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TO: Board of Di rec to r s  
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SUBJECT: Recommendations t o  improve the  fiscal condi t ion  of E R A  (publ ic  Em- 
ployees Retirement Associat ion) and t o  provide inproved employee 
benefi ts .  

NATURE AND SCOPE OF ASSIGNMENT ---- 
The assignment given t o  t h e  Public Employment Committee b y  t h e  Ci t i zens  

League Board of Di rec to r s  was t o  "conduct research  and make recommendations t o  
assure maintenance of t h e  f i s c a l  soundness o f  t h e  va r ious  municipal employee pen- 
s i o n  funds.11 This  assignment stemmed from a genera l  b e l i e f  t h a t  many, if n o t  a l l ,  
of t h e  var ious  municipal employee pension funds a r e  inadequately financed. 

Publ ic  employees i n  Hennepin County, o t h e r  than state and f e d e r a l  ern- 
ployees, are covered b y  t h e  fol lowing six re t i r ement  pension funds: 

1, PERA (pub l i c  Employees Re tirexnent Association) 
2, ME3U? (Minneapolis Ehployees Retirement ~ u n d )  
3. MTRA (Minneapolis Teachers Retirement Associat ion) 
4. MFDRA (Minneapolis F i r e  Department ReUef ~ s s o c i a t i o n )  
5 MPRA (Minneapolis Pol ice  Re l i e f  ~ s s o c i a t i o n )  
6. Cer ta in  suSurban p o l i c e  and f iremenrs re t i rement  funds 

The scope of the  Pub l i c  Enployment Conmi t t ee~s  assignment inc ludes  ex- 
tens ive  review of var ious  a spec t s  of each of these  six re t i rement  funds, O u r  
f indings  and recomnendatiorls w i l l  be  s u b n i t t e d  i n  a s e r i e s  of r epor t s ,  of  which 
this is t h e  first, 

The d iscuss ion and recommendations contained i n  this r e p o r t  concern 
themselves with (1) t h e  adequacy of t h e  funding of PERA, and (2)  t h e  d e s i r a b i l i t y  
of coordinat ing PEM with  t h e  Old Age Survivors  D i s a b i l i t y  I n s m n c e  (oASDI) pro- 
gram of the  f e d e r a l  s o c i a l  s e c u r i t y  act,* PERA membership includes a l l  employ- 
ees throughout t h e  state working a t  t h e  county l e v e l  of government and a l l  muni- 
c i p a l  employees throughout t h e  state, wi th  t h e  exception of  firemen, policemen, 
teachers  and Minneapolis c i t y  employees, Findings and recommendations involving 
t h e  o t h e r  f i v e  re t i rement  pension funds, a s  w e l l  as those  concerning PEM i n  t h e  
a reas  of investment of  funds, composition of the  r e t i r ement  board, and re t i r ement  
board procedures and p o l i c i e s  are defer red  t o  subsequent repor ts ,  

* Unless otherwise indica ted ,  t h e  term )!social secur i ty"  used throughout t h i s  
r e p o r t  means OASDI. 



HECONMEMIATIONS AND MAJOR CONCLUSIONS -- 
Recommendations 

1. The l e v e l  of employerfs contr ibut ions  t o  PERA should be increased 
a t  t h e  1961 session of t he  Minnesota S t a t e  Legis la ture  s u f f i c i e n t l y  t o  assure  
t h a t  no fu r the r  increase w i l l  occur i n  the  e x i s t i n g  d e f i c i t  of 18lb1,500,000, a s  
reported by the  Public Retirement Study Commission, (Discussion on Page 8,) 

2, Legislat ion should be enacted a t  t h e  1961 sess ion of the  Minnesota 
S t a t e  Legislature es tabl ishing a coordinated PERA-Social Secur i ty  program and 
authorieing present PERA members t o  par t i c ipa te  i n  the coordinated plan. The 
enabling l e g i s l a t i o n  es tabl ishing the  coordinated PERAS o c i a l  Secur i ty  program 
should t 

(a)  Se l ec t  t he  a l t e rna t ive  which allows each present PERA 
member t o  e l e c t  on an indAoidxe3. basis whether o r  not t o  
become a#  member of t he  coordinated program. A l l  fu ture  
e~ip3oyees would become members of t he  coordinated program 
on a mandatory basis. (Discussion on Page 16,) 

(b) Es tab l i sh  a benef i t  l e v e l  comparable t o  that presently 
extended under PERA, T his  means following subs t an t i a l l y  
the  plan adopted i n  1957 when SERA ( s t a t e  Employees Re- 
tirement Association) was coordinated with  s o c i a l  se- 
curi ty.  (Discussion on Page 17.) 

3. The Legislature should oppose any proposal which would increase the 
l e v e l  of benef i t s  under PERA u n t i l  (a) PERA is  placed on a t  l e a s t  a frosen lia- 
b i l i t y  l e v e l  of fundfng, and (b) a coordinated PERA-Social Secur i ty  program has 
been established. (Discussion on Page 17, ) 

4. Legislat ion should be enacted a t  t h e  1961 session of the  S t a t e  
Legislature authorizing i n  1962 a new a c t u a r i a l  survey similar t o  the  one con- 
ducted i n  1958, These ac tua r i a l  surveys should be repeated a t  l e a s t  once every 
four years i n  t he  future,  (Discussion on B g e  8.) 

5. Future increases i n  the l e v e l  of benef i t s  under the  PERA portion 
of a coordinated program should (a )  be accompanied by an  a c t u a r i a l  repor t  show- 
ing the  c o s t  of the  proposed increase,  and (b) provide f o r  simultaneous increases 
i n  t h e  l e v e l  of contributions t o  t he  fund i n  an amount cormsponding t o  l e v e l  
normal cos t  projections, (Discussion on Page 8,) 

Major Conclusions 

1. The Public Retirement Study Commission, a l e g i s l a t i v e  inter im com- 
mission assigned t o  study public employee retirement systems i n  Minnesota, has 
made an invaluable contribution t o  the  people of Minnesota through the  findings 
and recommendations contained i n  its repor t s  t o  the  1957, 1959 and 1961 sessions 
of t h e  S t a t e  Legislature. We commend the  members of t h e  Legis la ture  and the  
staff of t h i s  in te r im commission f o r  t he  service  they have performed, (Discussion 
on Page 6.) 

2. The P st and present l e v e l  of FBU financing is  inadequate, (Dis- 
cussion on Page 7. 



3. The p a s t  p rac t i ce  of the  Leg i s la tu re  of inc reas ing  t h e  I e v e l  of 
benef i t s  without immediate and corresponding increases  i n  t h e  lemli of funding 
is unsound and should no t  be repeated i n  the  future.  (Discussion on Pagb 8.) 

4. Periodic a c t u a r i a l  s t u d i e s  should be made and prompt a c t i o n  taken 
t o  maintain t h e  PERA fund i n  a c t u a r i a l  balance on a l e v e l  normal c o s t  bas is ,  and 
without f u r t h e r  inc rease  i n  the  d e f i c i t ,  (Discussion on Page 8,) 

5. PERA should be res to red  t o  i ts o r i g i n a l  concept of providing an  
annui ty  program f o r  governmental employees w i t h  b e n e f i t s  based p r imar i ly  on the  
amount of con t r ibu t ions  made by t h e  employee t o  t h e  fund. The in t roduc t ion  i n t o  
PERA of s o c i a l  insurance benef i t s ,  with emphasis on minimum adequacy r a t h e r  than  
equity,  should be discontinued. S o c i a l  insurance benef i t s ,  such as d i s a b i l i t y ,  
survlvorship,  and subsis tence  l e v e l  re t i rement  benef i t s ,  are more appropr ia te ly  
provided under t h e  f e d e r a l  s o c i a l  s e c u r i t y  program. (Mscuss ion on Page 9,) 

6. None of t h e  arguments r a i s e d  againat  coordinat ion of  PERA with 
s o c i a l  s e c u r i t y  appears t o  be v a l i d  under a coordination plan wMch gims each 
present  PERA member t h e  r i g h t  t o  e l e c t  whether o r  no t  t o  p a r t i c i p a t e  i n  t h e  
coordinated program. (Discussion on Page a.) 

7. Coordination of PERA with s o c i a l  s e c u r i t y  would r e s u l t  i n  a sub- 
s t a n t i a l  reduction i n  the  amount of t h e  e x i s t i n g  PERA d e f i c i t .   iscu cuss ion on 
page l o * )  

8, Coordination of PERA with s o c i a l  s e c u r i t y  would b e n e f i t  pubUc 
employees (PERA members) p r i n c i p a l l y  i n  the  following ways: 

(a)  Under a coordinated program, b e n e f i t s  t o  employees would 
a t  least equal, and i n  a s u b s t a n t i a l  major i ty  of cases 
would exceed, those now provided under PERA . (Discussion 
on Page 11.) 

(b) Publ ic  employees would r e t a i n  accrued s o c i a l  s e c u r i t y  pension 
r i g h t s  should they  t r a n s f e r  t o  p r i v a t e  employment, someWng 
not  possible under the  p resen t  PERA program, (Discussion 
on Page 12.) 

( c )  Persons en te r ing  publ ic  employment a t  high ages who now 
cannot q u a l i f y  f o r  re t i rement  b e n e f i t s  under PERA would be 
e l i g i b l e  f o r  b e n e f i t s  under the  more l i b e r a l  s o c i a l  s e c u r i t y  
provisions.  iscu cuss ion on Page 12,) 

(d) Survivorship benef i t s  would n o t  l a p s e  i n  t h e  i n t e r v a l  between 
jobs i n  case of a t r a n s f e r  from publ ic  t o  p r i v a t e  employment, 
o r  vice versa,  as is presen t ly  t h e  case under PERA, (Dis- 
cussion on Page 12.) 

(e) Present  members of PERA would be given t h e  r i g h t  t o  choose 
whether t o  r e t a i n  coverage under PERA o r  t o  be  covered under 
a coordinated PERASocial S e c u r i t y  program, Th i s  would as- 
sure each emplolree of t h e  kind of re t i rement  program which 
b e s t  fits h i s  needs.  i is cuss ion on Page 11.) 



9- Coordination of PERA with social  securi ty  would be beneficial  t o  
the employer (taxpayer) pr incipal ly  i n  the following ways: 

(a)  Since employees i n  private industry who have accumulated 
r igh t s  under s o c i a l  securi ty  would be able t o  re ta in  these 
accrued r ights ,  it would be eas ie r  t o  a t t r a c t  qual i f ied 
persons t o  public employment. (Discussion on Page 13,) 

(b) The fu ture  cost t o  the taxpayer of public assistance pro- 
grams would be lessened. Wny older employees not e l ig ib le  
f o r  PERA retirement benefits would receive benefits under 
socidl securi ty  rather  than under Old Age Assistance a s  
presently is the case, Similarly, soc ia l  securi ty  benefi ts  
t o  dependent children and widows would reduce the number of 
persons receiving public assistance. (Discussion on Page 13. ) 

( c )  The assessment of the cost of fringe benefits i n  a r r iv ing  
a t  a pay scale f o r  public employees comparable t o  t h a t  paid 
those doing s imilar  work i n  private industry would be great- 
l y  simplified, and a more equitable and exact pay formula 
could be established. (Discussion on Page 13.) 

(d) Persons who become public employees i n  the future would no 
longer be able t o  co l lec t  double benefi ts  under PERA and 
soc ia l  security,  Presently, a significant proportion of 
public employees a re  or  w i l l  become e l ig ib le  f o r  retirement 
benefi ts  under both E R A  and soc ia l  security. (Discussion 
on Page 13.) 

1% We concur i n  the policy adopted by Congress t h a t  coordination of 
PERA with social  secur i ty  is not t o  be used as  a means of reducing the present 
general leve l  of benefi ts  under exis t ing public employee retirement program. 
We recommend a coordination plan which a t  t he  time of coordination would provide 
the l eve l  of benefi ts  subs tant ia l ly  as they a re  now.  iscu cuss ion on Page 17.) 



The research p r o j e c t  assigned by t h e  Board of Directors  t o  t h e  Public 
Employment Committee was t o  review the  f i s c a l  soundness of the  various pension 
funds covering publ ic  employees, o t h e r  than those  i n  f e d e r a l  o r  s t a t e  employment, 
i n  Hennepin County, The fol lowing funds come within t h e  scope o f  this assign- 
ment : 

1. PERA (Publ ic  Employees Retirement Association) 
2. MERF (Mnneapolis Employees Retirement Fund) 
3. W3.A (Minneapolis Teachers Reurement Association) 
4. MFDRA ( ~ i n n e a p o l i s  F i r e  D€pr t~bn t  Relief  Association) 
50 MPRA (Minneapolis Pol ice  Rel ief  Association) 
6 ,  Certa in  suburban po l i ce  and firemen1 s re t i rement  funds 

This assignment b a s i c a l l y  stemmed from a r e a l i z a t i o n  t h e r e  is genera l ly  
a s i g n i f i c a n t  inadequacy i n  the  l e v e l  of f i n a n c i a l  support  of most of  the  above- 
named pension funds, 

The pension funds being considered by the  Public Employment Committee 
a r e  supported j o i n t l y  by con t r ibu t ions  of employee p a r t i c i p a n t s  and t h e  governing 
u n i t  (employer), Employees con t r ibu te  i n  accordance with a formula f ixed i n  each 
of the various re t i rement  plans, I n  some ins tances  the  employer contr ibut ions  
are fixed by plan provisions; it is i m p l i c i t ,  however, t h a t  the  funding by t h e  
employer be adequate t o  provide f o r  b e n e f i t s  t o  the  e x t e n t  t h a t  employee con t r i -  
but ions  and investment earnings are i n s u f f i c i e n t .  

The funding requikrnents of any pension plan  cons i s t  of two parts: 

1, That p a r t  which is required  t o  fund b e n e f i t s  accruing from 
employment s e r v i c e  during a given year  ( re fe r red  t o  as level 
normal cos t ) .  

2, That p a r t  which is required  t o  fund l i a b i l i t y  f o r  b e n e f i t s  
a r i s i n g  from employment i n  p r i o r  years. 

To avoid a increase  i n  t h e  unfunded l i a b i l i t y  of any plan  wi th  a defi-  
c i t  contr ibut ions  i n  an amount no t  less than the  t o t a l  of t h e  interest on t h e  
unfunded d e f i c i t  f o r  p r i o r  service  l i a b i l i t y ,  p lus  t h e  l e v e l  normal c o s t  from t h e  
cur ren t  year ' s  service,  m u s t  be provided,* The Public Retirement Study Conmds- 
s i o n  -in its r e p o r t  t o  the  1959 sess ion o f  t h e  Minnesota S t a t e  Legis la ture  found 

* This  i s  known as the  f rozen d e f i c i t  l e v e l  of funding, and is recognized by  t h e  
Committee a s  t h e  minimum recommended funding l eve l ,  The l e v e l  normal c o s t  of a 
pension plan may be thought of  as t h e  amount of money which must be set a s i d e  
each year  t o  cover the  l i a b i l i t y  f o r  t h e  b e n e f i t s  accrued from employment service 
during t h a t  year, assuming that funds a r e  inves ted  i n  assets earning a determined 
rate of re tu rn ,  usual ly  35%. If t h e  various assumptions used i n  valuing t h e  plan 
l i a b i l i t i e s  are borne o u t  by a c t u a l  e m e r i e n c e ,  the  l e v e l  normal c o s t  w i l l  be a 
l e v e l  percentage of covered- payrol l  fo; a l l  i n  which t h e  b e n e f i t  formula 
remains unchanged. A plan is spoken of as being f u l l y  funded a t  a given t i m e  if 
the  fundts assets e q d  the value of a l l  f u t u r - b e n e f i t s  which have-accrued f o r  
p r i o r  employment se rv ice ,  The d e f i c i t  is t h e  excess o f  such l i a b i l i t i e s  over  the 
assets. 



t h a t  a l l  of t h e  above-named funds had d e f i c i t s  and, with t h e  exception of t h e  
Minneapolis Teachers Retirement Fund, a l l  were rece iv ing  suppor t  i n  an  amount 
less than t h a t  required t o  avoid an increased unfunded l i a b i l i t y .  Because this 
inadequate l e v e l  of contr ibut ions  t o  t h e s e  funds has p e r s i s t e d  f o r  many years, 
t h e  unfunded l i a b i l i t y  has grown t o  a ve ry  s u b s t a n t i a l  size. Unless t h i s  t r end  
is reversed, taxpayers i n  fu tu re  yea rs  w i l l  be compelled t o  inc rease  subs tan t i a l -  
ly t h e  l e v e l  of contr ibut ions  t o  these  funds, The only o t h e r  a l t e r n a t i v e  would 
be t o  reduce t h e  l e v e l  of benef i t s  t o  correspond t o  t h e  l e v e l  of contr ibutions,  
We reject this a l t e r n a t i v e  as u n f a i r  t o  t h e  pub l ic  employee. 

SCOPE AND HETHOD OF RESEARCH 

&ch of the  Public Employment Committee1 s basic resea rch  and interview- 
i n g  i n  handling t h i s  assignment was done through a subcommittee under t h e  chair- 
manship of Boyd East.  Other members o f  this subcommittee were Charles Clay, 
Thomas Becldey, Irvirrg Keldsen, Jus tus  F, Lawe, S a l l y  Luther, Arthur D, Parsons, 
Orville Peterson, David Kennedy, and 1P?alter J. Wheeler. The subcommittee first 
spen t  considerable time f a m i l i a r i z i n g  i t s e l f  wi th  t h e  contents  of the  1 9 9  and 
1959 reports  of  t h e  Public Retirement Study Commission, Next followed numerous 
subcommittee meetings held over  a period of  s e v e r a l  months. Individuals  con- 
s idered t o  be exper t s  on t h i s  sub jec t  were contacted pe rsona l ly  and t h e i r  views 
obtained. 

The subcommittee decided t h a t  t h e  assiglvnent was f a r  too  complex to 
handle i n  a s i n g l e  r e p o r t  and t h a t  a series of r e p o r t s  should be submitted, PERA 
was s e l e c t e d  f o r  the  first r e p o r t  because a p r o p o s a l a u t h o r i e i n g  extensive changes 
i n  PERA seemed c e r t a i n  t o  be presented t o  t h e  1961 sess ion  of t h e  Minnesota S t a t e  
Legislature.  

DISCUSSION - OF RECOMM?,NDA!MONS AND MAJOR Cr3MCLIISIOhS -- 
PUBLIC RETIREMENT STUDY C O ~ ~ S S I O N  C O ~ N D E D  FOR PERFORMING bN IMPORTANT SERVICE 
TO THE PEOPLe OF rn?rnSOTA 

The Public Retirement Study Commission, e s t a b l i s h e d  by t h e  Minnesota 
S t a t e  Legis la ture  i n  1955, c o n s i s t s  of f i v e  members designated by  t h e  S t a t e  Sen- 
a t e  and f i v e  members designated by  the House of Representat ives.  Its executive 
s e c r e t a r y  i s  Frank V, Moulton, i ts  consult ing ac tua ry  is  George V. Stennes and 
A S S O C ~ ~ ~ S ,  and its l e g a l  consu l t an t  is Joseph E. Hamilton. 

The l e g i s l a t i v e  act c rea t ing  t h e  conmission gave it t h e  following 
assignment: "The commission s h e l l  s tudy  t h e  va r ious  re t i rement  b e n e f i t  plans 
a v a i l a b l e  t o  employees of t h e  S t a t e  and employees of t h e  various p o l i t i c a l  sub- 
d iv is ions ,  p o l i t i c a l  corporat ions,  and school d i s t r i c t s  of t h e  S t a t e ,  including 
wi th in  t h e  scope of its enquiry t h e  governing law, management, f i n a n c i a l  condi- 
t ion ,  and b e n e f i t s  of a l l  such plans,  any f e d e r a l  program f o r  which such employ- 
ees o r  any of them could be e l i g i b l e ,  and such r e l a t e d  matters a s  the  commission 
deems proper f o r  f u l l  l e g i s l a t i v e  understanding and action." 

The commission made its first r e p o r t  t o  t h e  Leg i s la tu re  i n  January, 
1957; its second r e p o r t  i n  January, 1959; and its t h i r d  r e p o r t  has j u s t  been sub- 
mftted, These repor t s  have provided t h e  publ ic  wi th  its first r e a l  understanding 
of the ser iousness  of t h e  fiscal condit ion of the  var ious  pub l ic  employee retire- 
ment funds. I n  general,  t h e  commission~s f ind ings  and recommendations have been 



constructive and have provided the basis  on which considerable l eg i s l a t i on  bas 
been enacted t o  improve substant ia l ly  the fiscal soundness of these funds. 

The work of our committee wculd have been much more d i f f i c u l t  had it 
not had the  benef i t  of the reports of the Public Retirement Study Comdssion. 
The committee expresses sincere appreciation, on behalf of the  Citizens League, 
t o  the  Legislature f o r  creating the commission, t o  the  members who have served 
on the  commission, and t o  the commission staff and actuary. 

THE PAST AND PHESEWT LEXELS OF PERA FINANCING ARJI INADEQUATE 

The first generally understood ac tua r i a l  survey of the  PERA fund came 
i n  1956. T h i s  survey showed the condition of the fund a s  of June 30, 1955, to 
be a s  follows z 

Unfinanced pension l i a b i l i t i e s  (de f i c i t s )  $128,000,000 

Annual rate of pension l f a b i l i t i e s  accruing of reported 
t o  the  fund ~ a y r ~ l l  

Financial  supports consist ing e n t i r e l y  of h% of reported 
members 8 contributions ~ a y r ~ l l  

Thus the  de f i c i t  was increasing a t  t he  r a t e  of 10% of payroll ,  plus 
3% i n t e r e s t  on the previous de f i c i t ,  Following the r ecomnda t ion  of the Publiu 
Retirement Study Commission, the  1957 session of the S t a t e  Legislature reduced 
the benef i t  l e v e l s  subs t a n t i a l l y  and increased employee contribution8 t o  6% of 
the first q4800 of pey from the previous &%; established a permanent l e v e l  of 
emploper1s contributions a t  6% of the first )b800 of pay, a s  aga ins t  the previous 
f a i l u re  t o  contribute a t  a l l ;  and established an employerts contribution of 2.5% 
of the first 84800 of pay a s  a means of financing the  de f i c i t ,  The t o t a l  of these 
three types of contributions t o  the fund was L!4.5% of the  first 94800 of pay. 

An addi t ional  ac tua r i a l  survey was made a s  of January 1, 1958. The 
Public Retirement Study Commission estimated the s t a t u s  of the fund a s  follows: 

Jan, 1, 1958 June 30, 1959 
Accrued PERA l i a b i l i t y  $161,6OOsO0O $19Oa400,O0O 

Aasets - b8,9OO,OOO 
Unfunded l i a b i l i t y  (de f i c i t )  $135,s00,000 4 s l 4 1 ~ 5 ~ ~ ~  
Rate of  l e v e l  annual financing required 

t o  keep pace with current ly  accruing 
future  l i a b i l i t y  12.2% of pay 12.2% of pay 

Rate of annual financing required t o  keep 
unfunded l i a b i l i t y  from increasing 3.56% of pay 3.3% of Pay 

Minimum annual support required t o  keep 
pace with annual growth of t o t a l  lia- 
b i l l t i e s  of PERA 15.76s of pay 15.5% of pay 

Rate of increased financing required 
t o  s t ab f l i ze  d e f i c i t  1~26% of pay 1% of pay 



The R128,000,000 d e f i c i t  a s  of June 30, 1955 had continued t o  grow ur ti1 
it reached ~ l h 1 , ~ 0 , 0 0 0  on June 30, 1959. It is clear,  therefore, t h a t  the pres- 
ent  r a t e  of contributions to the fund is inadequate t o  prevent a continuing defi- 
c i t  accumulation, 

THE BQEZ OF EMPLOPERtS C O ~ U T I O N S  TO PERA SHOULD BE INCREP-SEX) AT THE 1961 
SESSION OF THE MINNESOTA STATE ItEGISLATTJRl3 SUFFICIEmY TO A S S m  THAT NO FURTHEX 
INCREASE WILL OCCUR I N  THE EXISTING DEFfCIT, 

The exact amount of the  increase i n  the l e v e l  of contributions necessary 
to avoid incurring fu r the r  d e f i c i t s  i n  the  PeRA fund w i l l  depend on what action,  i f  
any, the 1961 Legis la ture  takes t (1) t o  authorize coordination of PERA with s o c i a l  
security3 (2) t o  increase investment income; and (3) t o  adjust  benef i t  levels.  
For reasons discussed elsewhere i n  t h i s  report ,  the amount of the increase needed 
w i l l  be less i f  is coordinated with s o c i a l  security.  

If there is no improvement i n  the f i s c a l  s t a t u s  of PER, i n  any of t h e  
above ways, then, according t o  the  Public Retirement Study Commission's most re- 
cent pro~'ections, t he  required increase i n  order to  avoid ally fur ther  accumulation 
i n  the d e f i c i t  would be from the present l e v e l  of 4.5% t o  15.5%, an increase of 
1%. 

Since the  pr inc ipa l  cause of t h i s  d e f i c i t  condition has been the f a i l =  
t o  mke adequate employer contributions over the past  many years, we believe the 
e n t i r e  increase i n  the l e v e l  of contributions should be borne by the  employer 
(taxpayer) , 

IEGISLATIOM SHOTrLD BE E3!ACTEXI AT THE 1961 SESSION OF THE STATE WGISLATURE AUI'HOR- 
IZING I N  1 9 6 2 ~  NEW ACTUARIAL SURVEY SIMILAR TO THE ONE CONDUCm I N  1958, THESE 
ACTUARIAL SURIBYS SHOtILB EB REPEATED AT LFAST ONCE EVERY FOUR YEARS I N  THE FUTURE. 

PERA had no adequate ac tua r i a l  survey u n t i l  1956. If sound pension 
plans a r e  t o  be established and mainteined, there  must be regular and thorough 
ac tua r i a l  surveys. We bel ieve the Public Retirement Study C o d s s i o n ' s  recomrmen- 
dation t o  have a c t u a r i a l  surveys every four  years is sound. We urge the  Legis- 
l a t u r e  t o  authorize the next survey f o r  1962. We a l s o  urge t h a t  these s m g a  
be conducted every four  years i n  the  future,  

Equally important is t h e  need f o r  a projection of costs,  calculated by 
a professional actuary, to  accompany any l eg i s l a t i on  proposing an increase i n  the  
l e v e l  of PERA benefits. No such cos t  projection has been required in the past, 
and there  is no present requirement t h a t  b i l l s  under consideration by the  S t a t e  
Legislature have such a cos t  analysis attached t o  them. A requirement of this 
kind wodd do much t o  avoid f inanc ia l  problems i n  t he  future. 

We consider it es sen t i a l  t h a t  the  l e v e l  of contributions t o  the  fund be 
increased whenever any l eg i s l a t i on  is enacted which increases the l e v e l  of bene- 
fits. The amount of the  increase should correspond t o  the ac tua r i a l  projectAons 
of cost  i n  accordance with  the l e v e l  normal cos t  theory of funding. 



PEW SHOULD BE RESTORED TO ITS ORIGINAL CONCEPT OF HZOVIDING P.N PNNUITY PROGPXi 
FOR GOVEFNS'BNTAL E m Y E E S ,  WITH BEMEFITS BASED PRIMARILY ON THE SALARY AND TENURE 
OF EACH E?PLOPEE. 

PERA, when original ly  established and u n t i l  recent years, was primarily 
an annuity retirement program with the benefits closely related to the amount of 
the employees' contributions over the years. T h i s  a t tent ion to equity ra ther  than 
minimum adequacy is well  conceived as an incentive t o  longer s e M c e  and higher 
pay. As the federal soc ia l  securi ty  program has developed, there has been a 
tendency t o  inccrporate in to  BRA most of the soc ia l  insurance features t h a t  hahave 
been nade a part of the soc ia l  securi ty  system. Examples of these features are 
disabi l i ty  benefits, survivorship benefits, and a subsistence l eve l  of retire- 
ment benefits. This represents a substant ial  departure from the concept on which 
the plan was inaugurated. 

For a number of reasons it is much sounder t o  reconstitute PERA i n to  
an annuity program with benefits based on sa lary  and tenure and t o  utilize the 
social  securi ty  program f o r  minimum adequacy soc ia l  insurance benefits. These 
reasons are  exflained i n  d e t a i l  elsewhere i n  this report. 

FEDERAL ENABLING LEGISLATION COORDINATION OF PERA WITH SOCIAL SECURZFY 
PcEsIBLE. 

In  195'5' when the soc ia l  securi ty  a c t  was first enacted, many groups 
including employees of governmental uni ts  were spec i f ica l ly  excluded from cover- 
age. Since tha t  t i m e  soc ia l  securi ty  coverage has expanded s teadi ly  and is now 
mandatory f o r  v i r tua l ly  a l l  gainfully employed persons i n  the country, with the 
exception of employees of governmental units. In 1954, the soc ia l  securi ty  a c t  
was amended by Congress so that ,  with appropriate act ion a t  the s t a b  o r  l o c a l  
level ,  employees of those governmental uni ts  could be brougtrt i n t o  coverage under 
social  security, Presently participants under the S ta t e  Fhployees Retirement 
Association and a l l  new participants under the S ta te  Teachers Fetirement Associa- 
t ion a re  covered automatically under soc ia l  security as  a r e su l t  of action taken 
by members of these pension funds. This provision f o r  coverage under soc ia l  se- 
curity,  a s  it  applies t o  public employees, is spoken of a s  soc ia l  securi ty  co- 
ordination. It i s  designed by leg is la t ive  enactment i n  such a manner t h a t  bene- 
fits provided from the retirement fund a re  reduced s imultaneousl~~ with the cover- 
age of the participant under soc ia l  securi ty  benefits. I n  addition t o  the co- 
ordination of benefits,  there i s  a corresponding coordinetion of contributions. 
Generally, benefits under the revised retirement plan are  such t h a t  t o t a l  bene- 
f i ts from the plan and social  securi ty  w i l l  be comparable t o  those under tbe 
or iginal  plan. T h i s  requires a l eve l  of contributions t o  soc ia l  s e c d t y  and 
the retirement plan which approximate those under the plan before coordination. 

The Minnesota S ta te  Legislature i n  1957 enacted leg is la t ion  authoris- 
ing a vote among PERA members t o  determine whether they wished t o  become a part  
of a coordinated PERA-Social Security program. The employees rejected coordina- 
t ion a t  t h a t  time under a plan which required a favorable vote of a majority of 
a l l  e l ig ib le  PERA members. Had a mqjority of these e l ig ib le  employees voted 
favorably, then a l l  PERA members would have been brought under the  coordinated 
plan on a mandatory basis. 

Subsequently, Congress authorized an al ternat ive method of coordfnating 
public employee retirement programs with soc ia l  security. This a l ternat ive would 
allow each PERA member as of the date of coordination to  e l ec t  whether o r  not t o  



part ic ipate  i n  the  udordinated plah, I f  the member ehose not t o  do so, then t.1 
would continue under the benefit  and contribution provisions of  the  old PEM 
program. A 1 1  future employees would be brought under the coordinated plan on a 
mandatory basis. 

Legislation has been introduced a t  t h i s  session of the S ta t e  Legisla- 
ture which proposes coordination under this a l te rna t ive  plan. 

A SUBSTANTIAL PROPORl'ION OF STATE AND IOCAL PUELIC EMPLOYF3S ARE NOW COVERED UNDER 
A COOFDINATED SOCIAL SECUTIRY Vf.OGRAH, A N D  THE PROPOIU'ION IS STEFDILY INCREASING. 

Social  securi ty  coverage f o r  s t a t e  and loca l  governmental employees 
first became possible through an a c t  of Congress i n  19%. By 1957, approximately 
2.2 million s t a t e  and loca l  governmental employees were covered under soc ia l  ae- 
curity. T h i s  was approximately of a l l  s t a t e  and loca l  governmental employees 
throughout the country. The proportion has s teadi ly  increased since 1957 u n t i l  
today substant ial ly  more than 50% of a l l  s t a t e  and loca l  government employees are 
covered under soc ia l  security. 

I n  Kinnesota employees of the s t a t e  elected t o  come under a coordinated 
SERA-Social Security program i n  1957. Members of TRA (Teachers Retirement Asso- 
ciation) became e l ig ib le  i n  1959 on an individual basis  t o  par t ic ipate  i n  a ca- 
ordinated TRA-Social Security program. 

COORDINATION OF PEW Wl37-i SOCIAL SECURITY WOULD BRING ABOVT A SUBSTANTIAL REDUCTION 
I N  THE AMOaBT OF THE EXISTING DEFICIT. 

Coordination of E R A  with social  security r e su l t s  i n  transferring some 
of the obligation fo r  future paynent of benefits from the PERA fund t o  soc ia l  
security. Since the E R A  asse ts  a re  not transferred t o  soc ia l  secur i ty  on a bas is  
comparable t o  the l i a b i l i t i e s ,  the net r e s u l t  i s  a decrease i n  the PERA def ic i t .  
The following purely hypothetical i l l u s t r a t ion  demonstrates how the PERA d e f i c i t  
might be decreased through coordination. The f igures  used should i n  no way be 
construed as  ac tuar ia l  estimates of what w i l l  happen. 

S ta tus  of fund S ta tus  of fund 
before coordination a f t e r  coordination 

L iab i l i t i e s  f o r  accrued benefi ts  .dP,190,000,000 $1~,(K]0,000 

Assets 

Deficit  $l40,000,000 $100,000,000 

Under the al ternat ive plan where each PERA member would be allowed t o  
e l e c t  whether t o  par t ic ipate  i n  a coordinated PERB-Social Securi ty  program, it 
i s  not possible t o  estimate accurately the extent t o  which the exis t ing d e f i c i t  
would be reduced. We are  certain,  however, t ha t  coordination would reduce sub- 
s t a n t i a l l y  the amount of the exis t ing d e f i c i t  and, i n  addition, would eliminate 
some duplication of benefits. One way t o  project the type of reduction i n  the 
PERA d e f i c i t  t h a t  might be obtained under a coordinated PERA-Social Security pro- 
gram is t o  review what happened t o  SERA and TRA d e f i c i t s  following t h e i r  coordina- 
t ion  with social  security. 



Actuar ia l  surveys ind ica ted  the  SERA d e f i c i t  immediately before coorrE- 
nat ion with s o c i a l  s e c u r i t y  t o  be $bS,900,000, Upon coordination,  the  d e f i c i t  
dropped t o  $26,700,000, a decrease of $19,300,000 d i r e c t l y  r e s u l t i n g  from coordi- 
nation. A mre recen t  a c t u a r i a l  s m y  showed t h e  SEFtA fund t o  have a d e f i c i t  of 
$23,600,000, a f u r t h e r  decrease of %3,000,000. The Publ ic  Retirement Study Com- 
mission i n  its 1961 repor t  t o  t h e  Legis la ture  s t a ted :  "SERA i s  t h e  only one of 
t h e  t h r e e  major state pension funds now being financed a t  a rate s u f f i c i e n t  t o  
meet c u r r e n t l y  accruing l i a b i l i t i e s  and t o  s t e a d i l y  reduce the  d e f i c i t  r e s u l t i n g  
from p a s t  underfinancing. Continuation of this progress w i l l  be an exce l l en t  in-  
vestment i n  soundness of the  fund and long-range reduction i n  s t a t e  costs.11 It is  
highly  s i g n i f i c a n t  t h a t  t h e  first s t a t e  publ ic  employee pension fund t o  coordinate 
with s o c i a l  s e c u r i t y  is a l s o  t h e  first s t a t e  fund t o  reach a sound f i n a n c i a l  con- 
d i t ion .  

TRA ( ~ e a c h e r s  Retirement ~ s s o c i a t i o n )  was coordinated wi th  s o c i a l  secur- 
i t y  by  t h e  1959 sess ion of t h e  S t a t e  Legislature. The 1961 r e p o r t  of the  Publ ic  
Retirement Study Commission shows t h a t  TRA had an unfunded l i a b i l i t y  of ~72,b00,000 
on January 1, 1958, p r i o r  t o  coordination. The r e p o r t  shows t h a t  t h e  unfunded l i a -  
b i l i t y  was reduced t o  $60,300,000 by June 30, 1959. The repor t  i n d i c a t e s  t h e  
amount of reduction i n  t h e  d e f i c i t  which is  a t t r i b u t a b l e  t o  coordination wi th  so- 
c ial  s e c u r i t y  as $13,700,000. The commission s t a t e d ,  "1% is s i g n i f i c a n t  t h a t  t h e  
reduction i n  t h e  TRA unfunded l i a b i l i t y  ( d e f i c i t )  s ince  1958 i s  n o t  t h e  r e s u l t  of 
t h e  annual f inanc ing  through teachers '  contr ibut ions  p lus  s t a t e  t a x  levies, but 
t h e  reduction is due, primari ly,  t o  t h e  1959 repeal  of t h e  ?second savings cla~S68 
and the  enablement of coordination with s o c i a l  s e c u r i t y  ." (Emphasis supplied.) 

There is every  reason t o  expect a reduction i n  the  d e f i c i t  comparable t o  
t h a t  a t t a i n e d  under coordination of TRA with  s o c i a l  s e c u r i t y  through coordinating 
PERA with  s o c i a l  secur i ty .  

COOFUIIRATION OF PERA WITH SOCIAL SECLiIiTTY WOTIIID FENEFIT PUBLIC EMPIQYEES (PERA 
NEMBERS) . 

Under t h e  type of coordinated PERA-Social S e c u r i t y  plan where each em- 
ployee wodd  be allowed t o  e l e c t  whether t o  p a r t i c i p a t e  i n  the  coordinated plan, 
no present  employee wodd receive any f i n a n c i a l  disadvantage. If any employee 
found it disadvantageous t o  p a r t i c i p a t e  i n  the  coordinated program, he could con- 
t i n u e  t o  r e t a i n  and accrue a l l  benef i t s  under t h e  p resen t  FERA program, 

Generally, the  l e v e l  of annu i t i e s  under t h e  coordinated plan would a t  
l e a s t  equa l  and i n  most cases exceed those p resen t ly  being p ~ i d  under FSFtA, For  
example, if the  l e v e l  of benef i t s  adopted under t h e  coordinated SERA-Social Se- 
c u r i t y  plan were followed f o r  PERA, any publ ic  employee who had not  been i n  publ ic  
employment f o r  t e n  o r  more years a s  of 1957 now rece ives  a smal le r  re t i rement  an- 
nu i ty  f o r  all periods of allowable service  up t o  35 full years than he would under 
the  coordinated plan. This  is  t r u e  a t  a l l  l e v e l s  of average earnings, inc luding 
the  maximum. A t  t h e  $250 per  month average income l e v e l ,  the  PERA re t i rement  an- 
n u i t y  becomes equal  t o  the SERA-Social S e c u r i t y  annui ty  on ly  a f t e r  42 years of a l -  
lowable se rv ice ,  The g r e a t e s t  discrepancy occurs a t  t h e  5-20 year  period of ser -  
vice. For  t e n  years  of se rv ice ,  PERA provides from $20 t o  '$40 monthly annui ty  
payments, while SERA-Social S e c u r i t y  provides from $96.50 t o  $l49, A t  f i f t e e n  
years, t h e  range i s  $40-80 under PERA a s  compared t o  $105.25 t o  t109.50. A t  twen- 
t y  years,  the  PERA range is from $60-$120 p e r  month, compared with SERA-Social Se- 
c u r i t y ?  s range of $la t o  $185. Thus, it may be seen that any r e l a t i v e l y  new o r  
young PERA member would be s u b s t a n t i a l l y  b e t t e r  o f f  under a coordinated PERA- 



Social Security program. T h i s  assumes, of course, tha t  the employee w i l l  not be- 
come e l ig ib le  f o r  double benefits under both PERA and socia l  security. 

One of the  greatest  advantages of a coordinated PERA-Social Security 
program i s  the continuity of coverage which would be provided and which is so 
seriously lacking tcc?ay. For example, under a coordinated program any public em- 
ployee who transfers t o  work i n  private industry would re ta in  a l l  accrued socia l  
securi ty pension r ights ,  Under the present PERA program, any public employee who 
leaves public employment during h i s  f i r s t  ten  years acquires no annuity r ights  and 
receives only a refund i n  the amount of h i s  own contributions t o  the fund. Sorne- 
what the same s i tua t ion  holds t rue  with respeot t o  t ransfers  between different 
levels  and units of government. Similarly, there would be no lapse i n  d i sab i l i ty  
o r  survivorship coverage t o  an individual who transfers  from public t o  private 
employment, or  vice versa, o r  from one governmental un i t  t o  another. 

A coordinated program, where t r i ed ,  has generally contributed t o  improved 
employee morale. It i s  eas ie r  t o  project the level  of soc ia l  securi ty benefita 
years i n  advance of retirement than it is present PERA benefits which depend some- 
what on promotions. Employees seem t o  prefer a l t b a ~ i c ~ ~  retirement program which 
can be planned f o r  and t o  supplement t h i s  with an annuity program which would be 
more closely related t o  sa lary  and tenure. 

Because of l i b e r a l  qual i f icat ion provisions of the social  securi ty pro- 
gram f o r  older persons, immediate coordination of PERA w i t h  soc ia l  secur i ty  would 
make pension r igh t s  available t o  many persons who en te r  public employment a t  a 
high age and who presently would not be e l ig ib le  f o r  mtirement annuities on reach- 
ing retirement age. PERA provides no retirement annuities f o r  persons with l e s s  
than t e n  years' service, i n  contrast  t o  employees i n  private industry who can 
qualify fo r  soc ia l  securi ty retirement benefits a f t e r  only a re la t ive ly  few quar- 
t e r s  of employment credit .  It is becoming increasingly d i f f i c u l t  t o  a t t r a a t  t o  
government employment persons a t  middle or  older ages because they usually jeo- 
pardize accrued socia l  securi ty benefits. 

Because of the many variables it is d i f f i c u l t  t o  compare. the survivor- 
ship benefits provided under PERA with those which would be provided under a co- 
ordinated PERASocial Security program, Considerably different  benefit  payments 
are  provided t o  a su rv idng  widow and/or child i n  case of the death of the  employee. 
Under PERA the  widow receives benefits for  the balance of her l i f e ,  while under 
the coordinated program she would receive benefits during the t i m e  she has minor 
children and a f t e r  age 62. However, the amount of the benefit  received is sub- 
s t a n t i a l l y  higher under the coordinated program i n  most income categories. Under 
the coordinated program, the benefit  l eve l  is t ied  t o  the  average earnings of the 
deceased employee, whereas under PERd the  benefit  l eve l  i s  substant ial ly  the same 
irrespective of average earnings. Also, the coordinated program would provide 
benefits f o r  a dependent parent, while PERA does not. 

Under PERA, the disabled employee receives a monthly benefi t  based on 
service, average sa lary  and age when disabled. He gets the same amount irrespect- 
ive of the number of dependents he has. Under the c oordinated program, the em- 
ployee and his dependents would receive a soc ia l  securi ty famuy benefit  which 
would be the same a s  tha t  which they would receive upon retirement a t  age 65. I n  
general, the benefits under SERA-Social Security are more generous i n  most in- 
stances whether the disabled employee has one or  more dependents. 

Under PERA, i f  death occurs a f t e r  retirement, the only death benefit 
payable under the normal annuity is  f o r  the month of death, plus ph.250. I n  order 



t o  avoid t h i s  possible hardship, the employee has t o  e l ec t  an ac tuar ia l ly  e q m -  
l e n t  a n n V . t y  which would provide e i the r  a jo in t  o r  survivorship annuity o r  an an- 
nuity with a period certain. Election of these options resul t s  i n  a substantial  
reduction i n  monthly annuity benefits t o  the re t i red  employee. Failure t o  choose 
one of these two options resul t s  i n  no protection f o r  his  family from the time of 
his death. The coordinated S m - S o c i a l  Security plan would provide the same sur- 
vivor benefits t o  the family whether the employee d ies  before o r  a f t e r  retirement. 
In  the case where the employee dies  a f t e r  retirement leaving a family, the coor- 
dinated plan benefits a re  c lear ly  superior. 

I n  general, the emphasis of the social  secur i ty  program on adequacy 
rather  than equity appears t o  provide a superior basic benefit  program t o  public 
employees where t h e  benefits a re  most needed. T h i s  then would be supplemented by 
the PERA annuity program based principally on sa lary  and tenure, 

COORDIbJATION OF PERA WITH SOCIAL SECURITY WOULD BE BEWICIAL TO THE EMmXlPER 
(TAXPAYER). 

Coordination of PER4 with soc ia l  securi ty would make comparison of wage 
levels  i n  private industry and i n  public e m p l o p n t  much easier f o r  the purpose of 
providing equitable wage and sa lary  levels.  Since the basic l eve l  of retirement, 
d i sab i l i ty  and survivor benefits would be the same f o r  private and public employ- 
ees, the cqsts would. be identical, This would permit computing the cost of the 
PERA portion of the coordinated program and computing the cost  of supplemental 
programs i n  private industry f o r  employees doing substant ial ly  the same work, 
thereby making it eas ier  t o  a r r ive  a t  equitable sa lary  levels,  Making t h i s  compar- 
ison today under such different  benefit  programs is a l l  but impossible, 

A s  indicated e a r l i e r  i n  t h i s  report, the f a c t  t h a t  coordination would 
bring about a substant ial  reduction i n  the existing ERA def ic i t  would inure t o  
the benefit of the Minnesota taxpayer. A s  a l so  discussed elsewhere i n  t h i s  report, 
a coordinated program would a t t r a c t  qualified prospective public employees of 
middle or  older ages who now are unwilling t o  jeopardize t h e i r  accrued social se- 
curi ty  benefits. 

Ninnesota taxpayers would a lso  benefit  t o  the extent t h a t  r e t i r ed  public 
employees no longer f ind it necessary t o  go on the old age assistance rol ls .  The 
coordinated program would provide immediate retirement and survivorship benefits 
for  many persons presently on public payrolls who w i l l  not be e l ig ib le  f o r  these 
benefits under present programs. I n  the absence of a coordinated program, these 
people w i l l ,  i n  many instances, have t o  apply fo r  old age assistance, the cost of 
which is borne by the general taxpayer, 

A coordinated PERA-Social Security program would benefi t  the general tax- 
payer i n  two other respects. F i rs t ,  a s  a participant i n  the soc ia l  secur i ty  pro- 
gram, and, seccnd, a s  a Minnesota taxpayer who contributes a major portion to the 
cost  of the present PERk program. This would occur because, under a coordinated 
program, future public employees would not be able t o  qual ify f o r  substant ial  re- 
t i renent  benefi ts  under two pension programs. A t  the present time employees who 
have e i ther  completed t h e i r  public service o r  who are  i n  part-time work covered 
by social  security can qualify fo r  retirement benefits under both soc ia l  security 
and PERA. A s  a consequence, the public generally i s  required t o  contribute t o  
financing duplicate pension programs f o r  these employees. The social securi ty 
program allows relat ively easy e l i g i b i l i t y  f o r  benefits by emphasizing minimum 



adequacy r a the r  than equity,  and it is  u n f a i r  t o  the  long-term s o c i a l  secur i ty  
employee t o  have t o  provide benef i t s  of t h i s  kind t o  r e t i r e d  publ ic  employees i n  
t h e  form of a supplement t o  t h e i r  own program r a t h e r  than a s  a ba s i c  minimum type 
of pension program. I n  addit ion,  t he  a b i l i t y  t o  leave public employment a t  a 
r e l a t i v e l y  young age and become e l i g i b l e  f o r  s o c i a l  s ecu r i t y  bene f i t s  i n  add i t i on  
t o  PER. bene f i t s  encourages publ ic  employees t o  leave pub l ic  employment before 
reaching retirement. 

NONE OF THE ARGUMENTS RAISED AGAINST COORDINATION OF PERA WITH SOCIAL SECURITY 
APPEARS TO BE VALID UNDER A COORDIW!TION PLAN IBICH GIVES EACH PFESENT PERA MEMBER 
THE RIGHI! TO ELECT WHETHER OR NOT TO PARTICIPATE I N  THE CQOEDINATED PROGRAM. 

Me have attempted t o  c o l l e c t  a l l  t h e  arguments o r  object ions  ra3.sed 
aga in s t  coordination of PERA with s o c i a l  secur i ty ,  Each of them is s t a t e d  below, 
followed by what appears t o  us t o  be a v a l i d  counter argument: 

1, The s o c i a l  insurance o r  welfare state c h a r a c t e r i s t i c s  inherent  i n  
t h e  soc i a l  s e c u r i t y  Droaram are unsound, This argument was ra i sed  
i n  1934 when the  s&ia lYsecur i ty  program was first enacted and has 
been voiced eve r  since. Th is  ob jec t ion  has s t e a d i l y  diminished 
both i n  i n t e n s i t y  and i n  t h e  number of people making it t o  a point  
where today the  va s t  major i ty  of our  people accep t  t h e  need f o r  a 
minimum s o c i a l  insurance program based on adequacy r a the r  than 
equity. An attempt i n  Congress t o  abo l i sh  s o c i a l  s ecu r i t y  today 
would f ind almost no support.  

2. Although s o c i a l  s e c u r i t y  might be a l l  r i g h t  f o r  employees i n  pr i -  
va t e  industry,  i t  is  no t  s u i t a b l e  f o r  those  i n  publ ic  employment, 
W e  reject t h i s  argument as having no b a s i s  i n  f a c t .  On t h e  con- 
t r a ry ,  we regard s o c i a l  s e c u r i t y  a s  a proper program f o r  a l l  em- 
ployees unless the  group can demonstrate reasons why they s h o a d  
be mac'e an  exception, The burden of proof should be on those who 
r e s i s t  coordination, not  on those who propose it. Employees i n  
pr ivate  indus t ry  have the  same needs upon re t i rement  a s  those i n  
public employment, and v i ce  versa. Coordination i n  no way pre- 
cludes publ ic  employees from having t h e i r  own annui ty  program a s  
an add i t ion  t o  the  bas ic  s o c i a l  insurance program. Were the re  a 
va l i d  d i s t i nc t i on ,  then publ ic  employees should no t  be permitted, 
a s  they do presently,  t o  receive s o c i a l  s e c u r i t y  benef i t s  i n  cases 
where they become e l i g i b l e  under both programs. 

3. Accrued r i e h t s  of nublic emnlovees toward retirement Droerams ~L.  ~ - - - -  - - -...r-- - -- - - .. .~ - . - . . - -. . L~ - - P- 

should not  be taken away nor t m e r e d  with. This argument cannot 
be sustained under the  coordination plan proposed which would allow 
eaoh present  employee t o  e l e c t  whether o r -no t  t o  pa r t i c i pa t e  i n  the  
coordinated program. Those who elect t o  r e f r a i n  from pa r t i c i pa t i ng  
i n  t he  coordinated program w i l l  continue t o  have t he  same benef i t  
r i g h t s  they do a t  the  present  time. 

4. The coordinated program would p lace  c o s t s  and bene f i t s  beyond t h e  
con t ro l  of t he  S t a t e  Legislature.  The kind and level of benef i t s  
and t he  c o s t  of t h e  PEG program are now, f o r  a l l  p r a c t i c a l  pur- 
poses, beyond t h e  control '  of -the S t a t e  ~ e g i s l a t u r e ,  whenever 
Congress inc reases  o r  changes b e m f i t s  under the  s o c i a l  s ecu r i t y  
program, the re  i s  an immediate at tempt - usually success fu l  - 



t o  provide similar b e n e f i t s  under each of t h e  publ ic  employee re- 
t i rement  programs. Almost a l l  of the  recen t  l e g i s l a t i v e  changes 
inc reas ing  t h e  l e v e l  of E R A  benefi ts ,  f o r  example, have been pat- 
t e rned  after s o c i a l  secur i ty  changes. Therefore, there is convinc- 
i n g  evidence t h a t  publ ic  employees will, i n  one way o r  another, 
receive  b e n e f i t s  s u b s t a n t i a l l y  similar t o  those granted under the  
s o c i a l  s e c u r i t y  program, 

5. The prodected c o s t  of a coordinated PERA-Social S e c u r i t y  program 
i s  higher than t h a t  f o r  t h e  present  PER4 program. It is true t h a t  
t h e  projec ted  level normal c o s t  of PeRA is 12.2% of payrol l ,  as 
a g a i n s t  a projec ted  cos t  of 15% of payro l l  in 1969 f o r  t h e  coordi- 
n&ed program, But as demonstrated elsewhere i n  this repor t ,  the  
b e n e f i t s  provided under t h e  coordinated  program i n  most ins tances  
are more b e n e f i c i a l  t o  t h e  publfa employee. Also, there is no 
assurance whatsoever t h a t  t h e  l e v e l  normal c o s t  o f  PERA w i l l  remain 
constant  a t  1 2 , s  of payroll.  I n  fac t ,  the re  is every ind ica t ion  
based on t h e  h i s t o r i c a l  pa t t e rn  t h a t  t h e  c o s t  w i l l  increase.  I n  
view of the  e x i s t i n g  d e f i c i t  condit ion of t h e  PEW fund, we have 
a l ready reached a p o i n t  where contr ibut ions  must be  a t  a rate of 
about 15% of payro l l  j u s t  t o  keep t h e  d e f i c i t  from growing, There 
is l i t t l e  t o  j u s t i f y  any conclusion t h a t  c o s t s  w i l l  b e  s ign i f i can t -  
l y  d i f f e r e n t  whether o r  not  coordination takes  place. 

6 .  It is u n f a i r  t o  compel fu ture  pub l ic  employees t o  p a r t i c i p a t e  i n  
t h e  coordinated program without giving them t h e  same r i g h t  t o  elect 
a a r  
than f o r  publ ic  employees, almost no one has had t h e  p r iv i l ege  of 
deciding whether o r  no t  t o  come under s o c i a l  secur i ty .  Coverage 
has been mandatory i n  almost a l l  ins tances ,  Therefore, it could be 
argued t h a t  t h e  r i g h t  t o  e l e c t  given t o  p resen t  pub l i c  employees 3 s  
i n  the  na tu re  o f  a p r iv i l ege  granted t o  ve ry  few others.  J u s t i f i -  
ca t ion  f o r  granting this pr iv i lege  t o  p resen t  employees i s  that it 
is  somewhat u n f a i r  to change t h e  r u l e s  of t h e  game on employees who 
have come t o  count on a c e r t a i n  pension program. This  would not  be 
true i n  t h e  case of fu tu re  employees, because they would know a t  t h e  
time they decided t o  e n t e r  public employment e x a c t l y  t h e  pension 
program f o r w  hich they would be e l i g i b l e .  This  argument seems Some- 
what academic, i n  any case, a s  the  benef i t s  under thecoordinated 
program a r e  such t h a t  almost a l l  new employees would doubt less  
elect t o  part ici-pate i n  t h e  program anyway. 

7. Coordination of E R A  with s o c i a l  s e c u r i t y  means, f o r  a l l  p r a c t i c a l  
P w o s e s  . t h e  end of the  PERA broeram. This  conclusion cannot be - -  --- r-  -- - 
j u s t i f i e d  by t h e  f a c t s ,  public re t i rement  port ions of coordinated 
programs in -  o t h e r  s t a t e s  have no t  only continued i n  exis tence ,  b u t  
have expanded i n  recent  years. The same can be s a i d  f o r  supple- 
mental r e t i r e m n t  programs i n  p r iva te  i n d u s t r y  where t h e  r a t e  of 
expansion of b e n e f i t  l e v e l s  has been speeded r a t h e r  than retarded 
s i n c e  s o c i a l  s e c u r i t y  was established.  

8. 1% is impossible t o  dettend on the  s o c i a l  s e c u r i t y  progrw? -- f t  is 
i n  a constant  s t a t e  o f - f lux .  It is t r u e  t h a t f r & u e i i f ? 6 i z 1 i  
been made i n  s o c i a l  s e c u r i t y  b e n e f i t s  over t h e  ~ - a r s ,  b u t  without  
exception each change has been i n  t h e  d i r e c t i o n - o f  more 



generous benefi ts ,  There isnt  t the s l igh tes t  s ign t h a t  t h i s  trend 
w i l l  be reversed. I n  any event, there  has been l i t t l e  s t a b i l i t y  i n  
PERA benefi ts  during recent years e i ther .  

9. Female public employees would be compelled t o  contribute t o  social  
secur i ty  disproportionately t o  the leve l  of benefi ts  they w i l l  re- 
ceive, There is no. question but  t h a t  many of the  benefi ts  provid- 
-r soc ia l  secur i ty  a re  of l i t t l e  or no advantage t o  women, 
Hawever, any unfairness- t h a t  exists i n  this respect is no greater  
than it is f o r  women i n  private industry, The introduction of 
survivor and d ieab i l i t y  benefits i n t o  the  PERA program i n  recent 
years has placed women i n  substant ial ly  the same position a s  they 
would be under a coordinated program. A n y  program which is based 
on the concept of providing a minimumlevsl of benefits where most 
needed is subject  t o  this cr i t ic ism,  

LEGISLATION SHOULD BE ENACTED AT TME 1961 SESSION OF THE MINNESCITA STATE LEGISLA- 
TURE ESTABLISHING A COORDINATED PERAISOCIAL SECURITY PROGRAM AND AUTHORIZING 
PRESENT PER. MFXEERS TO PAKTICIPATE I N  THE COORDINATED I U N ,  

I n  order f o r  PERA members t o  e l e c t  t o  participate i n  a coordinated PERA- 
Social Security program, the S ta t e  Legislature must take action t o  f i x  the spe- 
c i f i c  coordination plan and es tab l i sh  the procedures under which employees can 
e l ec t  t o  be covered, We strongly recommend t h a t  this leg is la t ion  be enacted a t  
the 1961 session, 

Some argue t h a t  coordination of PERA with soc ia l  securi ty  should be 
delayed u n t i l  there i s  an opportunity to  gain additional experience under the 
coordinated plans now operating f o r  s t a t e  employees and s t a t e  teachers. We re- 
jec t  t h i s  argument, More than half of a l l  s t a t e  and l o c a l  employees throughout 
the nation are  now covered by s o c i a l  security,  The Ninnesota S ta t e  Legislature 
by act ing i n  1961 would not i n  any way be pioneering i n  t h i s  f i e l d ,  Imperfections 
which might become apparent a f t e r  experience with the coordinated plan can be 
worked out i n  future l eg i s l a t ive  sessions, The hardships which might a r i s e  from 
a few imperfections a r e  minor compared t o  the hardships which most cer ta in ly  w i l l  
a r i s e  through delqy, We part icular ly r e fe r  t o  the hardship confronting those 
public employees nearing retirement age who a r e  not now e l ig ib le  f o r  any retire- 
ment program. 

THE ENABLING IBGISLAT I O N  ESTABLISHING THE COORDINATED PERA-SOCIAL SECURITP PMGRAM 
SHOaD SELECT THE ALTERNATME WHICH AUDWS EACH PRESENT PERA MEZffER TO E3ZCT ON AN 
INDIVIDUAL BASIS WHETHER OR NOT TO BECOME A ~~R OF THE COOKDINAED PROGRAM, 

With very few exceptions a l l  employees i n  private industry were brought 
under soc ia l  secur i ty  coverage on a mandatory basis. They had no option. Aside 
from the  merits, however, there i s  no way under exis t ing enabling leg is la t ion  t o  
bring about mandatory cwerage of public employees, On the contrary, the only 
way public employees can be brought under a coordinated soc ia l  s ecur i ty  program 
is with t h e i r  consent under e i t h e r  of two al ternat ives ,  

Section 218 of the Social Security Act describes the  rs~~:::. i.;, kith 
employees of l o c a l  and s t a t e  governments may obtain coverage ilildsr Z C C ~ ~  secur- 
i t y .  S ta te  enabling l eg i s l a t ion  can be designed under one of two plans: (I) a 
plan whereby a majority vote of the affected employees is required and, upon a t -  



taining such a maJorlty a l l  employees, present and future,  are nandatorlly COVUPW 
ed under social  securi ty from the date prescribed i n  the ac t ,  and (2 )  a plan 
whereby a l l  future employees i n  the group are  covered under social  security as  a 
mandatory condition of employment and whereby present employees e l ec t  t o  come 
under o r  s tay  out of social security. Persons covered under SERA came i n  under 
the first of the two plans, and persons covered under the S ta te  Teachers Retire- 
ment Plan came i n  under the second o r  optional plan, 

Although there i s  considerable merit t o  the  f i r s t  of these two coordi- 
nation alternatives,  the p rac t i ca l i t i e s  of the  s i tua t ion  would seem t o  dictate  
tha t  the  optional plan is  the only po l i t i ca l ly  feasible  approach under which 
public employee groups are l i k e l y  to  be covered under soc ia l  security. We believe 
the advantages of assuring t h a t  a l l  future PERA members w i l l  be covered under the 
cmrdinated PERASoaial Security plan outweigh any disadvantages which might re- 
sult from giving each present employee the r i g h t  t o  e l e c t  whether t o  participate 
i n  the coordinated plan. 

C O O ~ I N A T I O N  OF PERA WITH SOCIAL SECURITY SHOULD NOT BE B E D  AS A MEANS OF m- 
D U C m  Tm PRESENT GENERAL LEVEL OF BENEFITS. 

Our purpose i n  recommending coordination of PERA with soc ia l  securfty 
i s  not t o  reduce the exist ing level  of benefi ts  under PERA. O u r  obJective is t o  
recommend a more sui table  t o t a l  pension program f o r  public employees. C~ngress, 
i n  establishing enabling leg is la t ion  permitting public employees t o  come under 
social  security, rejected any attempt t o  use coordination as  a means of reducing 
exist ing public employee retirement benefits. It i s  doubtful tha t  any coordina- 
t ion plan which had a s  i ts  objective reduction i n  the level  of benefits woad 
obtain the approval of the soc ia l  seuuri ty administration. Furthermore, any such 
reduction would be impractical under enabling leg is la t ion  permitting each present 
public employee t o  e l ec t  whether o r  not t o  part ic ipate  i n  the coordinated pro- 
gram * 

We recommend a coordination plan which would leave the level  of bene- 
fits subetant ial ly  a s  they a re  now. This general plan was used when SERA was 
coordinated with social  seuuri ty i n  1957, This meets the Congressional require- 
ment, and, i n  addition, i s  f a i r  t o  long-term public employees who have come t o  
r e ly  on a given l e v e l  of retirement benefits. 

THE LEGISLATURE S H W  OPPOSE ANT PROPOSAL TO INCREASE THE LEVEL OF BENEFITS UNDER 
FXRA UNTIL (1) PERA IS PLACED OM AT LEAST A FROZElV LIABILITY IEVn OF FUNDING, 
AND (2) A COORDINATED PERA-SOCIAL SECURITY PROORAM WAS BEEN ESABLISHED. 

I n  view of the  eerious de f i c i t  condition of the mRA fund, the argument 
ie  omp pel ling t h a t  there should be a requirement t h a t  its f i s c a l  house should be 
put i n  order before any further  increase i n  the  l eve l  of benefi ts  is considered. 
If it is not possible t o  bring the  fund in to  more adequate balance before embark- 
ing on further increases i n  the l e v e l  of benefits, then the future condition of 
the PERA fund is indeed seriocs and can only deter iorate  fur ther*  

Me regard coordination of ERA with soc ia l  security as  so important t o  
a sound t o t a l  pension program f o r  public employees t h a t  any fur ther  increase i n  
the level  of PE3A benefits should be postponed u n t i l  PERA is coordinated. Only by 
such a harsh prohibition on expanded benefi ts  can the prospects fo r  coordination be 
maximized. Only a f t e r  coordination i s  effected can we in te l l igent ly  detennine the 
direction t h a t  increased benefits should take. We believe a "hold the l inen  a t t i -  
tude a t  t h i s  time will work t o  the best  long-range in te res t s  of PERA members as  
well as of the taxpayer. 


