49
48 4.95 3.48 1.99 2.49
49 3.47 0.00 1.99 1.00
50 248 1.49 249 1.99
51 0.50 2.49 1.99 1.99
52 1.49 1.00 0.50 1.00
53 2.48 1.49 1.49 1.49
54 1.00 1.00 1.49 1.00
55 0.50 0.00 1.00 1.00
56 1.98 0.50 0.50 1.49
57 1.49 0.50 0.00 1.49
58 1.98 1.00 0.50 1.49
59 0.50 1.00 0.50 0.00
60 0.50 0.50 0.50 1.00
61 0.50 0.50 0.00 0.00
62 0.50 0.00 0.00 0.50
63 0.50 1.00 0.50 1.00
64 0.00 0.00 0.50 0.00
65 0.50 0.00 0.00 0.00
66 0.00 0.00 0.00 0.00
67 0.00 0.00 0.50 0.00
68 0.50 0.00 0.00 0.00
Unknown Age 21.78 6.47 7.46 8.96

*  Entry age is determined by subtracting accrued service credit from attained age, which may
mischaracterize the entry age for legislators with one or more breaks-in-legislative-service.
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d. Accrued Service
1. Mean. Median and Range

1965 1975 1985 1995
Mean 7.59 years 4.43 years 5.97 years 7.43 years
Median 6 years 2 years 4 years 4 years
Low 0 years 0 years 0 years 0 years
High 46 years 22 years 28 years 38 years

il. Distribution of Accrued Service

Accrued

Service 1965 1975 1985 1995
0 12.87% 28.36% 13.43% 15.92%
1 0.00 0.00 0.00 1.49
2 27.72 24.38 22.39 19.90
3 0.00 0.00 0.00 0.50
4 8.42 17.91 16.92 12.44
6 13.37 5.47 10.95 6.47
8 3.47 7.96 9.95 12.94
10 10.89 1.49 5.97 4.98
12 3.96 6.97 13.43 3.48
14 4.95 1.00 2.99 4.98
16 1.49 2.99 1.00 1.99
18 2.97 2.49 1.49 4.48
20 0.99 0.50 1.00 3.48
22 0.99 0.50 0.00 4.48
24 2.48 0.00 0.00 1.99
26 1.49 0.00 0.00 0.00
28 0.50 0.00 0.50 0.00
30 1.49 0.00 0.00 0.00
32 0.50 0.00 0.00 0.00
34 0.00 0.00 0.00 0.00
36 0.00 0.00 0.00 0.00
38 0.50 0.00 0.00 0.50
40 0.00 0.00 0.00 0.00
42 0.00 0.00 0.00 0.00
44 0.00 0.00 0.00 0.00
46 0.50 0.00 0.00 0.00
Not Reported 0.50 0.00 0.00 0.00
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e. Marital Status and Dependents

1965 1975 1985 1995

Married, With Children 78.71% 77.61% 77.11% 76.12%
Married, Without Children 3.96 7.46 5.97 7.46
No Marital Status

Disclosed, With Children 0.99 1.49 1.49 4.98
Single, With Children 0.00 0.00 0.50 0.50
Single, Without Children 0.99 3.98 3.48 6.47
No Marital Status

Disclosed, Without Children 15.35 9.45 11.44 448
f.  Occupation

1965 1975 1985 1995
Legislator 0.00% 2.49% 1.99% 13.43%
Lawyer 26.24 14.43 10.95 13.93
Farmer 23.76 16.92 18.91 11.94
Business 7.43 2.49 10.45 10.95
Consultant 0.00 0.50 1.49 1.99
Insurance 5.94 2.49 1.00 1.99
Teacher 2.97 9.45 11.44 10.45
Retiree 1.49 0.00 0.50 1.49
Banker 0.99 1.99 0.50 1.49
Real Estate 1.98 1.49 1.99 1.49
Other Employment 25.25 45.27 32.84 26.87
No Occupation Disclosed 3.96 2.49 7.96 3.98
3. Nature of 1965 Legislative Service: Appropriateness of Current Defined Benefit Coverage

In 1965, the Legislature began coordinating the Public Employees Retirement Association (PERA) with
Social Security and established the Legislators Retirement Plan as a free-standing basic public employee
pension plan rather than including legislators on a voluntary basis in PERA. Both PERA and the
Legislators Retirement Plan are defined benefit pension plans. A question arises about whether or not a
defined benefit plan in the nature of the 1965 Legislators Retirement Plan as a basic program was well
suited for the population of members of the 1965 Legislature.

The 1965 Legislature was substantially male (98.51 percent), had generally reached mid-middle age
(mean age of 49.35 years), had generally entered legislative service in early middle age (mean entry age of
42.7 years), had accrued a moderate length of legislative service (mean accrued service of 7.59 years;
median service of six years), predominantly was married with children (78.71 percent married with
children), and predominantly were employed outside of the Legislature as lawyers, farmers, business
persons, or other outside employment (82.68 percent in those four categories).
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The Legislative Commission on Pensions and Retirement determined, as part of its 1996-1997 mandated
interim report Relative Advantages and Disadvantages of Defined Contribution Pension Plans and
Defined Benefit Pension Plans. Including Federal Taxation Considerations, that defined benefit pension
plans most advantage individuals who enter public service in middle age, who have long service, who are
highly compensated, who have a pattern of late career rapidly increasing compensation, who have a
moderate or high preretirement casualty risk, who have an early expected actual normal retirement age,
who plan to retire at an early age, who have substantial late-career promotional or advancement
opportunities, who have low political sensitivity or low employment volatility, who have spouses without
significant pension coverage on their own, who have full portability for any prior defined benefit pension
plan accrued service credit, and who do not have other contemporaneous employment and pension
coverage.

The characteristics of the members of the 1965 Legislature met several, but not all, of the factors which
make defined benefit pension plan coverage advantageous for a coverage group, chiefly entry age, length
of service, and early retirement age. In some significant aspects, the Legislators Retirement Plan would
appear to be a poor choice for defined benefit plan retirement coverage, such as the relatively static pattern
of legislative salary, the relative lack of promotional opportunities, the high political sensitivity of
legislative service, and the existence of outside contemporaneous employment.

4, Nature of Post-1965 Legislative Service: Appropriateness of the Shift To a Defined Contribution
Plan and Social Security Coverage

In 1997, the Legislature began the process of converting from defined benefit plan coverage to defined
contribution plan coverage for members of the Legislature and of adding Social Security coverage. A
question arises about whether or not a defined contribution pension plan in the nature of the 1997
Unclassified Employees Retirement Plan of the Minnesota State Retirement System (MSRS-Unclassified)
and Social Security is becoming better suited for the Legislature given the changes in the membership
characteristics that have occurred since 1965.

The post 1965 Legislature has become less substantially male (from 98.51 percent to 75.12 percent), but
remains mid-middle aged (mean attained age from 49.35 years to 49.04 years), continues to experience
the entrance into legislative service in early middle age (mean entry age from 42.7 years to 41.3 years),
continues to experience the accrual of a modest length of legislative service (mean accrued service from
7.59 years to 7.43 years, although median accrued service has declined from 6 years to 4 years), and
remain predominantly married with children (married and children from 78.71 percent to 76.12 percent).
The most significant change between the 1965 Legislature and the post-1965 legislative experience has
been in the occupations of legislators, with a growth in the number of legislators listing legislator (from
0.00 percent to 13.43 percent), consultant (from 0.00 percent to 1.99 percent), business person (from 7.43
percent to 10.95 percent) and a decline in the number of lawyers (from 26.24 percent to 13.93 percent),
farmers (from 23.76 percent to 11.94 percent), and insurance personnel (from 5.94 percent to 1.99
percent).

As the Legislative Commission on Pensions and Retirement noted in the mandated interim report Relative
Advantages and Disadvantages of Defined Contribution Pension Plans and Defined Benefit Pension
Plans. Including Federal Taxation Considerations, defined contribution pension plans most advantage
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individuals who enter public service either at a young age or at or after the normal retirement age, who
have short service, who are low or moderately compensated public employees, who have a pattern of
relatively static compensation, who have a low or nominal pre-retirement casualty risk, who have a later
expected actual normal retirement age, who do not plan to retire at an early age, who have limited
opportunities for a late career promotion or advancement, who have high political sensitivity or high
volatility, who have spouses with significant spousal pension coverage, who have prior defined
contribution plan coverage, and who have other contemporaneous employment and pension coverage.

The characteristics of the members of the 1975, 1985, and 1995 Legislature are more consistent with the
factors that make defined contribution pension plan coverage advantageous for a coverage group,
especially the volatility of service and the extent of outside employment. However, the membership of
the 1995 legislature reflects a trendline with respect to attained age, entry age, and accrued service that is
returning the characteristics of the 1965 Legislature, when the Legislature first determined that defined
benefit plan coverage was appropriate for legislators.

B. Factors Likely To Influence Social Security Referendum Vote

As provided in Laws 1997, Chapter 233, Article 2, Section 8, unless modified by the 1998 Legislature,
sometime after July 1, 1998, a referendum will be held for current members of the Legislature and for
current constitutional officers on the question of future retirement coverage. During the Social Security
referendum, current legislators and current constitutional officers will either elect to retain as their sole
future pension coverage their current defined benefit basic program retirement coverage, the Legislators
Retirement Plan under Minnesota Statutes, Chapter 3A, or the Elected Stated Officers Retirement Plan
under Minnesota Statutes, Chapter 352C, or elect to change their future pension coverage to a
combination of Social Security (the federal Old Age, Survivors, Disability and Health Insurance Program)
and the Unclassified State Employee Retirement Program (MSRS-Unclassified), primarily a defined
contribution plan.

To assist current legislators and current constitutional officers, a Social Security referendum notice and
statement will be provided to each legislator and constitutional officer summarizing the rights accruing
under the federal Social Security Act (Title 28 United States Code Sections 401 et seq.) and providing
information on the effect of the addition of Social Security coverage will have on the future legislative
and constitutional officer pension coverage. In addition to the Social Security referendum notice and
statement, current legislators and current constitutional officers would be well advised to request the
following additional information:

1. Social Security System Statement of Earnings and Benefit Estimate. A record of each

individual’s potential Social Security benefits is available from the Social Security System
and will clarify the individual’s remaining needs to qualify for a Social Security benefit,
the amount of the potential Social Security benefit, and the amount of any potential benefit
offsets. The earnings statement and benefit estimate can be obtained free of charge by
completing Form SSA-7004-SM (Request For Earnings And Benefit Estimate Statement),
which can be obtained from either of the following sources:
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Social Security Administration
6401 Security Boulevard
Baltimore, Maryland 21235

1-800-772-1213

Social Security Administration
316 North Robert Street
St. Paul, Minnesota 55101

1-800-772-1213

Retirement Plan Benefit Estimate. An estimate of each individual’s accrued benefit from

the Legislators Retirement Plan, the Elective State Officers Retirement Plan and any other
Minnesota public pension plan is available from the retirement plan administration. The
benefit estimate for the Legislators Retirement Plan or the Elective State Officers
Retirement Plan can be obtained from the following source:

David Bergstrom

Executive Director

Minnesota State Retirement System
175 West Lafayette Road - Third Floor
St. Paul, MN 55107-1425

(612) 296-2761

While each legislator and each constitutional officer will need to assess their individual resources and
their individual plans for retirement, there are a broad set of indicators that would generally favor
retention of the current sole defined benefit retirement plan coverage by legislators and constitutional
officers or that would generally favor the selection of a combination of Social Security coverage and
defined contribution plan Unclassified Employees Retirement Program (MSRS-Unclassified) coverage by
legislators and constitutional officers. These indicators, as identified by the Commission staff, are as
follows:

Indicators Favoring Retention of
Legislators or Elective State Officers
Retirement Plan Coverage

Long Current Service Credit

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who has extended service (over 15 or 20
years) either will not be able to gain enough
Social Security coverage to vest or will not be
able to gain enough Social Security coverage
to provide a substantial Social Security
benefit.
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Indicators Favoring Selection
of Social Security and MSRS-
Unclassified Program Coverage

Short Current Service Credit

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who has short service will be able to
both vest for a Social Security benefit and
will be able to maximize both a Social
Security benefit and an MSRS-Unclassified
benefit.
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Indicators Favoring Retention of
Legislators or Elective State Officers
Retirement Plan Coverage

Older Attained Age 2

A member of the Legislators Retirement Plan
or of the Elected State Officers Retirement
Plan who is at, near, or over the normal
retirement age for the plan will not likely be
able to vest for a Social Security benefit or to
provide a significant Social Security benefit
unless there was prior Social Security
coverage.

Significant Accrued Social Security Coverage 3.

From Prior or Contemporaneous Employment
A member of the Legislators Retirement Plan

or of the Elective State Officers Retirement
Plan who has significant accrued Social
Security coverage from prior or
contemporaneous employment outside of
legislative or constitutional officer service
will not gain any or much additional Social
Security benefits from shifting coverage at
this time.

4. Very Young Age With Prospect For Modest 4,

Future Service Or With Prospect For Higher
Office

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who is relatively young and either has
little prospect for total accrued service credit in
these plans beyond the vesting requirement (six
years of the Legislators Retirement Plan and
eight years for the Elective State Officers
Retirement Plan) or has good prospects for
higher office (elective or appointive) will have
a significant period of post-Legislators
Retirement Plan or post-Elective State Officers
Retirement Plan employment to gain a signifi-
cant Social Security benefit while gaining the
additional Legislators Retirement Plan or
Elective State Officers Retirement Plan benefit.
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Indicators Favoring Selection
of Social Security and MSRS-
Unclassified Program Coverage

Younger Attained Age

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who is early in the person’s working
career will vest for a Social Security benefit
and will have sufficient years remaining in
order to maximize Social Security benefits
and MSRS-Unclassified benefits.

Limited or No Accrued Social Security
Coverage From Prior or Contemporaneous
Employment

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who has little or no significant accrued
Social Security coverage from prior or
contemporaneous employment outside of
legislative or constitutional officer service
can gain significant additional Social Security
benefits from a coverage shift at this time.

High Turnover Prospect

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who is not yet vested and has a high
probability of terminating legislative or
constitutional officer service before becoming
vested without a high probability of future
Minnesota public sector employment is
unlikely to gain anything beyond rights to a
refund of member contributions from the
Legislators Retirement Plan or the Elective
State Officers Retirement Plan and would
benefit from the additional Social Security
coverage, which is the likely pension
coverage for post-legislative or post
constitutional officer service.
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Indicators Favoring Retention of
Legislators or Elective State Officers
Retirement Plan Coverage

Likely Future Minnesota Public Sector 5.

Employment
A member of the Legislators Retirement Plan

or of the Elective State Officers Retirement
Plan who has a strong probability of future
employment in the Minnesota public sector,
where defined benefit pension plan coverage
predominates and where intersystem
portability exists, will have the greatest

" continuity of benefit coverage in continuing
that defined benefit plan pension coverage.

Significant Concern About Future Social 6.

Security Financial Solvency

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who has a significant concern about the
fiscal solvency of the Social Security System,
where increased contributions, reduced future
benefits, privatization, or even eventual
bankruptcy are potential developments,
would avoid the potential problem by
retaining coverage. Current projections
indicate a potential default in the old age and
survivors insurance trust fund in 2029, a
potential default in the disability insurance
trust fund in 2015, a potential default in the
hospitalization insurance trust fund in 2001.

High Potential For Death While In Active 7.

Service

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who has a high potential for death while
in active service will have the greatest likely
survivor benefit coverage by electing to retain
the current benefit plan coverage.
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Indicators Favoring Selection
of Social Security and MSRS-
Unclassified Program Coverage

Likely Future Private Sector Employment

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who has a strong probability of future
employment in the private sector, where
Social Security provides the greatest
portability of benefit coverage, will likely
optimize the benefit coverage by the addition
of Social Security coverage.

Significant Desire To Personally Invest
Retirement Assets

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who has a strong desire to personally
invest retirement-oriented assets and receive
the direct benefit (or loss) resulting from
those personal decisions rather than obtaining
retirement benefits related to other factors
would gain that ability, for at least a portion
of their future retirement benefits by electing
the combined Social Security-MSRS
Unclassified Retirement Program option.

High Potential For Disability During
Employment

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who has a high potential for becoming
disabled during active employment currently
have no disability benefit coverage by virtue
of public employment and will gain that
coverage by electing a combination of Social
Security and the MSRS-Unclassified
Retirement Program.
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Indicators Favoring Retention of
Legislators or Elective State Officers
Retirement Plan Coverage

8. Desire to Retire Early (Before Age 65-Age 67)

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who desires to retire at an early age
(before age 65 or age 67, the normal retirement
ages applicable for most Social Security benefit
recipients) will maximize access to early
retirement (age 62 normal retirement age; age
60 early (reduced benefit) retirement age) by
retaining the existing coverage.

. Poor Long Term Investment Horizon

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who expects poor investment returns (i.e.
returns equal to or below inflation) on
retirement assets over the long term will be
insulated from that potentiality by retaining the
current coverage.

10.Single or Married With Employed Spouse and

Few or No Children

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who is single or who is married with a
spouse employed outside of the home will not
be as benefited by Social Security as other
members and likely will be advantaged by
retaining the current coverage. At an average
salary level, a single male will receive Social
Security benefits with a value of 72 percent of
the contributions paid into the system, while a
single female will receive benefits equal to 84
percent of contributions. For maximum salary
level single males, benefits equal 48 percent of
contributions, and for maximum salary level
single females, benefits equal 56 percent of
contributions.

8.

10.
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Indicators Favoring Selection
of Social Security and MSRS-
Unclassified Program Coverage

Desire to Have Flexible Retirement Coverage
To Accommodate Late Age Retirement

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who plans to delay retirement until a later
age (older than age 62 or age 65) and wants
retirement coverage that is flexible enough to
provide all or most of the value of the benefit
coverage will maximize that flexibility by
electing the combination of Social Security and
the MSRS-Unclassified Retirement Program.

Good Long Term Investment Horizon

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who expects good investment returns (i.e.
returns substantially greater than inflation) on
retirement assets over the long term will best
be able to gain personal advantage of those
gains by electing the combination of Social
Security and the MSRS-Unclassified
Retirement Program.

Married With At-Home Spouse and
Numerous Children

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who is married with a spouse who is not
employed outside of the household and has a
large family matches the family composition
targeted by Social Security in its initial
design and likely will be advantaged by
selecting the combination of Social Security
and MSRS-Unclassified Retirement Program.
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11.

Indicators Favoring Retention of
Legislators or Elective State Officers

Retirement Plan Coverage

Desire To Match the Benefit Practices
Applicable To Most Public Employees

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who seeks to have pension coverage that
generally matches that of Minnesota public
employees, defined benefit plan coverage,
will elect to retain the current pension plan
coverage.

11.

Indicators Favoring Selection
of Social Security and MSRS-
Unclassified Program Coverage

Desire To Replicate the Pension Coverage of
Average Private Sector Constituent

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who seeks to have pension coverage that
essentially replicates the pension coverage
available to most constituents employed in
the private sector (Social Security only or
supplemented by a defined contribution plan)

will elect the combination of Social Security
and MSRS-Unclassified Retirement Program.

12. Desire To Maximize Take-Home Pay Over
Retirement Contributions

A member of the Legislators Retirement Plan
or of the Elective State Officers Retirement
Plan who seeks to maximize take-home pay
over contributions to retirement coverage will
elect to retain the current pension coverage,
with a 9.00 percent member contribution plus
a 1.45 percent member contribution to the
Medicare portion of Social Security (total of
10.45 percent) as compared to a 7.65 percent
member contribution to Social Security and a
4.00 percent member contribution to the
MSRS-Unclassified Retirement Program
(total of 11.65 percent).

C. Potential For Retroactive Social Security Coverage

Under the Social Security law, upon authorization of a Social Security referendum, the effective date of
Social Security coverage can be made retroactive for up to five years before the year in which the State
Social Security agreement was modified to include the new coverage group. The employee and employer
Social Security contributions that would have been paid during the period of retroactive Social Security
coverage are payable in a lump sum upon the grant of retroactive Social Security coverage. The
retroactive Social Security coverage provides the pension plan participant with a more complete Social
Security coverage history, which will provide earlier vesting for Social Security benefits, greater
calculated Social Security benefits, and smaller potential reductions under the Social Security windfall
offset.
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In many prior consolidations of a Minnesota public pension plan with Social Security, the legislature has
authorized the making of retroactive employee and employer Social Security contributions for current
pension plan members who elect future Social Security coverage and have their prior pension coverage
shifted from the basic program to the coordinated program. These retroactive employee and employer
Social Security contributions have been payable from the retirement fund from the accumulated member
and employer contributions credited to or on behalf of that plan member. If the retroactive Social Security
employee and employer contributions exceed those accumulated contribution amounts, the member or the
employing unit or both are liable to pay the difference to the applicable pension plan.

Laws 1997, Chapter 233, Article 2, did not permit the payment of retroactive Social Security employee
and employer contributions for legislators or constitutional officers who elect Social Security coverage
and future Unclassified Employees Retirement Program (MSRS-Unclassified). Future proposed
legislation could authorize the payment of these retroactive Social Security employee and employer
contributions, on a voluntary basis, although there are several policy questions about the potential change,
as follows:

1. Lack of Retirement Fund Source of Retroactive Payment. The issue is the lack of a separate
dedicated retirement fund associated with either the Legislators Retirement Plan or the Elective
State Officers Retirement Plan and the consequent lack of a ready source for making the
retroactive Social Security employee and employer contributions. For administrative ease and
procedural simplicity, all past instances of the authorization of retroactive Social Security
contributions have utilized a disbursement of the retroactive payment from the applicable
retirement fund. However, since the Legislators Retirement Plan and the Elective State Officers
Retirement Plan lack separate dedicated retirement funds, the source of the retroactive payments
would need to be the State General Fund and would require a state appropriation. Because the
State, as employer, does not make concurrent employer contributions to either plan, if there are
several current legislators who elect the retroactive Social Security contributions, the potential
appropriation from the State General Fund could be very large. At an average legislative salary
and session per diem payments of $36,930, the retroactive Social Security employee or employer
contribution per year would be $2,825, or $14,125 for a full five year retroactive coverage period.

2 Adjustment In Prior Basic Program Accrued Benefits. The issue is the need to adjust the accrued
Legislators Retirement Plan or Elective State Officers Retirement Plan Basic Program benefits for
legislators or constitutional officers who elect to make the retroactive Social Security
contributions. In past retroactive Social Security contribution authorizations, the retroactive Social
Security contributions and Social Security coverage were balanced against the conversion of past
Basic Program accrued benefits to Coordinated Program accrued benefits. That conversion was
not required by laws 1997, Chapter 233, Article 2, since legislators and constitutional officers who
elect Social Security coverage would affect only future benefit program coverage and would leave
any accrued Basic Program benefits unaffected. If the balance was not required, affected
legislators and constitutional officers would receive undue benefit generosity, the liability of the
affected retirement plans and the State would be unduly increased, and the employer obligation of
the State would similarly be unduly increased.
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aj Additional Complexity In The Upcoming Benefit Coverage Election. The issue is the potential

additional complexity that the authorization of retroactive Social Security employee and employer
contributions will produce for current legislators and current constitutional officers. Shortly after
July 1, 1998, current legislators and constitutional officers will be faced with significant retirement
benefit coverage decisions. For some legislators and constitutional officers contemplating a
change to Social Security coverage, the change to obtain up to five years of retroactive Social
Security coverage may be a clear advantage, but the addition of one more retirement option may
overload the selection process.

D. Continued Authority For Legislators and Constitutional Officers To Use The MSRS-Unclassified
Program Provision Allowing MSRS-General Plan Coverage

Laws 1997, Chapter 233, Article 2, creates a combination of Social Security coverage and Unclassified
Employees Retirement Program of the Minnesota State Retirement System (MSRS-Unclassified)
coverage for new (post July 1, 1997) legislators and constitutional officers instead of Legislators
Retirement Plan or Elective State Officers Retirement Plan coverage and allows existing legislators and
constitutional officers to elect that combination coverage after July 1, 1998.

Although MSRS-Unclassified is a defined contribution pension plan, the governing law, Minnesota
Statutes, Chapter 352D, includes authority for an MSRS-Unclassified participant to elect defined benefit
pension plan coverage, the MSRS General State Employees Retirement Plan (MSRS-General), instead of
the MSRS-Unclassified benefit if the participant has acquired ten years or more of “state service.” “State
service” is service that would qualify as allowable service for either MSRS-General or MSRS-
Unclassified. The authorization is coded as Minnesota Statutes, Section 352D.02, Subdivision 3, which
provides that

[a]n election to not participate is irrevocable during any period of covered employment.
An employee credited with employee shares in the unclassified program, after acquiring
credit for ten years of allowable service but prior to termination of covered employment,
may, notwithstanding other provisions of this subdivision, elect to terminate participation
in the unclassified plan and be covered by the regular plan by filing such election with the
executive director. The executive director shall thereupon redeem the employee's total
shares and shall credit to the employee's account in the regular plan the amount of
contributions that would have been so credited had the employee been covered by the
regular plan during the employee's entire covered employment. The balance of money so
redeemed and not credited to the employee's account shall be transferred to the state
contribution reserve of the state employees retirement fund, except that (1) the employee
contribution paid to the unclassified plan must be compared to (2) the employee
contributions that would have been paid to the general plan for the comparable period, if
the individual had been covered by that plan. If clause (1) is greater than clause (2), the
difference must be refunded to the employee as provided in section 352.22. If clause (2) is
greater than clause (1), the difference must be paid by the employee within six months of
electing general plan coverage or before the effective date of the annuity, whichever is
sooner.

The defined benefit plan coverage election authorization in the MSRS-Unclassified Program allows
various MSRS-Unclassified Program participants to adversely select or elect against the pension plan,

Page 60 17M198LM



with a significant potential benefit gain for the participant and a significant potential risk of the creation of
an unfunded actuarial accrued liability in the MSRS-General Plan.

A specific question arises whether or not this defined benefit plan election option should be applicable to
legislators and constitutional officers covered by the MSRS-Unclassified Program and a general question
arises whether or not the option should be indefinitely retained for all other MSRS-Unclassified Program

participants.

While, from a participant benefit standpoint, the defined benefit plan election option of the MSRS-
Unclassified Program is a very valuable attribute, the authority carries with it numerous opportunities for
the creation of unfunded actuarial accrued liabilities within the MSRS-General Plan. These actuarial loss
potentials include:

1.

Investment Loss. Participants in the MSRS-Unclassified Program select their own broad
investment strategy by designating the proportion of contributions to be invested in one or
more accounts in the State Board of Investment’s Supplemental Investment Fund. If that
member-directed investment strategy, which can be modified regularly, produces actual
investment losses, and the participant gains at least ten years of state service, those losses
can be avoided by the selection of the MSRS-General Plan defined benefit plan retirement
annuity in lieu of the MSRS-Unclassified Program defined contribution retirement annuity.

[nvestment Underperformance Compared To Final Years® Salary Increases. Similar to
investment losses, if an MSRS-Unclassified Program participant’s final five years average
salary increases much more significantly than the performance of the participant’s
accumulated contributions in the Supplemental Investment Fund, the participant can take
retirement benefit advantage of that late-career salary growth by electing a larger
retirement annuity under the MSRS-General Plan rather than a smaller retirement annuity
under the MSRS-Unclassified Program.

Early Retirement. If an MSRS-Unclassified Program participant changes end-of-career
plans and decides to retire at an early age rather than a later age and the participant has at
least ten years of state service, the participant can elect to take a greater MSRS-General
Plan retirement annuity rather than a lesser MSRS-Unclassified Program retirement
annuity.

Late Career Benefit Increase. If a benefit increase is granted to the MSRS-General Plan
late in the career of an MSRS-Unclassified Program participant, the participant can elect to
take the increased MSRS-General Plan retirement annuity rather than the more static
MSRS-Unclassified Program retirement annuity.

Mid-Career or Late Career Mobility With Subsequent Portable Defined Benefit Plan
Coverage. A participant in the MSRS-Unclassified Program with at least ten years of state
service who makes a career change to public employment with defined benefit plan
coverage that is portable with MSRS-General Plan pension coverage will likely elect to
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shift from MSRS-Unclassified Program coverage to MSRS-General Plan coverage, in
order to take advantage of the Combined Service Annuity portability mechanism.

In order to avoid these potential losses, the option to shift from defined contribution plan coverage under
the MSRS-Unclassified Program to the defined benefit plan coverage under the MSRS-General Plan
could be eliminated specifically for legislators and constitutional officers and generally for other MSRS-
Unclassified Program participants (new only or new and existing). Any elimination of the option for
eligible general employees, however, will put pressure on the process of pre-employment or early
employment counseling. Currently, under Minnesota Statutes, Section 352D.02, Subdivision 1,
Paragraph (a), a person eligible for MSRS-Unclassified Program coverage will be covered by the MSRS-
Unclassified Program unless the person files a notice of election of MSRS-General Plan coverage within
one year of the start of eligible employment.

E. Authority To Transfer Past Contributions By Legislators and Constitutional Officers Electing
Future MSRS-Unclassified Coverage

1. In General

Recently, the administrator of the Legislators Retirement Plan and the Elective State Officers Retirement
Plan, Minnesota State Retirement System Executive Director David Bergstrom, has raised an
implementation question associated with the election of future pension plan coverage by existing
legislators and existing constitutional officers after July 1, 1998. The questions are whether or not
legislators and constitutional officers who elect future coverage by the Unclassified State Employees
Retirement Program of the Minnesota State Retirement System (MSRS-Unclassified) should be allowed
to transfer past contributions made during legislative or constitutional officer service to the MSRS-
Unclassified program, with a forfeiture of any associated accrued Legislators Retirement Plan or Elective
State Officers Retirement Plan retirement benefit, whether any authorized past contribution transfer
amount would include some level of equivalent employer contributions and would include some interest,
and what would be the source of any or all of these transfer amounts.

2. Precedent

Minnesota Statutes, Section 352D.12, provides that any participant in the Unclassified State Employees
Retirement Program of the Minnesota State Retirement System (MSRS-Unclassified) who has prior
service credit in the MSRS General State Employees Retirement Plan (MSRS-General), the MSRS
Correctional Employees Retirement Plan (MSRS-Correctional), the General Employees Retirement Plan
of the Public Employees Retirement Association (PERA-General), the Public Employees Police and Fire
Plan (PERA-P&F), the Teachers Retirement Association (TRA), the Duluth Teachers Retirement Fund
Association (DTRFA), the Minneapolis Teachers Retirement Fund Association (MTRFA), the St. Paul
Teachers Retirement Fund Association (StPTRFA), or the Minneapolis Employees Retirement Fund
(MERF), may elect to transfer past member contributions and an equal amount of employer contributions, -
plus annual compound interest at the rate of 8.5 percent. The MSRS-Unclassified participant has one year
from the start of MSRS-Unclassified coverage to make the transfer. If the participant has taken a prior
refund from an applicable retirement plan, the participant can repay that refund and then make the transfer
of assets to the MSRS-Unclassified Plan.
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The provision was enacted during the First 1985 Special Session (First Special Session Laws 1985,
Chapter 7, Section 9), as part of a package of a number of administrative provisions. The Commission
files on the legislation are sparse and offer no insight on the intent of the Commission regarding the
provision or on the motivation of the sponsors of the provision.

Sr Potential Authority To Transfer Past Legislator and Constitutional Officer Contributions

Because Minnesota Statutes 352D.12, does not reference Minnesota Statutes, Chapter 3A, the Legislators
Retirement Plan, or Minnesota Statutes, Chapter 352C, the Elective State Officers Retirement Plan,
legislators and constitutional officers who will elect retirement coverage by the Unclassified State
Employees Retirement Program of the Minnesota State Retirement System (MSRS-Unclassified) after
July 1, 1998, will not be able to transfer any of their contributions previously made to either retirement
plan.

Assuming that legislators and constitutional officers who are under age 40 and who have less than 10
years of service are the most likely to transfer to the MSRS-Unclassified Program, 28 legislators and one
constitutional officer would be potentially interested in transferring past pension contributions to MSRS-
Unclassified. The breakdown of this group, and the average salary amount, is as follows:

Constitutional
Legislators Officers
Under Age 25/Under One Year Service 2 ($34,458)
Age 25-29/Under One Year Service 2 ($34,458)
Age 30-34/Under One Year Service 1 ($34,458)
Age 30-34/One to Four Years Service 8 ($43,090)
Age 35-39/Under One Year Service 4 ($34,458) 1 ($68.,453)
Age 35-39/0One to Four Years Service 7 ($42,818)
Age 35-39/Five to Nine Years Service 4 ($43,854)

If legislators and constitutional officers who are likely to select future coverage by the MSRS-
Unclassified Program are authorized to transfer their prior Legislators Retirement Plan or Elective State
Officers Retirement Plan member contributions, the phase-out of the two plans enacted in 1997 will thus
be accelerated.

Because so little legislative history exists about the intent of Minnesota Statutes, Section 352D.12, it is
difficult to reconstruct the policy considerations that favored its enactment in 1985. However, the
provision does allow public employees with nominal or minimal prior service in other Minnesota public
employee pension plans who are not covered by the MSRS-Unclassified Program to consolidate all of
their prior public pension plan coverage in that defined contribution plan for simplicity sake. Presumably,
with ten years of State service or more, under Minnesota Statutes, Section 352D.02, Subdivision 3, a
participant can elect to convert the person's defined contribution plan coverage into MSRS-General Plan
defined benefit plan service credit, including the service credit associated with any contributions
transferred from another defined benefit plan to the MSRS-Unclassified Program.
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The primary policy consideration adverse to allowing current legislators and constitutional officers to
transfer prior Legislators Retirement Plan or Elective State Officers Retirement Plan contributions to the
MSRS-Unclassified Program is budgetary, since neither plan has a pool of available assets from which the
contribution transfer could be made. If the transfer were to be authorized, a State General Fund
appropriation would most likely be required, irrespective of the amount of the transfer that was
authorized.

4. Amount of Any Past Legislator and Constitutional Officer Contribution Transfer

If it is determined by the Commission to be appropriate to allow for the transfer of past Legislators
Retirement Plan or Elective State Officers Retirement Plan contributions to the Unclassified State
Employees Retirement Program of the Minnesota State Retirement System (MSRS-Unclassified) by
legislators and constitutional officers electing that defined contribution retirement plan coverage, the
question arises as to the amount of the past contribution transfer to authorize. Minnesota Statutes,
Sections 352D.12, allows various other MSRS-Unclassified Program participants to transfer their prior
member contributions, an equal amount of employer contributions, and interest on both amounts at an
annual compound interest rate of 8.5 percent. In the Legislators Retirement Plan and the Elective State
Officers Retirement Plan, the member contribution is not deposited into a dedicated retirement fund, but
simply becomes an asset of the State General Fund. Also, the Legislators Retirement Plan and the
Elective State Officers Retirement Plan are not funded on a concurrent employer contribution actuarial
basis and there is no dedicated investment earnings attributable to active members.

Assuming that current legislators and current constitutional officers with less than ten years of credited
service who are under age 40 elect MSRS-Unclassified Program coverage after July 1, 1998 (28
legislators and one constitutional officer), the likely budgetary impact of any authorized transfer of prior
Legislators Retirement Plan or Elective State Officers Retirement Plan would be as follows:

Legislators Elected State Officers
Retirement Plan Retirement Plan
Total Accumulated Member Contributions $300,000 $6,200
Interest at 8.5 percent annual rate 40,000 750
Equal amount of employer contributions 300,000 6,200
Interest at 8.5 percent annual rate 40.000 750
Total past contributions and interest amount $680,000 $13,900

If only the accumulated member contributions, without interest, were authorized for transfer, the
budgetary impact of the change would be reduced, but the likelihood that all but the youngest and shortest
service legislators (total of nine) would be reduced or eliminated. As the size of the potential transfer
increases, the budgetary impact will increase and the likelihood of utilization will also increase.

5: Recommendation For Authorization of Transfer of Past Legislators Retirement Plan or Elective

State Officers Retirement Plan Contributions

After considering the issues, the Commission recommends that legislators and constitutional officers who
elect retirement coverage by the Unclassified State Employees Retirement Program of the Minnesota
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State Retirement System (MSRS-Unclassified) after July 1, 1998, and who serve in the Legislature or a
constitutional office after January 5, 1999, be permitted to transfer their past member contributions plus
6.5 percent compound annual interest and an identical amount representing what would have been
employer contributions if concurrent contributions had been previously required. The transfer could be
elected between January 5, 1999, and May 1, 1999. An amount equal to $70,000 should be appropriated
to a special reserve account to fund those transfers. This recommendation is included as draft proposed
legislation LCPR98-25.
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VIL

Attachments

The Commission considered five additional items as part of its deliberations on the topic. Those
additional items, which are contained as attachments, were as follows:

1.

2.

Draft Proposed Legislation LCPR98-25

Comparison of Legislators Retirement Plan. Elective State Officers Retirement Plan, MSRS-
Unclassified Program and MSRS-General Benefit Plan Provisions (Attachment A)

Richard S. Foster, “Ask An Actuary-Part I: The Value of Social Security Benefits,” Oasis, Social
Security System, Washington D.C., 1994 (Attachment B)

Orlo R. Nichols, “Ask An Actuary-Part II: Do People Get Their Money’s Worth From Social
Security,” Oasis, Social Security System, Washington D.C., 1994 (Attachment C)

William Ritchie, “Ask An Actuary-Part [V: Social Security’s Long Range Financial Outlook,”
Oasis, Social Security System, Washington D.C., 1995 (Attachment D)

Robert E. Ruben, et al, A Summary of the 1997 Annual Reports, Social Security System,
Washington D.C., 1997 (Attachment E)
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State Retirement System (MSRS-Unclassified) after July 1, 1998, and who serve in the Legislature or a
constitutional office after January 5, 1999, be permitted to transfer their past member contributions plus
6.5 percent compound annual interest and an identical amount representing what would have been
employer contributions if concurrent contributions had been previously required. The transfer could be
elected between January 5, 1999, and May 1, 1999. An amount equal to $70,000 should be appropriated
to a special reserve account to fund those transfers. This recommendation is included as draft proposed

legislation LCPR98-85.
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VII. Attachments

The Commission considered five additional items as part of its deliberations on the topic. Those
additional items, which are contained as attachments, were as follows:

1. Draft Proposed Legislation LCPR98-85

oy Comparison of Legislators Retirement Plan, Elective State Officers Retirement Plan. MSRS-
Unclassified Program and MSRS-General Benefit Plan Provisions (Attachment A)

3. Richard S. Foster, “Ask An Actuary-Part I: The Value of Social Security Benefits,” Qasis, Social
Security System, Washington D.C., 1994 (Attachment B)

4, Orlo R. Nichols, “Ask An Actuary-Part II: Do People Get Their Money’s Worth From Social
Security,” Qasis, Social Security System, Washington D.C., 1994 (Attachment C)

S William Ritchie, “Ask An Actuary-Part [V: Social Security’s Long Range Financial Outlook,”
Qasis, Social Security System, Washington D.C., 1995 (Attachment D)

6. Robert E. Ruben, et al, A Summary of the 1997 Annual Reports, Social Security System,
Washington D.C., 1997 (Attachment E)
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A bill for an act

relating to retirement; unclassified state employees

retirement program; authorizing the transfer of

certain prior retirement contributions to the

legislators retirement plan or the elective state

officers retirement plan; creating a contribution

transfer account; appropriating money; amending

Minnesota Statutes 1996, section 352D.12.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MINNESOTA:

Section 1. Minnesota Statutes 1996, section 352D.12, is
amended to read:

352D.12 [TRANSFER OF PRIOR SERVICE CONTRIBUTIONS. ]

(a) An employee who is a participant in the unclassified
program and who has prior service credit in a covered plan under
chapters 3A, 352, 352C, 353, 354, 354A, and 422A may, within the
time limits specified in this section, elect to transfer to the

unclassified program prior service contributions to one or more

of those plans. Participants with six or more vyears of prior

service credit in a plan governed by chapter 3A or 352C on July

1, 1998, may not transfer prior service contributions.

Participants with less than six years of prior service credit in

a plan governed by chapter 3A or 352C on July 1, 1998, must be

contributing to the unclassified plan on or after January 5,

1999, in order to transfer prior contributions.

(b) For participants with prior service credit in a plan

governed by chapter 352, 353, 354, 354A, or 422A, "prior service

contributions" means the accumulated employee and equal employer
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contributions with interest at an annual rate of 8.5 percent
compounded annually, based on fiscal year balances. For

participants with less than six years of service credit as of

July 1, 1998, and with prior service credit in a plan governed

by chapter 32 or 352C, "prior service contributions" means, to

the extent of the balance in the reserve account established

under section 2, an amount equal to twice the amount of the

accumulated member contributions plus annual compound interest

at the rate of 8.5 percent, computed on fiscal year balances.

(c) 1If a participant has taken a refund from a fund

retirement plan listed in this section, the participant may

repay the refund to that fund plan, notwithstanding any
restrictions on repayment to that fumd plan, plus 8.5 percent
interest compounded annually and have the accumulated employee
and equal employer contributions transferred to the unclassified
program with interest at an annual rate of 8.5 percent
compounded annually based on fiscal year balances. If a person
repays a refund and subsequently elects to have the money
transferred to the unclassified program, the repayment amount,
including interest, is added to the fiscal year balance in the
year which the repayment was made.

(d) A participant electing to transfer prior service

contributions credited to a retirement plan governed by chapter

352, 353, 354, 354A, or. 4227 as provided under this section must

complete the application for the transfer and repay any refund
within one year of Juiy-:7-1985-or the commencement of the
employee's participation in the unclassified program;-whichever

ts-tater. A participant electing to transfer prior service

contributions credited to a retirement plan governed by chapter

3A or 352C as provided under this section must complete the

application for the transfer and repay any refund between

January 5, 1999, and June 1, 1999, if the employee commenced

participation in the unclassified program before January 5,

1999, or within one year of the commencement of the employee's

participation in the unclassified program if the employee

commenced participation in the unclassified program after
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January 4, 1999.

Sec. 2. [RESERVE ACCOUNT FOR CERTAIN RETIREMENT
CONTRIBUTION TRANSFERS; APPROPRIATION. ]

Subdivision 1. [RESERVE ACCOUNT.] There is established in

the general fund a retirement contribution transfer reserve

account. The transfer reserve account may be expended solely to

make the transfer of member contributions previously made to the

general fund under Minnesota Statutes, section 3A.03,

subdivision 1, or 352C.09, subdivision 1, as permitted under

Minnesota Statutes, section 352D.12.

Subd. 2. [FY 1999 APPROPRIATION.] $700,000 is appropriated

to the retirement contribution transfer reserve account. Any

amount remaining in the reserve account on June 15, 1999,

cancels.
Subd. 3. [ SUBSEQUENT APPROPRIATIONS.] Unless the

applicable state department's appropriation legislation provides

a different amount, $100,000 each biennium is appropriated to

the retirement contribution transfer account for the fiscal year

2000-fiscal year 2001 biennium, for the fiscal year 2002-fiscal

year 2003 biennium, and for the fiscal year 2004-fiscal vear

2005 biennium.

Sec. 3. [EFFECTIVE DATE.]

Sections 1 and 2 are effective July 1, 1998.
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