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INTRODUCTION 

Public pensions have not  been a topic of general public discussion. And, within 
government, policy makers (elected and others)  have not  taken general i n t e r e s t  i n  
public employee pension plans. For example, i n  the  Legislature, v i r tua l ly  a l l  
debate regarding public pensions takes place within the ten-member Legislative 
Commission on Pensions and Retirement. 

I n t e r e s t  has been low largely because there  has been l i t t l e  public rea l iza t ion  of 
the cos t  of the plans. By contras t ,  employer and employee organizations a r e  
d i rec t ly  affected by a l l  changes i n  pension plans and follow the plans closely. 
These conditions do not inv i te  the  policy makers' a t t en t ion  ... especially when they 
can apply themselves t o  issues t h a t  w i l l  produce more tangible benef i ts  f o r  the 
general public. 

The s i tua t ion  is changing ...p ublic i n t e r e s t  is  on the increase, mainly because the 
costs  of many pension plans a r e  r i s i ng  and government's resources a r e  l imited now. 
Policy makers may now have t h e i r  bes t  opportunity i n  twenty years t o  make major 
changes i n  Minnesota's public pension plans. 

Pension plans a r e  complex. But, they a r e  not incomprehensible ... not t o  policy 
makers and not t o  most taxpayers. Like other policy areas ,  pension plans a r e  b u i l t  
around some basic concepts. These seem no more o r  l e s s  complex than those fo r  
transportation,  heal th  care,  o r  taxation. However, the "basics" a re  rare ly  dis-  
cussed. Instead, spec i f ic  features  (e.g., deferred annuit ies augmentation, buy- 
back privileges,  and reduction factors)  appear t o  receive most of the a t tent ion.  

O u r  repor t  t r i e s  t o  describe the  basic concepts. And, a s  the  Legislat ive Commission 
did i n  the  l a t e  1950s, it examines the way these concepts a r e  now being applied. 
The discussion and recommendations a r e  divided i n t o  f i ve  par t s :  

-How pension plans work. 

-The purpose of public pension plans. 

-The benef i ts  provided by public pension plans. 

-Funding public pensions. 

-Public pension policy making and administration. 

A s  we examined public pension plans, it was c lear  t h a t  they had changed a good deal 
s ince the ear ly  1950s, par t i cu la r ly  with respect  t o  benefits  and funding. In these 
two areas, concepts a t  one end of the  spectrum have been abandoned for  those a t  the  
other  end. 

While Minnesota's pension plans a r e  healthy by comparison with those i n  many other 
s t a t e s ,  it is important fo r  the changes t o  be evaluated. Have the changes been f a i r  
t o  employees and have they been affordable f o r  taxpayers? Have our po l ic ies  on 
benefits  and funding moved too f a r  i n  one direction? Are there concepts not now i n  
use t h a t  should be? 



MAJOR IDEAS . . . . . . . . . . . . . . . . . . . 
Taxpayers and employees w i l l  be bet ter-off  through g rea te r  shar ing  of r e s p o n s i b i l i t i e s  
f o r  publ ic  pensions. Sharing has been a p a r t  of Minnesota's publ ic  pension p lans  f o r  
many years. Employees and taxpayers share t h e  c o s t  of  pension p lans  ... more equally 
today than a t  any t i m e  i n  the  pas t .  The concept of "sharing" should now be incorporated 
i n t o  o the r  aspects  of  pub l i c  pensions. . . i n t o  benef i t s ,  by shar ing  some of the r i s k  f o r  
fu tu re  b e n e f i t s  between taxpayers and employees; i n t o  funding, by sharing c o s t s  equally 
between generat ions of  taxpayers; and, i n t o  governance, through more a c t i v e  r o l e s  f o r  
the  Governor and pub l i c  employers. 

The problem of paying t h e  b i l l  f o r  pub l i c  pension$ is  now t h e  focus of publ ic  debate. 
Unt i l  recent ly ,  t h e  complexity of  pension plans'  kept  t h i s  po l i cy  area  ou t  of t h e  lime- 
l i g h t .  However, growing concern about t h e  c o s t  of s t a t e  and l o c a l  government has 
brought a t t e n t i o n  t o  the c o s t  of  publ ic  pensions. In  Minneapolis, f o r  example, pen- 
s ion  cos t s  account f o r  approximately one t h i r d  of  t h e  c i t y ' s  property t a x  levy. A t  
t he  same t i m e ,  the chairman of the Legis la t ive  Commission on Pensions and Retirement 
has proposed t h a t  the s t a t e  match a l l  l o c a l  government cont r ibut ions  t o  publ ic  employee 
pension plans.  

Adequate a t t e n t i o n  is n o t  being given t o  the  causes f o r  increas ing cos ts .  To date ,  
pol icy  discussion has focused on p lans  f o r  c o s t  r e l i e f  and not  c o s t  cont ro l .  The 
Legis la ture ,  mainly by c rea t ing  deadlines f o r  t h e  f u l l  funding of  a l l  pension c o s t s ,  
has focused debate on methods f o r  meeting the deadline. And, a s  a r e s u l t ,  l i t t l e  
a t t e n t i o n  has been given t o  the forces  which a r e  now pushing c o s t s  up. 

The cur ren t  l e v e l  of b e n e f i t s  i s  no t  the problem. For most employees w e  found the  
d o l l a r  amount of b e n e f i t s  received a t  retirement'  t o  be adequate. There a r e  some 
employees whose b e n e f i t s  may be t o o  low, mainly those who r e t i r e d  before 1973. And, 
t h e r e  a r e  some whose b e n e f i t s  may be too  high. But, f o r  most employees a publ ic  pen- 
s ion  i n  combination with s o c i a l  secur i ty  provides an adequate pension a t  ret i rement.  

And, the re  is  no c r i s i s  with respect  t o  funding. Except f o r  l o c a l  p o l i c e  and f i r e  
p lans ,  Minnesota's pub l i c  pensions s e e m  t o  have s u f f i c i e n t  reserves.  With the excep- 
t i o n  of t h e  Teachers Retirement Association, reserves  a r e  growing, approaching 100% 
funding i n  some cases. 

To con t ro l  cos t s ,  t h e  format f o r  b e n e f i t s  must be changed. Vi r tua l ly  a l l  Minnesota 
pub l i c  pension p lans  now work on a de6ined b e n e f i t  bas i s .  With the exception of  
publ ic  s a f e t y  employees, pension benef i t s  a r e  based on an employee's years  of se rv ice  
and h i s  wages during h i s  l a s t  f i v e  years  of employment. Because b e n e f i t s  a r e  based 
on sa la ry  during these  f i n a l  years ,  it is poss ib le  t h a t  b e n e f i t s  pa id  may be substan- 
t i a l l y  g r e a t e r  than t h e  cont r ibut ions  t h a t  were p u t  as ide  during t h e  employee's work 
l i f e .  I f  the r a t e  of i n f l a t i o n  is high, t h e  problem i n t e n s i f i e s .  By increas ing 
employee cont r ibut ions ,  some of t h e  add i t iona l  c o s t  can be paid. However, the bulk 
of t h i s  l a rge ly  in f l a t ionary  and open-ended expense is l e f t  t o  the  taxpayers. 

Benefi ts  can a l s o  be based pn "defined contr ibutions."  This approach does not  guaran- 
tee a benef i t ;  r a t h e r  it guarantees t h a t  a c e r t a i n  amount w i l l  be  placed i n  each 
employee's ret i rement fund on a regular  bas is .  When t h e  employee retires, h i s  pen- 
s ion  b e n e f i t  is determined by the amount t h a t  is i n  h i s  individual  account. Univer- 
s i t y  of  Minnesota f a c u l t y  members have this kind of plan.  Current cont r ibut ions  t o  
the  Universi ty plan a r e  earning i n t e r e s t  a t  a r a t e  of  8.25%. 



In the past,  the re t i rem~nt  plans for teachers and Minneapolis municipal employees 
worked on the defined contribution method. This approach was dropped because it was 
not providing an adequate benefit. 1t failed to  do so because the contribution rates  
were low and - not because of any inherent defects with the defined contribution method. 

Risk for future benefits can be shared without jeopardizing employees' basic benefits. 
The basic difference between the defined benefit and the defined contribution approach 
is in the distribution of r isk for future benefits. The former places a l l  of the r isk 
on the taxpayers and the l a t t e r  puts it on the employee. We feel  that ,  for higher- 

4 salaried employees, the r isk can and should be shared. The defined benefit approach 
should be used t o  provide every employee with a certain basic benefit. For lower and 
middle-salaried employees, the basic benefit could be the i r  ent ire  pension. Higher- 

L salaried employees should receive part  of their  pension benefit from the defined con- 
tribution plan and part  from a defined benefit plan. These employees can afford the 
risk. 

both the defined benefit and defined contribution approach. The benefit system we 
propose w i l l  improve cost control. From the employee's perspective, th i s  is  desirable 
because it adds assurance that  promised benefits w i l l  be paid. From the taxpayer's 
perspective, controlling pension costs is desirable because th i s  w i l l  help s tabi l ize 
s ta te  and local taxes. 

Public safety employees need special attention. Other than permitting public safety 
employees an ear l ier  retirement age (55),  the i r  pensions should be the same as other 
public employees. The same benefit formula should be used, including coordination 
with social security. Post-retirement benefit adjustments should come (as they do in 
other plans) through increases in social security and as a resul t  of investment earnings. 

The cost of public pensions t o  the taxpayers must be divided evenly among different 
generations of taxpayers. To do th is ,  employer contributions should be made a t  a con- 
s tant  per cent of payroll, including social security payments. This approach w i l l  
divide pension costs evenly among different generations of taxpayers. It w i l l  also 

* show clearly the impact of any change in benefits on pension costs. By contrast, the 
current funding policy tends t o  load costs unfairly onto current taxpayers. And, a t  
times, it w i l l  hide the cost of benefit increases. . 
Governance of public pensions must also be shared...for policy purposes, between the 
Legislature and the Governor, and for administrative purposes, between public employers 
and employees. A s  the s t a te ' s  chief executive officer,  the Governor should be a major 
actor in  pension policy debate. He should propose policy changes as well as review 
those proposed by the Legislature. Currently, responsibility for making proposals 
and reviewing them rests  almost entirely with the Legislative Commission on Pensions 
and Retirement. While the Commission has done an excellent job, participation by the 
Governor is essential t o  insure adequate checks and balances. 

The composition of the boards of directors of pension plans should ref lect  the finan- 
c i a l  responsibility that  both the public and the employees have for current and future 
benefits. Currently, the public is not adequately represented. While these boards 
cannot change pension benefits, they do play a major role in plan administration and 
policy discussion a t  the Legislature. A s  such, f a i r  representation by both the public 
and the employees is essential. 



Part  I - HOW A PENSION PLAN WORKS 

For a l l  pension plans there  a r e  two major decisions t h a t  must be made: F i r s t ,  a 
decision must be made on what an appropriate pension should be. And, second, a 
decision must be made on how t o  reach t h i s  goal. 

Several factors  a r e  taken i n t o  account i n  deciding what should be an appropriate 
pension. Among the most important fac tors  t o  be considered are:  

-The goal of the  pension system. 

-Other income sources of each r e t i r e e  (such a s  soc i a l  secur i ty ,  savings, other 
family income, part-time work). 

-The tax s i t ua t i on  05 each re t i ree .  

-The condition of the  economy w i t h  respect to ,  f o r  example, in f la t ion  and 
purchasing power, both when a person r e t i r e s  and i n  the  future  during r e t i r e -  
ment years. 

Different employees and employers w i l l  a t t ach  d i f fe ren t  weights to. these four major 
factors.  Employers of ten place grea tes t  emphasis on the  overal l  goal, while 
employees a r e  more concerned w i t h  t h e i r  pa r t i cu l a r  s i tuat ion.  

Once an appropriate pension has been defined, a decision must be made on how t o  
provide the pension. There a r e  two basic a l te rna t ives  from which t o  choose. The 
f i r s t  a l t e rna t ive  is  b u i l t  around a "defined contribution." Employers and/or 
employees contribute a fixed amount of money every year t h a t  the  employee is work- 
ing. Whatever t h i s  sum of money w i l l  buy a t  the  time of the  employee's retirement 
i s  the  pension amount. Each employee has h i s  own "bank account." The contribu- 
t ions  a r e  invested and, a s  such, the  employee is a t  r i s k  for  any unanticipated 
changes i n  the  economy. Insurance companies which handle t h i s  kind of account 
w i l l  often o f f e r  the  employee the  choice of a "fixed return" o r  a "variable 
return" account. The fixed re turn account assures the  employee of ge t t ing  back 
what he contributes,  plus any accumulated in te res t .  The variable account provides 
no such guarantee. The employee's r i s k  i s  considerable. He may have a consider- 
able p r o f i t  o r  loss .  

The second major a l t e rna t ive  i s  a "defined benefit." Here, the  r e t i r e e ' s  benefit  
is usually determined by applying a formula t o  h i s  salary.  In many cases h i s  
average salary during the  l a s t  f i ve  years of service is used. In  t h i s  method, 
the employer and, t o  a much l e s se r  extent,  the employees a r e  a t  r i s k  for  any un- 
ant ic ipated changes i n  the  economy and the  work force. A sudden depression may 
mean t h a t  the  employer cannot meet pension costs o r  t h a t  money put aside by the 
employer fo r  pension benef i ts  may be used for  other purposes. Federal law protects  
pr ivate  employees t o  a ce r ta in  extent from these kinds of losses ,  but there  is no 
s imilar  protection fo r  public employees. 

In a defined benef i t  plan, a decision must be made on how t o  pay the benef i ts  t h a t  
w i l l  come due when people begin r e t i r i ng .  Once again, there  a r e  two al ternat ives:  
"Pay-as-you-go," where the  employer simply pays the amount of  benef i ts  as  they a r e  
due; and "advance funding," where t he  employer and employees estimate future bene- 
f i t s  and then put  money aside t o  pay them. The major differences between these two 
a l te rna t ives  are:  



-"Pay-as-you-gon allows the general public the use of the money unt i l  it i s  
paid. With "advance funding," the money i s  held by the pension plan. 

-Any investment earnings for the former accrue to  the general public, and, for 
the l a t t e r ,  t o  the pension plan. 

-The risk involved is different. For "pay-as-you-go," contributions to the 
pension plan may be erratic-higher one year and lower the next, but generally 
increasing. For "advance funding," too much money may be put aside or too 
l i t t l e .  

A t  any time, there i s  also the possibili ty that  a decision w i l l  be made to  change 
what is  meant by an adequate pension. This means that pension benefits could be 
ei ther  increased or decreased. Benefit increases may apply to both working and 
ret i red employees. And, other changes may apply only t o  people who are s t i l l  
working. 

Changes for people who are already ret i red (post-retirement adjustments) may take 
any of the following forms: 

-An adjustment may come through social security benefits. Currently, social 
security benefits change with increases in  the consumer price index. 

-The employer may put a provision i n  the pension plan allowing automatic 
increases under certain specified conditions. For example, there may be a 
pension benefit increase following every increase in  the wages of current 
employees. 

-Ad hoc benefit increases may be granted by the employer. 

People who are s t i l l  working may have the i r  benefits changed by a change in any 
provisions of the pension plan. For example, i f  the number of years of service 
required in order t o  be el igible for a pension are decreased, then th is  w i l l  
change the benefits for qualifying active employees. Some employees who might not 
have been el igible for a pension under the old provisions may now be eligible.  
Employees who are just beginning work w i l l  qualify for a pension sooner than they 
would have under the old provisions. Another example would be a change related 
to  the age a t  which an employee can begin collecting pension benefits. I f  th is  
age i s  decreased for a l l  present employees, then employees w i l l  be able to  collect 
benefits over a longer period of time, presuming that  there is also no decrease 
in their  l i f e  expectancy. 

Under a "pay-as-you-go" system, changes i n  pension benefits for ei ther  ret i rees or  
active employees can be paid for  along with other pension expenses. Under an 
"advanced funding" system, the employer's regular contributions t o  the plan could 
be increased. O r ,  the employer could s e t  up a separate payment schedule to  pay 
for the additional benefits. 
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P a r t  I1 - THE PURPOSE OF PUBLIC PENSION PLANS 

Findings 

Pension p l ans  have t r a d i t i o n a l l y  been used t o  provide c a r e e r  employees w i t h  some 
income dur ing  re t i rement .  

Minnesota's f i r s t  p u b l i c  pension p l an ,  t h e  Minneapolis Firemen's Rel ie f  Associat ion,  
w a s  begun i n  1868. A t  f i r s t ,  the Associat ion provided only  a d i s a b i l i t y  pension. 
Soon a f t e r  t h e  Spanish-American War, a r egu la r  pension (one t h a t  a l l  employees 
could g e t  a f t e r  a  c a r e e r  o f  s e r v i c e )  w a s  added. These two kinds o f  b e n e f i t s ,  
d i s a b i l i t y  and s e r v i c e  pensions,  coupled wi th  i n c e n t i v e s  f o r  a c a r e e r  of s e r v i c e  
a r e  now common t o  most governmental and non-governmental pension systems. 

I t  w a s  n o t  u n t i l  t h e  e a r l y  1900s t h a t  pension p l a n s  were e s t a b l i s h e d  f o r  non-public- 
s a f e t y  government employees. The S t .  Paul  and Minneapolis t eache r s  r e t i r emen t  asso- 
c i a t i o n s  w e r e  s t a r t e d  i n  1909; Duluth t eache r s  i n  1910; Minneapolis Municipal Employ- 
e e s  Retirement Fund (MMERF) i n  1919; Minnesota S t a t e  Retirement System (MSRS) i n  
1929; Teachers Retirement Associat ion (TRA) i n  1931*; Univers i ty  o f  Minnesota f a c u l t y  
p l a n  i n  1935; and Publ ic  Employees Retirement Associat ion (PERA) in 1936. 

I n i t i a l l y ,  t h e  non-public s a f e t y  pension p l ans  provided only a pension b e n e f i t .  
I t  w a s  common f o r  p l a n s  t o  work on a  def ined  con t r ibu t ion  b a s i s .  Two of t h e  
s t a t e ' s  t h r e e  l a r g e s t  p l a n s  (MSRS and PEW) worked on a def ined  b e n e f i t  p r i n c i p l e  
from t h e i r  incept ion .  The t h i r d  (Tw) had a  de f ined  con t r ibu t ion  plan.  The 
i n i t i a l  and s o l e  o b j e c t i v e  i n  a l l  ca ses  ( r ega rd l e s s  o f  t h e  method used t o  reach it) 
w a s  t o  provide a pension. I n  t h i s .  r e s p e c t  they  w e r e  s i m i l a r  t o  t h e  p u b l i c  s a f e t y  
p lans .  While t h e  length  o f  s e r v i c e  r equ i r ed  t o  q u a l i f y  f o r  a pension w a s  s h o r t e r  
than t h a t  i n  p u b l i c  s a f e t y  jobs, it w a s  s t i l l  designed as an incen t ive  f o r  a  
c a r e e r  o f  s e rv i ce .  Survivor  b e n e f i t s ,  d i s a b i l i t y  b e n e f i t s ,  s p e c i a l  p rov i s ions  f o r  
e a r l y  r e t i r emen t ,  and pos t - re t i rement  adjustments  d i d  no t  become s tandard  provi-  
s i o n s  o f  t h e  non-public s a f e t y  pension p l ans  u n t i l  t h e  l a t e  1950s.** 

Even a t  t h e  start ,  t h e  purpose o f  a pension p l an  w a s  no t  c l e a r .  Today, there is 
even l e s s  c l a r i t v .  

C l a r i t y  is lacking  f o r  t h r e e  major reasons:  

-We can no longer  be  s u r e  t h a t  pension b e n e f i t s  are a s i g n i f i c a n t  f a c t o r  i n  
a t t r a c t i n g  and r e t a i n i n g  employees. 

-There i s  growing controversy over  what c o n s t i t u t e s  an adequate p u b l i c  pension. 

-Their s i z e  a lone  sugges ts  t h a t  p u b l i c  pension p l a n s  impact on many p u b l i c  and 
p r i v a t e  a c t i v i t i e s ;  however, no one i s  s u r e  how. 

* The f i r s t  s ta tewide  t eache r s  r e t i r emen t  pension p l an  was e s t a b l i s h e d  as t h e  
Teacher Retirement Law, 1915. This  law and t h e  p l an  w a s  rep laced  by t h e  
Teachers Retirement Associat ion,  1931. 

** A d i s a b i l i t y  b e n e f i t  w a s  added t o  MSRS employees i n  1951. 



Salar ies  f o r  s t a t e  and loca l  public employees a re  no longer lower than those fo r  
s imilar  employees i n  the  pr iva te  sector  (see Table 1). Thus, pensions and other 
fr inge benefits  no longer play such a large ro l e  i n  recruitment of employees. 

Table 1 . 

GOVERNMENT EARNINGS AS A PER CENT OF PRIVATE INDUSTRY EARNINGS 

Total non-military 
public employment 99.5% 102.4% 106.4% 112.2% 113.4% 114.5% 

Federal 118.2 123.9 133.4 140.8 145.9 159.7 
S t a t e  and loca l  91.8 95.2 98.7 105.0 106.2 104.2 

Public education 92.9 99.9 102.4 109.0 108.1 102.8 
Non-school 90.8 90.9 94.7 100.5 103.9. 105.7 

SOURCES: 1955-1973, Advisory Commission on ~ntergovernmental Relations s t a f f  
compilations based on Department of Commerce Survey of Current Business, published 
i n  the  National Journal, August 21, 1975, p. 1199. 1977 based on employment and 
earnings October, 1977, a s  reported by U. S. Department of Labor, Employment and 
Earnings, Table C-1. And, the  Census of Governments. 

In testimony t o  our committee, the  d i rec tor  of personnel f o r  the S t a t e  Department of 
Transportation reported t h a t  pensions a re  of ten not a major concern with prospective 
employees. 

"Retirement benef i t s  mean d i f fe ren t  things t o  d i f fe ren t  people. If the 
department is  recru i t ing  a manager o r  similar-level  person, t h a t  person 
may look a t  several  things, and retirement may be very important. How- 
ever, the f i r s t  concern is normally the  challenge of the  job and the  
overa l l  compensation f o r  the  job."* 

"Adequacy" has always been a concern with respect t o  public pensions. It has often 
been resolved by aiming toward a public pension which would replace about one half  
of an employee's average salary a f t e r  about 30 years of service.** The remainder of 
an employee's retirement income was assumed t o  come from personal savings. Together, 
the public pension and personal savings a r e  intended t o  provide an "adequate" income. 

"Adequacy" i s  more d i f f i c u l t  t o  address i n  the  case where public employees have 
soc ia l  secur i ty  benef i ts  i n  addit ion t o  t h e i r  savings and public pension. This is  
par t icu la r ly  t rue  because of the  f ac t  t h a t  public employers do not have complete 
information about t h e i r  employees' soc ia l  secur i ty  benefits. 

The increasing number of two-income families may, i n  the future,  make "adequacy" 
more d i f f i c u l t  t o  judge. More couples a r e  l i ke ly  t o  have two pensions. There may 
also be a regular income due t o  a spouse's employment i n  households where there 
was previously only a pension and soc i a l  security.  

*Comments by Don Wicklund, Director of Personnel, Minnesota Department of Trans- 
por ta t ion,  t o  the Cit izens League Committee on Public Pensions May 8, 1978. 

**Some formulas were based on an employeels highest f ive  salary years ra ther  than 
a career averacre. For example, MSRS had a "hiqh five" formula from 1929 t o  1955. 



In addition, l i f e  a f t e r  retirement today is  quite different from that  for previous 
generations. Inflation is  more serious today than a t  some periods in  the past. 
Employees are re t i r ing  ea r l i e r ,  on the average, and are generally i n  be t te r  physi- 
ca l  condition and have longer l i f e  expectancies. They can do more. In some cases 
th i s  means taking another job. For others, it means travel and a variety of 
le isure ac t iv i t ies .  With t h i s  broader range of poss ib i l i t ies  and the problems 
related to  inf lat ion,  it is more d i f f i c u l t  t o  reach agreement regarding the "ade- 
quacy" of a public pension. 

Between 1955 and 1975, the membership i n  Minnesota's three major statewide plans 
(PERA, TRA, and MSRS) doubled, going from 90,000 t o  about 182,000. The assets of 
these plans increased about 18.5 times, going from about $70 million t o  about 
$1.3 bi l l ion.  The scope of benefits has also grown. Disability and survivor bene- 
f i t s  are now a par t  of almost every plan. AS a resul t  of the i r  growth and change, 
it is  d i f f i cu l t  t o  separate the consequences of having a pension system from i ts  
basic purpose. Two examples w i l l  i l l u s t r a t e :  

-Because pension plans accumulate large pools of capi tal ,  some people now argue 
tha t  the i r  major purpose i s  t o  provide investment capi tal ,  assuming a role 
once played by the savings of individuals." 

-Because pension plans now include disabi l i ty  benefits, some people argue tha t  
the purpose of a pension plan is  t o  provide income for  disabled workers, 
assuming the role of the s t a t e ' s  workers compensation program.** 

Lacking a clear  statement of purpose, Minnesota's public pension systems are now 
being used t o  carry out objectives that  would otherwise be accomplished through 
separate and d i s t inc t  programs. 

The trend can be i l lus t ra ted  by the following examples: 

-Leave of absence for  teachers: During the 197.7 session, the Legislature 
created a special leave of absence program for  teachers. The program allows 
a teacher t o  accumulate c redi t  toward a pension while taking a five-year 
extended leave. During the leave, teachers may continue t o  make contributions 
t o  the i r  pension plan. Their contributions w i l l  be matched by the s ta te .  
The objective is  t o  encourage teachers t o  change careers and thereby reduce 
the number of teachers during a period of declining enrollments. A specia.1 
appropriation was made to  pay for  t h i s  program. 

-Lower retirement age for  high-risk jobs: Public safety employees are  permitted 
t o  r e t i r e  a t  a younger age than other public employees. This increases the 
cost of pensions for  public safety employees. The objective is t o  keep th i s  
portion of the public work force young. 

-Disabiliry: Minnesota's pension plans now provide disabi l i ty  bene- 
f i t s .  In some other s ta tes  (e.q., ~ l l i n o i s ) ,  d isabi l i ty  benefits are  financed 
through a direct  appropriation, keeping payments for disabi l i ty  separate from 
those for  pension benefits. 

*See The North W i l l  Rise Again: pensions Policies and Power in  the 1980st 
Jeremy Rifkin and Randy Barber, Beacon Press, Boston, 1978. 

**Disability benefits are  o f f se t  against workers compensation benefits. But, 
the resul t  is tha t  two programs are addressing the needs of disabled workers. 



-Financing public works projects with pension fund reserves has been proposed: 
As the assets of public pension plans have grown, there has been an increasing 
number of proposals to  use these funds to  finance public works projects. For 
example, since 1974 a proposal was made to  use PERA funds to  construct a s t a te  
office building. Other suggestions have been made, for example, that  pension 
funds be used t o  purchase the general obligation bonds of s t a te  and local 
governments. The tax-exempt status of these bonds lowers their  interest  rate. 
Since Minnesota public pension funds are not taxed on the i r  earnings, they 
would be losing by investing in  general obligation bonds rather than the stocks 
and bonds of private corporations. 

Conclusions 

The purpose of a public pension plan should be t o  provide one source of income 
for employees a f t e r  they reach a specified retirement age. 

A public pension should not be thought of or designed t o  provide an '3nployee 
with a l l  of his  retirement income. Rather, the pension should be a supplement 
t o  personal savings and social security. 

Even with personal savings and social security, s t a te  and local governments must 
continue t o  provide a pension. Without the public pension, there would, no doubt, 
be many public employees without personal savings and/or sufficient social 
security benefits t o  support themselves during retirement. A s  a resul t ,  their  
retirement incomes would have t o  come from various income maintenance programs. 
We find th i s  t o  be undesirable, preferring instead to supplement an '3nployee's 
own savings and social security benefits with an adequate public pension. 

We also recognize tha t  standards related t o  "adequacy" have changed. These 
changes should be considered as a part  of any discussion of the level of public 
pension benefits. But, changes i n  our concept of "adequacy" should not affect  
the general purpose of a public pension. 

Two c r i t e r i a  should be used t o  judge how adequately Minnesota's public pensions 
meet the stated purpose: 

-Do they guarantee adequate income for ret i rees,  and, secondary to  t h i s  guar- 
antee, do the plans give employees a choice regarding their  pension program? 

-Are the plans' costs to  the public affordable and predictable? 

The f i r s t  t e s t  of a pension plan should be i ts abi l i ty  t o  provide retirement 
income. The question of "adequacy" i s  primary. Employee choice is also impor- 
tant  but secondary. Since the pension is a part  of an employee's compensation, 
he should have some choice i n  the way he receives th is  compensation. However, 
the amount of choice must be limited, so that  the risk of an employee's losing 
his  pension benefits because of a "bad decision" is minimized. This l i m i t  On 
choice i s  also necessary in order t o  protect the general public against large 
future claims for additional benefits from employees who (unknowingly or other- 
wise) made poor decisions regarding the i r  retirement income. 

The second t e s t  is  necessary from the employee's point of view t o  assure that  
benefits w i l l  be paid, and from the taxpayer's point of view to  assure tha t  
pension costs w i l l  not be excessive or unexpected. A s  i s  true for other public 
programs, the public's purse is limited. The abi l i ty  t o  predict future costs is  
important in  planning the use of these resources. 



Public pensions should not be designed primarily to  a t t r ac t  people to  public 
service. A t  the same time, they should not discourage people from taking public 
sector iobs. 

Public pensions should be competitive with those i n  the private sector. Pensions 
have become a standard par t  of an employee compensation package. They are no 
longer unique t o  the public sector. The benefit is expected by a l l  employees. 
And, the public sector must provide it. Furthermore, the benefit must be competi- 
t ive  with that offered by the private sector. 

Because pension benefits are provided t o  employees as a group, they are probably 
not the best way t o  reward exceptional employees. For example, it would not be 

.I wise t o  raise benefits overall in  order t o  reward a small group of employees. 
Rather, the public sector should look for other means of providing rewards. 

b .  Public pensions should not be used as a means of implementing other public policies 
where added costs are involved unless separate and dist inct  methods are s e t  up for 
this .  

Pension plans should not be used t o  implement other public policies. In some cases 
it might be desirable t o  "piggy back" a policy onto a pension plan. When th i s  is  
done, the additional objective should be financed separately, as  has been done 
with teachers who take a leave of absence t o  seek a new career. Other examples 
might be: 

-Lower retirement age for police and f i r e  employees can be permitted, but perhaps 
a special and separate appropriation should be made t o  finance t h i s .  

-A disabil i ty program could be run through the pension plan, but th i s  should 
be kept separate from the regular pension. It  should be financed through a 
separate and special appropriation. 



Part  I11 - THE BENEFITS PROVIDED BY A PUBLIC PENSION PLAN 

Findings 

The benef i t  system has changed from one b u i l t  around defined benef i ts  and defined 
contributions t o  one based almost en t i re ly  on defined benefits .  

Since the  1950s, major public plans have changed from defined contributions t o  
defined benefits .  Looking a t  the  s t a t e ' s  major funds: 

-Defined contribution plans were being used by the  Minneapolis Teachers Retire- 
ment Association u n t i l  1952, by the Minneapolis ~ u n i c i p a l  Employees Retirement 
Fund u n t i l  1955, by the Duluth Teachers Retirement Association u n t i l  1969, and 
by the  Teachers Retirement Association u n t i l  1969.* 

The University of Minnesota faculty plan s t i l l  works on the  defined contribu- 
t ion  principle.  

Together, defined contribution plans covered about 35% of a l l  Minnesota s t a t e  and loca l  
public employees i n  1950. Today, only about 2.4% of ~ i n n e s o t a ' s  public employees are  
covered by defined contribution plans. These employees a re  e i t he r  members of the  Uni- 
vers i ty  facul ty  plan, short-term Minneapolis municipal and school employees, o r  a r e  
"unclassified" s t a t e  employees. The s t a t e  "unclassified" service  consis ts  primarily 
of appointed s t a t e  o f f i c i a l s .  

The Teachers Retirement Association was t he  only statewide plan t o  ever work On a 
defined contribution basis.  This was the  case u n t i l  1969. A t  t h a t  time, the  Legis- 
l a tu r e  found t h a t  benef i ts  f o r  teachers were lower than those of most other  public 
employees. To insure equity, a new plan was adopted t ha t  placed most new employees 
i n  a defined benef i t  program and gave old  empioyees the  option of joining. The 
formula f o r  the  new program was almost iden t ica l  t o  the  PERA and MSRS formulas. 

Defined contribution plans a re  often c r i t i c i z e d  because the  benef i ts  a re  not a s  
predictable by the employee a s  those he would receive under a defined benef i t  plan. 
Under a defined contribution, benef i ts  depend on the  performance of the  plan 's  
investments during h i s  working l i f e .  AS a r e su l t ,  there is more uncertainty for  
the  employee. 

T R A ' s  lower benef i ts ,  however, were not a function of poor return on investment. 
Rather, t h e  problem was t ha t  contributions p r io r  t o  1957 were capped a t  $100 per  
year. Between 1957 and 1967, the  cap was ra ised twice; however, it was never 
enough t o  bring t he  benef i t s  up t o  a par with the  other  statewide plans. Compare, 
f o r  example, the benef i ts  t h a t  an employee received a t  retirement i n  1974 a f t e r  30 
years of service: 

*The Teachers Retirement Association had an "improved" defined contribution plan. 
For service  p r i o r  t o  July 1, 1957, each employee's deductions were supplemented 
by a 25% credi t .  



Table 2 

BENEFITS PER MONTH AND AS A PER CENT OF FINAL SALARY; 1974l 

'see Appendix B f o r  assumptions and ca lcula t ions .  

FINAL SALARY: 

$10,480 

$19,213 

$36,679 

In t h e  l a s t  few years the re  has been new i n t e r e s t  i n  t h e  defined contr ibut ion  plans. 
The Legis la t ive  Commission on Pensions and Retirement's 1969 r e p o r t  described va r i ab le  
annuity p lans ,  one form of defined contr ibut ion  p lan ,  a s  an e f f e c t i v e  means of pro- 
t e c t i n g  employees and r e t i r e e s  aga ins t  i n f l a t i o n . *  And, when t h e  Legis la ture  adopted 
a s t r a t e g y  f o r  providing post-retirement adjustments, it used t h i s  p r inc ip le .  The 
Minnesota Adjustable Fixed Benefi t  ~ u n d  (MAFBF) provides post-retirement adjustments 
based on t h e  performance of  investment of  t h i s  fund which i s  composed of t h e  contribu- 
t i o n s  f o r  a l l  r e t i r e d  employees. A form of defined contr ibut ion  p lan  has a l s o  recen t ly  
been given some considerat ion by a t  l e a s t  one member of t h e  Legis la t ive  Commission. A 
memo from t h e  Commission s t a f f  t o  t h i s  member reaches t h e  following conclusion: 

"The conclusion which can be &awn then is  t h a t  t h e  universa l  money purchase 
plan (defined contr ibut ion  p lan)  w i l l  only reach d o l l a r  equivalency wi th  the  - present  formula when t h e  r a t e  of s a l a r y  increase  i s  r e l a t i v e l y  modest and 
the  r a t e  of guaranteed i n t e r e s t  is  i n  t h e  neighborhood of  7.5%.** . . . The 
disadvantages of  the  proposal from a pol icy  po in t  of view a r e  few. The chief  
disadvantage would be t h a t  t h i s  proposal would be a r a d i c a l  change i n  t h e  
pension system, making it i n i t i a l l y  d i f f i c u l t  t o  understand, explain and 
manage. "*** 

*Report t o  t h e  1969 Legis la t ive  Session of t h e  S t a t e  of  Minnesota, 
Legis la t ive  Commission on Pensions and Retirement, p. 14. 

* * ~ e c e n t ' e x p e r i e n c e  f o r  such p lans  shows an average r e t u r n  of  7.25% over the  l a s t  
n ine  years. The Universi ty of Minnesota f acu l ty  p lan ,  which is a defined con- 
t r i b u t i o n  p lan ,  has pa id  a r e t u r n  of 8.25% s ince  October, 1976, f o r  funds cont r i -  
buted t o  i t s  "fixed" re tu rn  program. 

DEFINED CONTRIBUTION 

***Legislative Commission on Pensions and Retirement s t a f f  memo, 5/25/78. 
The memo c a l l e d  f o r  a "no r i s k "  p lan ,  one t h a t  guaranteed a t  l e a s t  a 
spec i f i ed  re tu rn  on investment. 

DEFINED BENEFIT 
TRA 

(with Soc. Sec. ) 

TRA = $223 
SS = 300 - 
Tota l  = 523 (60%) 

TRA = $257 
SS = 328 - 
Tota l  = 585 (37%) 

TRA = $314 
SS = 328 - 
Tota l  = 642 (21%) 

PERA/MSRS/TRA 
( w i t h  Soc. ~ e c .  1 

SS SS = $300 
PERA/MSRS = - 323 
Total  = 623 (69%) 

SS = $328 
PEl?A/MSRS = - 592 
Tota l  = 920 (56%) 

S S = $328 
PERA/MSRS = 1130 
Total  1458 (46%) 

TRA 
(no Soc. Sec. ) 

$313 - 
313 (36%) 

$382 - 
382 (24%) 

$495 - 
495 (16%) 

PER&/TRA 
(no Soc. Sec. 1 

- 
$565 
565 (63%) 

- 
$1036 

1036 (63%) 

- 
$1977 

1977 (63%) 



Defined benef i t  plans have a long his tory i n  the public safety  area. They go back 
t o  the  ear ly  p a r t  of t h i s  century i n  both Minneapolis and St. Paul. Two of the  
major statewide funds, the Minnesota S ta te  Retirement System (MSRS) and Public 
Employees Retirement Association (PEW), have had defined benef i ts  since t h e i r  
beginnings. 

The ear ly  defined benef i t  plans had f a i r l y  r e s t r i c t ed  formulas. The PEW and MSRS 
formulas placed a ce i l ing  on the  amount of sa lary t h a t  could be used i n  computing 
an employee's pension. For example, i n  1955, it was the  f i r s t  $4,800. These plans 
a l so  placed a $200 per  month maximum on benef i ts  u n t i l  1956. The i n i t i a l  defined 
benef i t  plan fo r  the  St. Paul Teachers Retirement Association was based on a " f l a t  
payment" f o r  each year of service. 

The public safety  plans have never been r e s t r i c t ed  i n  the  same way. In  both Minnea- 
p o l i s  and St. Paul, pensions have been computed a s  a per  cent of the  sa la ry  of a f i r s t  
c l a s s  patrolman o r  f i re f igh te r .  Not only have there  been no maximums on these bene- 
f i t s ,  but  the  formulas have a l so  included special  provisions providing f o r  benef i ts  
t o  increase o r  decrease benef i ts  a f t e r  retirement a t  the  same r a t e  a s  sa la ry  changes 
fo r  a f i r s t  c lass  patrolman o r  f i re f igh te r .  

Defined benef i t  plans have several  major advantages r e l a t i ve  t o  defined contribution 
plans. Among the  most important are:  

-Employees a r e  not a t  r i s k  for  t h e i r  pension benefits .  The r i s k  is with the  
employer. This may be appropriate because the  employer's resources are  g rea te r  
and i t s  l i f e  is usually not limited. For an employee i n  a defined contribution 
plan, a down-turn i n  the  economy can cu t  benefits .  But, the employer has the  
resources and the  time t o  "r ide  it out. " 

-Benefits may be more predictable.  If an employee can project  h i s  sa lary 
changes and knows how long he w i l l  work before retirement, then he can 
ea s i l y  determine the  exact  amount of h i s  public pension. 

-Employers can be more cer ta in  t h a t  the  pension plan w i l l  replace the amount 
of income it was designed t o  replace. A defined contribution plan provides 
l e s s  assurance. 

-Defined benef i ts  may be more equitable. By changing the formulas, a l l  
employees with the same sa la ry  and length of service w i l l  have the  same 
public pension. With defined contribution plans there w i l l  always be the 
chance t h a t  benef i ts  w i l l  be di f ferent .  Employees may make d i f f e r en t  deci- 
sions regarding investments. And, while the  money they contribute may be 
equal, the  timing may vary and with it the investment earnings and the 
pension benefits .  

There a re  a l so  disadvantages. Among them are:  

-The employer's cos t s  a r e  not a s  predictable.  O u r  formulas now base the  pension 
benef i t  on the  average sa la ry  during an employee's highest f ive  salary years. 
A s  a r e su l t ,  any sudden and unexpected increase i n  wages w i l l  increase the 
cost  of benef i ts  s ignif icant ly .  



-Employers and, in some cases, future employees bear a l l  the risk. I f  costs do 
go up unexpectedly, the employer w i l l  have t o  pay most, i f  not a l l ,  of the 
increase. The only exceptions are those plans where employees and employers 
shal l  a l l  costs equally. For these, future employees may also be a t  risk. - 

-Administrative costs are high relative to  a defined contribution plan. 
There is greater need for sophisticated actuarial and cash flow analysis. 

Benefit formulas are no longer as restricted. They offer employees better benefits 
and more options for  getting these benefits. 

For a defined benefit plan, the pension i s  based on length of service and the 
employee's salary. Pension benefits are often accumulated a t  a specified rate  per 
year of service. The ra te  is  usually some fixed per cent of an employee's salary 
during a specified period of time. In the case of most Minnesota public pensions, 
it is the average salary during an employee's highest five successive salary years. 

Since the mid-1950s, the internal workings of the defined benefit plans have 
changed, resulting i n  increased benefits a t  retirement. The following are some of 
the major changes: 

-1957, 1973, and 1978 changes in  rate  a t  which an employee covered by MSRS or 
PERA accumulates credit  toward h is  pension. In 1957, four different rates  
were used: 1% per year for the f i r s t  10 years of service; 1-2/3% per year 
for the second 10 years; 2-1/3% per year for the third 10 years, and 3% per 
year for any years beyond 30. 

In 1973, the formulas were changed so that  only two rates  are now used: 
2% per year for the f i r s t  10 years, and 2+% per year for each year of service 
thereafter.* In 1978, a l i m i t  of 40 years was placed on the to ta l  number of 
years for which an employee could accumulate pension credit ,  making the maxi- 
mum pension benerit 95% of the highest five successive salary years. 

-1957 for MSRS, 1959 for TRA, 1967 for PERA, and 1978 for MMER and the local 
school funds ... coordination with social security. Prior to these changes, 
s ta te  and local employees were not el igible for social security benefits 
through that employment. 

-1961 for MSRS and TRA, 1963 for PERA changes allowed employees to  apply their 
service, for some purposes, from one s t a te  or local government job toward a 
pension while working in another s t a te  or local government job that  had a 
different pension plan. This i s  known as "portability." 

-1967 elimination of the ceiling on salar ies  used to  compute PERA, MSRS, and 
TRA benefits. 

-1973 change from a "career average" salary t o  the average of salary of the 
"highest five" successive years for PERA, MSRS, and TRA. This average salary 
i s  used t o  compute the pension benefit. ** 

*These rates  are for employers not covered by social security. Employees under 
both social security and the public pension plan accumulate credit  a t  a rate  of 
1% for the f i r s t  10 years and 1+% per year thereafter. In 1978 a 40-year l i m i t  
was placed on the to ta l  number of years benefits could be accumulated. 

**MSRS was on a high five formula from 1929 to 1955. The ~inneapol is  Municipal 
Employees plan went t o  a high five formula in the 1950s. 



In a l l  cases,  the  impact of these changes has been t o  increase the  benef i t s  Pro- 
vided by publi'c pensions. Compare, f o r  example, an employee r e t i r i n g  i n  the  mid- 
1950s with one r e t i r i n g  today. In each case our sample employee has worked i n  
s t a t e  and l oca l  government f o r  a t o t a l  of 30 years. over t h a t  t i m e ,  he has two 
d i f f e r en t  jobs: the first fo r  22 years with the  s t a t e ,  and the  sscond fo r  8 years 
with a l o c a l  government. Comparing publ ic  pension benef i t s  w e  f ind:  

Retir ing i n  mid-1950s Ret i r ing i n  1978 

-Pension would be about 31% of 
h i s  career  average sa la ry  up 
t o  $4,800. 

-The employee would have no 
soc i a l  secur i ty  coverage 
through h i s  publ ic  service.  

-Pension would apply only t o  
t he  f i r s t  job. Service i n  t he  
second was not long enough t o  
qua l i fy  f o r  a pension. 

-Pension would be 70% of  h i s  
average s a l a ry  during h i s  high 
f i v e  sa la ry  years. 

-The employee would have had the  
option of  ge t t ing  soc i a l  secur i ty  
coverage. I f  he e lec ted  t o  receive 
soc i a l  secur i ty ,  h i s  public pension 
would be 40% of  h i s  average sa la ry  
during h i s  high f i v e  sa la ry  years. 

-Pension would apply t o  a l l  30 
years of service.  

The Universi ty 's  f acu l ty  p lan,  t h e  only l a rge  remaining defined contribution plan,  
a l so  provides b e t t e r  benef i ts .  The plan underwent major revis ions  i n  1963. Employ- 
ees were given t he  option of choosing an investment program which provided a f ixed 
re turn  o r  one t h a t  provided a var iable  re turn .  Before, they had only a f ixed 
re tu rn  program. And, the  r a t e  of  employer contributions was increased from 7.5% 
of t o t a l  sa la ry  t o  2.5% fo r  the  first $5,000 i n  annual sa la ry  and 13% f o r  a l l  sa la ry  
over $5,000. 

Public pension benef i t s  a t  ret irement have stayed competitive with those offered by 
major l oca l  corporations. Comparing benef i t s  of the th ree  statewide public pension 
plans with those o f  two la rge  l oca l  corporations, w e  find: 

Table 3 

COMPARISON OF PUBLIC AND PRIVATE PENSION BENEFITS AT RETIREMENT - 
INCLUDING SOCIAL SECURITY BENEFITS 

Average Salary 
During Last  Five 

Years of Employment Corporation "A" Corporation " B " ~  PERA! MSRS , 

'~11 bene f i t s  based on 30 years of se rv ice  and ret irement a t  age 65. It  is 
assumed t h a t  t he  employee r e t i r e d  on January 1, 1978. 

2 ~ b i d .  
3 ~ ~ R A  employees were not  permitted t o  be covered by soc i a l  secur i ty  u n t i l  1967. 

A s  such, employees r e t i r i n g  i n  1967 might be s l i g h t l y  lower. 
'1bid. 
5 ~ a t a  not  comparable. 



A broader sample of pr ivate  employers suggests t h a t  ~ i n n e s o t a ' s  public employee 
pension benef i ts  a t  retirement and those offered by the two pr ivate  companies may 
be r e l a t i ve ly  high. A 1975 study by Bankers  rust* shows tha t  f o r  a f i n a l  
sa lary of about: 

$9,000, the  average pension and soc i a l  secur i ty  benef i ts  were $6,210 (69%). 
$12,000, the average pension and soc i a l  security benef i ts  were $9,300 (58%). 
$25,000, the  average pension and socia l  security benef i ts  were $12,750 (51%). 

Unlike public pensions, most pr ivate  sector  employees do not make contributions t o  
t h e i r  pension plans. Rather, the plans a re  supported en t i re ly  through employer con- 
t r ibut ions .  A s  a r e su l t ,  public and pr ivate  plans may not be comparable i n  terms 
of cost .  This, however, assumes t h a t  public employees are  not compensated higher 
t o  make up f o r  the  salary they contribute. ~ e g a r d l e s s ,  the concern here is  t o t a l  
benef i ts  f o r  r e t i r e e s  and i n  t h i s  regard the comparison seems valid.  

Social  secur i ty  benef i ts  have a l so  been added; however, there a re  no provisions t o  
a t -  

A t  present,  about 80% of Minnesota s t a t e  and loca l  public employees are covered by 
soc ia l  secur i ty  through t h e i r  jobs i n  s t a t e  and loca l  government. Most of the  
remainder have soc ia l  secur i ty  coverage through e i t he r  a second job o r  through 
t h e i r  spouse. A person (born a f t e r  1929) may qualify f o r  the minimum soc ia l  secur i ty  
benef i ts  (including medicare coverage) a f t e r  40 quarters of work i n  a job covered 
by socia l  security.  A quar ter  of work is defined by earnings over three months- 
The current requirement is  $250 per  quar ter  o r  an annual average of $250 per  quarter .  

Public safety  employees a re  the  only employees of s t a t e  and loca l  government who 
are  not permitted t o  par t i c ipa te  i n  soc ia l  security.  Most current ~ i n n e a p o l i s  muni- 
c ipa l  employees are  a l so  not covered by soc i a l  secur i ty ,  but l eg i s la t ion  adopted i n  
1978 makes t h i s  option available t o  these employees and requires t h a t  a l l  new c i t y  
employees a f t e r  July 1, 1978, be covered by soc ia l  security.  

When soc ia l  secur i ty  benefits  were added, the  public pension plans' benef i t  formulas 
were adjusted (see Graph 1). For the most pa r t ,  the r a t e  a t  which pension benef i ts  
accumulate was cu t  by almost half .  In t h i s  respect, public employee pensions are  
described a s  "coordinated" with soc ia l  security.  

Under a coordinated system, the public pension benefit  is not affected by increases 
o r  decreases i n  soc ia l  security.  The i n i t i a l  change i n  the formula is  a l l  t h a t  i s  
done. Regular adjustments a re  not made t o  take i n to  account the increases o r  
decreases i n  soc ia l  secur i ty  benefits .  

Many pr iva te  plans work dif ferent ly .  These plans use soc ia l  secur i ty  a s  the  base 
f o r  t h e i r  pension benefits  ....That is, the pr iva te  employer's pension benef i ts  a re  
added on top of soc i a l  secur i ty  bene f i t s . o r  a portion of socia l  secur i ty  benefits .  
These plans a re  described as  "integrated" with soc ia l  security.  The objective of 
a t o t a l l y  integrated plan is t o  have an employee's t o t a l  retirement income a t  the 
time of retirement equal a specified per  cent of f i n a l  salary.  The mix of soc ia l  
secur i ty  benef i ts  and pension changes with the  r i s e  and f a l l  of socia l  secur i ty  
benefits .  But, the t o t a l  retirement income f o r  s imilar  employees is not affected 
by these changes. Employees a f t e r  retirement do not have t h e i r  pr ivate  pensions 
decreased due t o  increases i n  t h e i r  soc ia l  secur i ty  benefit .  

*c, Bankers Trust Co., New York, New York. 
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By contrast, both social security benefits and those provided by many private pen- 
sion plans are s e t  up to replace a larger portion of f inal  salary for lower paid 
employees and a smaller portion for higher paid employees. In Table 4,  social . 
security benefits as a per cent of final average salary f a l l  as the f inal  average 
income increases. As a result,  the to ta l  retirement benefit as a per cent of salary 
decreases, but th is  would not be the case i f  the benefit were based on the public 
pension alone. 

Public safety employees in  local plans now receive benefits that  are significantly 
better in some respects than those of other public employees. 

The major differences between most local public safety plans and those of other 
public employees (including those public safety employees in the statewide pension 
funds) are: 

- A l l  service pensions are based on the salary of a top grade patrolman or fire- 
fighter, irrespective of an employee's f inal  average salary." 

-Employees are not eligible for a service pension unti l  they have completed 20 
years of service. A t  that time, the pension is se t  a t  40% of the salary of a 
top grade patrolman or firefighter.  Between 20 and 25 years, they accumulate 
service a t  a rate of 2% per year: In most local plans, af ter  25 years, no more 
service may be accumulated for  pension purposes. ..,the maximum being 50% of the 
salary of a top grade patrolman or firefighter.  

- A l l  employees contribute a t  the same rate...6% of the salary of a top grade 
patrolman or firefighter in Minneapolis and S t .  Paul. Employees with more 
than 25 years of service continue to  contribute even though their  benefits have 
stopped accumulating. 

-For the ~inneapolis  and S t .  Paul police and f i r e  plans, employee contributions 
are not refundable. 

-Every time the salary for a top grade patrolman or firefighter is  increased, 
the service pensions for a l l  retirees are increased a t  the same rate. The 
plans are said to be "fully escalated."** 

In addition, l ike a l l  other public safety employees, but unlike most other public 
employees : 

-Local police and f i r e  employees are not covered by social security. Federal 
law prohibits this  in Minnesota.*** 

*In some local public safety plans, benefits escalate with rank. Among these plans 
are: Albert Lea Police, Albert Lea Fire, Faribault Police, Hibbing Police, 
Mankato Police, South S t .  Paul Police, Virginia Police. 

**Some local plans are only part ial ly escalated, for example the police and f i r e  
plans in Chisholm and Rochester. pension benefits for retired members go up a t  
some specified fraction of the rate of salary increases. In one case ( ~ e d  Wing), 
pension benefits change with the Consumer Price Index. 

***Social Security Act, Section 218 (dl (5) (A) , (dl (8) (Dl and (p) The law specifi- 
cally prohibits social security coverage for police officers in ~innesota  and 25 
other states. The federal law allows coverage for firemen upon certification by 
the governor that a l l  participants w i l l  get a better pension as a result. 



-Local public safety employees may s t a r t  drawing a service pension a t  age 50 in 
most cases. Some plans have 55 as the minimum age.* 

These differences raise serious questions regarding both the cost and equity of the 
local public safety plans as compared with plans for other public employees. 

The local public safety plans treat  a l l  members the same. A f i r e  chief or police 
chief makes the same contributions and gets the same pension as a patrolman or fire- 
fighter covered by the same plan. And, they are relatively simple for employees to  
understand. 

But, by comparison with the pension plans for other employees, the plans are quite 
generous. Two of the exceptionally generous provisions of the local plans are: 

-the right to  re t i re  and draw fu l l  benefits a t  age 50 or 55. 

-the automatic increases in the pension benefits. 

With the exception of Minneapolis city employees, ~inneapolis  teachers, and member 
of TRA, no others can draw benefits a t  age 50 or 55. And, no other group of public 
employees has provision in their plan for automatic increases i n  their  pension. 
They must rely instead on: 

-ad hoc increases granted by the Legislature. 

-investment earnings from a special fund for retired public employees known as 
the Minnesota Adjustable Fixed Benefit Fund (MAFBF). 

-increases in social security benefits, i f  they have these benefits. 

Local public safety benefits a t  retirement are generally lower than those of other 
plans. However, for local public safety employees retiring in 1975 as top grade 
patrolmen or firefighters, within one year their pensions were greater than those of 
public safety employees with similar salaries and length of service who are in 
PERA Police and Fire (see Table 5). For higher salaries employees, the number of 
years necessary for the benefits of the local plan to  reach and/or exceed those 
of PERA Police and Fire w i l l  be greater ... the exact number depending on the rate 
of salary increase (see Table 5) . 

*For the Crookston Fire plan, the minimum age is 60. 



Table 5 

PENSION BENEFITS FOR LOCAL PUBLIC SAFETY PLANS~ 
COMPARED WITH PERA POLICE AND FIRE 

'~etirement on December 31, 1973; 25 years of service. Each retiree is single 
and drawing the maximum benefit with no joint or survivor benefits. 

For local police and fire, the pension benefit is 50% of the pay of a top 
grade firefighter or patrolman. In 1974 there was a pay increase. Since the plan 
is fully escalated, the pension (even in the first year of retirement) is greater 
than 50% of the final year's salary. - 

Year 

1974 

1975 

1976 

1977 

1978 

19801° 

1982 

"er cent of final salary. 
3~bid. 
'1bid. 
'$.75/month increase for each year of retirement and $3.75/month for each year 

of contribution to the fund ... July, 1976. Special increase granted by Legislature. 
%bid. 
74% increase, January 1978, from MAFBF. 
8~bid. 
1bid. 

'O~or 1978, 1982, it was assumed that salaries would increase at a rate of 7% 

LOCAL 

Age 

50 

51 

52 

53 

54 

56 

58 

POLICE AND FIRE 
FINAL SALARY = 
$12,840 

$ 579/month (54%) 

708/month (61%) 

759/month (66%) 

807/month (70%) 

864/month (75%) 

989/month (85%) 

1,132/month (98%) 

AND FIRE 
FINAL SALARY = 
$22,000 

$l1034/month (56%14 

1,034/month (56%) 

1,045/month (57%) 

1,045/month (57%) 

1,087/month (59%) 

1,13O/month (62%) 

1,175/month (64%) 

PERA POLICE 

Age 

55 

56 

5 7 

5 8 

5 9 

61 

63 

FINAL SALARY = 
$12,840 

$ 563/month (53%) 

563/month (53%) 

574/month (54%) 

574/month (54%) 

597/month (56%) 

62l/month (58%18 

646/month (60%) 



The local public safety plans are the only Minnesota pension plans whose benefits 
after  retirement grow faster than the consumer price index (CPI). A l l  others lag 
behind the C P I  (see Graph 2 ) .  

Graph 2 

COMPARISON OF INCmASES I N  PENSION BENEFITS AFTER RETIREMENT 
WITH THE CHANGES IN THE CONSUMER PRICE  INDEX^ 

(2) COORDINATED PLANS 
(retirees with both a public 
pension and aocial security) 

/ Conrmmr Price Index (CPI) 

$10,840 final salary 
$19,213 final salary -- $36,679 final salary 

(3)  BASIC PWLFlS 
( t o t i m a  with only public 

For a 65-year-old retiring on January 1, 1974. For fu l l  description of 
the assumptions and methodology, see Appendix ,B. 



The provision requiring 20 years of service before becoming e l ig ib le  for a pension 
is  also unique, but resu l t s  in  lower costs for these pension systems. The cost of 
training a police or  f i r e  employee is  high. c i t i e s  l ike  Minneapolis have been con- 
cerned tha t ,  without t h i s  provision, the employees they pay t o  t ra in  w i l l  be lured 
away by other communities. While t h i s  may be t rue,  the lengthy service requirement 
may keep people i n  jobs they no longer want. The combination of the future benefits 
and the fac t  t ha t  most of what an employee has contributed w i l l  not be refunded may 
make it "too" d i f f i c u l t  for  the employee t o  qui t .  Furthermore, because service in 
one local  plan cannot be credited toward a pension in any other public plan, 
including other public safety plans, an employee's career potent ial  i n  public safety 
is extremely limited. 

On balance, these special provisions have made the cost t o  the taxpayers of public 
safety pension benefits extremely high (see Table 6 ) .  

The pension plans for municipal employees in Minneapolis also have had some special 
provisions ... which have made the i r  pensions more expensive than those for  employees 
in statewide plans. Among the most s ignif icant  differences have been: 

-Retirement with f u l l  benefits a t  any age af te r  30 years of service. New employ- 
ees as  of July 1, 1978, cannot col lect  f u l l  benefits un t i l  age 65 regardless of 
the i r  length of service. 

-Employees w i t h  10 years of service may begin drawihg the i r  f u l l  benefits a t  age 
60. In most other funds they must wait un t i l  age 65 t o  draw f u l l  benefits.* 
Current elected o f f i c i a l s  may begin drawing the i r  pensions as soon as  they leave 
off ice,  regardless of age and provided they have 10 years of service covered by 
MMER. 1978 legis lat ion w i l l  require o f f i c i a l s  elected a f t e r  1978 t o  wait un t i l  
they are 60 before drawing pension benefits. 

-If an employee works for  a t  l eas t  four months of the f i r s t  year of his  service, or  
receives a t  l eas t  $200 during the year, he i s  credited w i t h  a f u l l  year. Also, an 
employee may r e t i r e  a t  any time of year and s t i l l  receive a f u l l  year of credit .  
The major statewide plans credi t  a year of service on the anniversary of the date 
an employee began work. 

The employer costs for  benefits now being accrued for  Minneapolis employees are higher 
than those for  the statewide plans. In 1976, it was 10.85% of payroll. 

Other public pension plans a l so  have special  provisions which make t h e i r  benefits, 
in  varying degrees, be t te r  than those for  most other public employees with similar 
salary history and length of service. Of par t icular  concern are  some special  
features of TRA, the University faculty plan, and the Legislators' plans: 

-Regarding TRA: The Teachers Retirement Association has a supplemental benefit 
for faculty members i n  the State  University System. An additional contribution 
is made by both employee and employer on salary between $6,000 and $15,000. 
The funds are  placed i n  a defined contribution plan. Employees can draw on 
t h i s  par t  of the i r  pension benefit  a t  any time, even while they are  s t i l l  
employed by the University System. This benefit was added i n  1965. It was 
done in l i eu  of an increase in  the salary on which regular contributions could 
be made. 

*MSRS and PERA w i l l  permit any employee w i t h  10 years of service t o  draw reduced bene- 
f i t s  a t  age 62...or with 20 years of service a t  age 58. New City of Minneapolis 
employees a f t e r  July 1, 1978, come under the same provision. TRA members and members 
of the Minneapolis and St. Paul Teachers plans may draw reduced benefits a t  age 55 
with 10 years of service. 



Table 6 

TOTAL PUBLIC CONTRIBUTIONS FOR BENEFITS NOW BEING ACCRUED~ 
AS A PER CENT OF PAYROLL, 1976 

PERA 
Mpls. Mpls. St .  Paul S t .  Paul Police 

Police F i re  Police F i re  & Fire  PERA MSRS 

Total employer 
contribution 
from loca l  
government 
revenues fo r  
pension bene- 
f i t s  now being 
accrued (normal 
cost )  : 

Sta te  contri-  
bution from 
dedicated 
funds : 2.2% 6.9% 2.2% 4.9% 1.4% - - 
Total public 
contribution 
fo r  normal 
cost:  

SOURCE: MinneapoLis/St. Paul Study, Municipal Expenditures Employee 
Compensation, Minnesota S t a t e  Planning Agency, 1978, p. 56 and p. 62. 

'Total public contribution f o r  benef i ts  now being accrued = employer contribu- 
t i on  from loca l  revenues and s t a t e  contribution from dedicated funds. Excluded a re  
employee contributions and employer contributions fo r  benef i ts  already accrued but 
fo r  which no money has been put as ide  and soc i a l  secur i ty  costs  where applicable. 

2 " ~ ~ r m a 1  cost" i s  not broken out as  a separate cost  i n  1976. . .12% includes 
both the  cost  f o r  benef i t s  now accruing and other pension costs. 

'1n PERA, some employees a re  not covered by soc i a l  secur i ty .  For these 
employees, t he  employer's contribution fo r  the  public pension is  8%. For employees 
covered by soc i a l  secur i ty ,  the  employer paid 4% f o r  the  public pension and then 
5.85% of the  f i r s t  $15,300 sa la ry  f o r  soc i a l  security.  all MSRS members a r e  a l so  covered by soc i a l  s e c w i t y ,  except correctional 
emplo ees. Y The s t a t e  contribution comes from a t ax  on insurance premiums. Here, we 
assume t h a t  t h e  contribution is  s p l i t  equally between normal costs  and other pension 
costs  6 In both cases the  employer was a l so  contributing f o r  soc ia l  secur i ty  (5.85% 
of the  $15,300 salary)  . 

Ibid. 



Employees can r e t i r e  with reduced benef i ts  a t  any age with 30 years of service,  
o r  as  young as  55 with 10 years of service. For the other statewide plans,  the 
minimum age is 58 with 20 years of service  o r  60 with 10 years of service. 

The r a t e  a t  which benef i t s  are  reduced for  ear ly  retirement i s  lower for  TRA 
than f o r  the other statewide plans. 

-The University facul ty  plan is  a defined contribution plan. It covers 
University of Minnesota facul ty  members and between 175 and 200 non- 
faculty University employees. Employees a r e  e l i g ib l e  f o r  a pension a s  
soon a s  they begin work; however, the amount of t ha t  pension depends 
exclusively on the  value of contributions a t  the time of retirement. 

The University plan i s  designed t o  be competitive with other major uni- 
ve r s i t i e s .  The defined contribution approach allows a faculty member t o  
change jobs without losing pension benef i ts ,  and h i s  new employer can 
continue putt ing money in to  h i s  defined contribution account. This kind 
of system makes it eas ie r  fo r  one University t o  a t t r a c t  facul ty  from 
another. 

The University's current plan was begun i n  1963. According t o  the Uni- 
ve r s i t y ' s  d i rector  of employee benef i ts ,  it i s  d i f f i c u l t  a t  t h i s  time 
t o  say i f  i ts  benef i ts  w i l l  be adequate. However, two aspects of the  
plan are  worth noting a t  t h i s  time. 

Employer contributions a re  higher than those fo r  the  statewide plans,  
including TRA. The employer contributes 24% of an employee's f i r s t  
$5,000 salary and 13% f o r  a l l  sa lary above $5,000. And, compared t o  
other public plans, the employer's share of cost  f o r  benef i t s  now 
accruing i s  high (see Table 10) .  

Employee contributions are  re la t ive ly  low ... 2.5% of salary.  University 
faculty members are  covered a l so  by soc ia l  secur i ty .  Employees i n  the 
statewide plans receiving soc i a l  security,  contribute t o  t h e i r  public 
pension a t  4%. 

-The Legislators '  plan allows a meher  of the ~ e g i s l a t u r e  t o  be e l i g ib l e  fo r  a 
pension a f t e r  only s i x  years of service. ~ o s t  public employees must have ten 
years of service. This change was made i n  1978. A t  the same time, the Legis- 
l a tu r e  took other action which decreased t h e i r  pension and its t o t a l  cost .  Its 
actions included: ra i s ing  contribution ra tes  f o r  l eg i s l a to r s  from 8% t o  9%; 
ra i s ing  the  retirement age from 60 t o  62, and reducing from 5% t o  3% the r a t e  
a t  which i n t e r e s t  is applied t o  required reserves f o r  the  former l eg i s l a to r ' s  
benef i ts  between the  time he leaves of f ice  and begins col lect ing h i s  pension. 
Relative t o  most other  public employees, l eg i s la tors  s t i l l  have younger r e t i r e -  
ment age; however, t h e i r  contribution r a t e  is higher than a l l  other public 
employees. 

There are other  differences between benef i ts  (see ~ppendix  C) . However, none is 
a s  s ign i f ican t  as  those mentioned above. And, looking a t  a l l  public pension bene- 
f i t s  i n  Minnesota, we f ind t h a t  i n  most cases employees with s imilar  sa lary his- 
t o r i e s  and lengths of service ge t  equal benefits .  



The cost  of public pensions has gone up f a s t e r  than t o t a l  payroll  i n  many Cases 
(see Graph 3) .  

Graph 3 

TOTAL EMPLOYEE AND EMPLOYER CONTRIBUTIONS TO PUBLIC PENSION P U N S  
AS A PER CENT OF COVERED PAYROLL, 1968-1978 
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'weighted average including bas ic  and coordinated plans. 40 
3 ~ n  1977 t h e  funding requirements f o r  MMERF were changed, 
giving the c i t y  20 addi t iona l  years  t o  fund any unfunded 
benef i t s .  This reduced t h e  funding requirements of the  
plan. 

' ~ a s e d  on the  Minneapolis-St. Paul Study, S t a t e  Planning 
Agency. 1976 data is from t h e  a c t u a r i a l  repor t s  of t h a t  20 
year. 1977 and 1978 data  f o r  Minneapolis Pol ice Relief 
Association from t h e  c i t y  budget. Data includes rece ip t s  
from t h e  s t a t e ' s  t a x  on automobile and f i r e  insurance 
premiums. 
Total  payro l l  was estimated by dividing the employees' 0 1 L 
contr ibut ion by .06 ( the  s t a t u t o r y  employee contr ibut ion 1968 70 72 74 ' 7 6  78 
r a t e  f o r  t h e  period) .  As a r e s u l t ,  t h e  est imate is 
probably low. While t h i s  d i s t o r t s  each contr ibut ion r a t e ,  
it does not  a f f e c t  the  t rend t h a t  t h e  graphs show. 

51bid. 
'since 1967, t h e  s t a t e  has paid a port ion of  t h e  O I I l p l ~ ~ e r ' ~  contr i -  
bution. In 1975, the l o c a l  l ev ies  were dropped and t h e  s t a t e  
becama the  s o l e  source of  employer contr ibut ions.  



Pension funds involve large  sums of money. For example, i n  1975, t o t a l  contributions 
t o  a l l  s t a t e  and loca l  publ ic  pension plans were almost $300 mill ion on a payroll  
of $2.05 b i l l i o n .  I f  the  contribution r a t e  changes by even .5% of payro l l ,  then 
about $10.3 mill ion i n  addi t ional  revenue would have t o  be raised. Between 1973 
and 1974, the  contribution r a t e  f o r  PERA rose from about 11% t o  13% of payroll .  
In do l l a r s  t h i s  meant co l l ec t ing  an addi t ional  $17.7 million. 

Since the  d o l l a r  amount of contributions var ies  widely with the  s l i g h t e s t  change i n  
contribution r a t e s ,  a major object ive  of t he  Legislature and plan administrators has 
been t o  keep the  contribution r a t e s  s table .  The graphs above show only l imi ted 
success, primari ly with respect  t o  MSRS. 

The cos t  of publ ic  employee pensions is  d i f f i c u l t  t o  predic t .  The consequence is 
grea te r  r i s k  fo r  the  taxpayer f o r  fu ture  benef i ts .  

The ex i s t i ng  benef i t  formulas p lace  a l l  of  the  r i s k  f o r  fu ture  benef i t s  on the  
taxpayers. This is pa r t i cu l a r l y  t r u e  because they compute bene f i t s  on the  bas i s  
of years o f  service  and f i n a l  s a l a ry ,  both of which may have l i t t l e  r e l a t i on  t o  
t he  amount t h a t  has been contributed during an employee's work l i f e  by himself o r  
h i s  employer. 

A t  any po in t  i n  an employee's career  h i s  wages may be pushed up by i n f l a t i on .  I f  
t h i s  comes a t  the  end of h i s  career ,  most of h i s  contributions have been based on 
the  expectat ion of a lower pension benef i t .  The switch i n  1973 from a f o ~ u l a  
which used an employee's career  average sa la ry  t o  one t h a t  used t he  average of h i s  
highest  f i ve  years created t h i s  problem, making a l l  of the  contributions t o  a l l  
a f fected plans de f ic ien t  by about $743 million. 

Recent r a t e s  of i n f l a t i on  make the  r i s k  even g rea te r  f o r  the  general  public. Any 
increase i n  wages now, even i f  it l a s t s  f o r  only one o r  two years ,  w i l l  change t h e  
amount of benef i t s  t h a t  the  publ ic  must pay. 

The s i t ua t i on  is pa r t i cu l a r l y  c r i t i c a l  f o r  public sa fe ty  employees who a r e  members 
of loca l  pension plans. When these plans a r e  f u l l y  escalated,  any increase i n  
wages not  only increases t he  benef i t s  t h a t  must be paid  a t  ret irement,  bu t  a l so  
automatically grants a benef i t  increase t o  r e t i r e e s .  

Additional uncertainty is  added t o  t h e  system by soc i a l  secur i ty  and by the  way 
employee contracts  a r e  negotiated. Socia l  secur i ty  benef i ts  a r e  now "tuned" t o  
changes i n  t he  cos t  of l iv ing:  AS it goes up o r  down, the  benef i t s  change. The 
number of soc i a l  secur i ty  rec ip ien t s  w i l l  a l s o  a f f e c t  costs .  With any change, t he  
cos t  t o  both employees and employers must a l so  eventually change. Pension benef i t s  
a re  not  a matter for  co l l ec t ive  bargaining, nor can information on t h e i r  cos t  be 
included i n  contract  negotiat ions.  Therefore, employers and employees a r e  not 
l i ke ly  t o  consider the  implications of t h e i r  negotiat ions f o r  fu ture  pension bene- 
f i t  costs. This is  pa r t i cu l a r l y  t r u e  for  school boards. Since the  Legislature 
appropriates money d i r ec t l y  fo r  the  employer contributions t o  the  statewide 
teachers plan and the  l oca l  teachers plans i n  Minneapolis, St .  Paul and Duluth, 
school board members may not  even know the  amount of the  employers' contributions.  

Under t he  current  formulas, t h e  S t a t e  of Minnesota and loca l  governments must bear  
a l l  of t h e  r i s k  fo r  fu ture  benef i ts .  This makes some sense, especia l ly  i f  we think 
about employees a s  individuals  r a t he r  than a s  a group. After  a l l ,  the  S t a t e  of 
Minnesota o r  t he  City of Minneapolis does not  have a f i n i t e  existence. I t  can 



handle r i s k  be t t e r  than an employee whose years a r e  very limited. Under defined 
contribution plans the  r i s k  would be w i t h  the  employee. Employees r e t i r i n g  a f t e r  
o r  during a period of economic boom would probably have good pensions. And those 
r e t i r i n g  a f t e r  o r  during a recession would probably not have enough. The qual i ty  
of an employee's retirement l i f e  could be l e f t  t o  chance. 

Public employers have acted i n  the l a s t  two decades t o  assume the r i sk .  Like pr i -  
vate employers, they want t o  give t h e i r  employers some assurance t h a t  t h e i r  pension 
benef i ts  w i l l  be "adequate." However, public employers must examine the amount of 
insurance t h a t  they a r e  now providing. Perhaps a defined benef i t  program provides 
too much insurance? Perhaps the cost  of t h i s  assurance is taking money away from 
other public concerns? And, perhaps some employees should be asked t o  bear p a r t  of 
the  r i sk?  

Conclusions 

Generally speaking, current benef i t s  provided by public pensions i n  Minnesota seem 
appropriate, a t  l e a s t  a t  the  point  of retirement. 

With t h e  exception of some provisions i n  loca l  plans, TRA and the  Legislators '  plan, 
we a r e  generally s a t i s f i e d  with the  leve l  and cos t  of benef i ts  now being provided. 
They seem t o  provide an adequate pension. And, they seem t o  be qu i te  competitive 
w i t h  those benef i ts  provided by pr iva te  employers. 

Our major concern r e l a t e s  t o  the  pred ic tab i l i ty  of future  benef i ts  and the  impact t h a t  
t h i s  has on the r i s k  f o r  future  benef i ts  t h a t  taxpayers must bear. It is with this 
i n  mind t h a t  we reconsider the general s t ruc ture  of public hension benef i ts  and not 
because of specia l  provisions i n  some plans. 

To l i m i t  t he  publ ic ' s  obligation f o r  future  benef i ts  and t o  increase employee 
choice regarding these benef i ts ,  the  following pr inciples  should be incorporated 
in to  the oresent benef i t  s t ructures :  

- W i t h  respect  t o  public pensions: A maximum should be placed on the  salary 
used i n  computing defined pension benef i ts .  For any income above the maximum, 
employee par t ic ipa t ion  should be optional. The optional portion of the  
pension plan should work on a defined contribution basis.  It should of fe r  
employees a number of investment options, each w i t h  a d i f fe ren t  degree of 
f inanc ia l  r i s k  f o r  the  employee. None of the  options should involve any 
addi t ional  f inancial  obligation f o r  the public beyond the promised contri- 
but ion. 

- W i t h  respect t o  post-retirement adjustments: Increases should come through 
soc ia l  secur i ty ,  through investment earnings, o r  through "one-time" grants 
given by the  Legislature. No automatic escala tors  should be allowed. 

-With respect  t o  public pensions f o r  e lected o f f i c i a l s :  Elected o f f i c i a l s  
should have t h e i r  e n t i r e  public pensions based on a defined contribution 
plan. 

The current  benef i t  system is i n  many respects the  opposite of the  defined contri-  
bution plans of the  pas t  .... Benefits a re  guaranteed and not contributions. While 
we recognize the need fo r  a defined benef i t  plan, we do not f e e l  t h i s  need applies 
equally t o  a l l  persons i n  the public service.  



The current pension system places too much r i s k  fo r  future benef i ts  on the general 
public. This r i s k  should be shared between the  general public and those public 
employees able t o  bear the r isk .  Thus, a "two-tiered" benef i t  system is  needed. 
The f i r s t  t i e r  should be a defined benef i t  plan with formulas t h a t  a re  s imilar  t o  
the current ones. Its purpose should be t o  provide every employee w i t h  a benef i t  
su f f i c i en t  t o  provide a reasonable portion of an employee's income needs during 
retirement. For employees whose s a l a r i e s  a re  above a ce r ta in  minimum, there  should 
be an optional defined contribution plan. Together, the  defined benef i t  and defined 
contribution plan should provide roughly the  same retirement income t h a t  employees 
now receive. 

The e s sen t i a l  difference fo r  the  general public between t h i s  two-tiered system and 
the current one is t h a t  the  obligation of taxpayers f o r  future benef i ts  w i l l  be more 
limited. Par t  of it w i l l  be taken care of with each contribution t o  the  defined 
contribution plan. 

Those employees affected a t  a l l  by the  two-tiered system w i l l  have more choice. 
Par t ic ipat ion i n  the defined contribution plan should be optional. 

And, once i n  the  plan, an employee should have the r i gh t  t o  make investment deci- 
sions. Employees who wish a higher r a t e  of re turn should be f r ee  t o  choose an 
option with t h a t  potent ia l .  Those who a r e  most concerned about secur i ty  could 
choose an investment with a "fixed" return.  

This plan w i l l  not  put undue r i s k  on the employees. Their basic  pension benef i t  w i l l  
s t i l l  be guaranteed through the  defined benef i t  plan. And, pas t  performance suggests 
t h a t  the  defined contribution plan could provide the  res t .  In  recent years, defined 
contribution plans have paid i n t e r e s t  on contributions a t  a higher r a t e  than t h a t  
used by the  s t a t e  i n  calculat ing t he  growth of contributions t o  its defined benef i t  
plan. Table 7 compares the  investment assumption used by the  s t a t e  with the  actual  
r a t e  of i n t e r e s t  applied t o  funds contributed t o  the  "fixed" annuity plan f o r  Univer- 
s i t y  of Minnesota faculty members. 



Table 7 

COMPARISON OF THE "FIXED" RATE OF RETURN ON CONTRIBUTIONS TO THE 
UNIVERSITY OF MINNESOTA FACULm PLAN WITH THE ASSUMED RATE OF 

RETURN AS SET I N  THE MINNESOTA STATUTES 

University of Minnesota Assumed r a t e  of re turn ,  
Date Faculty Plan, "fixed" annuity: Minnesota Sta tutes :  

1969 5.0% 3.0% and 3.5% 

1970 1/1/70-5.25% 3.0% and 3.5% 

SOURCE: University of Minnesota, Director of Employee Benefi ts ,  and 
Legis la t ive  Commission on Pensions and Retirement. 

The publ ic  cannot af ford  automatic increases i n  benef i t s  f o r  retirees. Even the  
s l i g h t e s t  post-retirement adjustment i s  cost ly .  For example, one l oca l  company 
reported t o  us t h a t  even a cost-of-living provision with a 3% annual cap would 
increase t h e  cos t  of t h a t  company's pension plan by about 38%.* Yet, we recognize 
t h e  need t h a t  r e t i r e e s  have fo r  increases i n  t h e i r  pensions. They a r e  not immune t o  
the  e f f e c t s  of i n f l a t i on .  Post-retirement adjustments should be provided through: 

-Increases i n  s o c i a l  secur i ty .  Socia l  secur i ty  is  now "tuned" t o  t he  consumer 
p r i c e  index. A s  it increases,  so  w i l l  benef i ts .  This gives public employees 
covered by s o c i a l  secur i ty  protect ion agains t  i n f l a t i o n  fo r  about one hal f  of 
t h e i r  ret irement income. 

-Investment earnings. Retirees' contr ibut ions  and whatever i n t e r e s t s  they have 
earned a r e  now invested by the  Minnesota Adjustable Fixed Benefi t  Fund. This fund 
should not  be used f o r  any purpose other  than providing benef i t s  f o r  r e t i r e e s .  

*Assumes a 15-year amortization period f o r  t he  f u l l  cos t  of t he  increase.  



-"One-time" grants by the  Legislature. I f  the  f i r s t  two options do not provide 
suf f ic ien t  protection against  in f la t ion ,  the  Legislature should consider 
increases on a class-by-class basis. 

Legislators and other e lected o f f i c i a l s  who make decisions regarding public employee 
pensions should have t h e i r  own pension plan. Otherwise, conf l ic t  of i n t e r e s t  is more 
l ikely .  Elected o f f i c i a l s  must be f ree  t o  make changes i n  the  plan f o r  public 
employees i n  general, without a l so  changing t h e i r  own pension benefits .  In  our 
judgment, the  only way t o  do t h i s  is  through a separate plan f o r  elected o f f i c i a l s .  

The plan fo r  e lected o f f i c i a l s  should be, above a l l ,  extremely easy t o  understand 
and have a c lear ly  v i s ib l e  cost  associated with it. A 100% defined contribution 
plan most c lea r ly  meets these objectives. 

University of Minnesota faculty members should continue under t h e i r  current defined 
contribution pension plan. To date,  t he  universi ty has had t o  compete nationally 
for  personnel more than other public employers. Its pension plan must be competi- 
t i v e  with t h a t  provided by other major univers i t ies .  

length of service should be equal. 

The differences t h a t  now e x i s t  between the  provisions of public employee pensions 
should be changed such t h a t  the  cost  of plans i s  more ' l ikely t o  be similar.* For 
example, the  Minneapolis Municipal Employees Retirement Fund uses a def in i t ion  for  
"year of service" which i s  more l i b e r a l  than t ha t  used by other  plans. This makes 
the  MMERF plan more expensive. ~f there  a re  reasons for  continuing t h i s  pract ice ,  
then some other feature of the  plan should be changed so t h a t  the  cost  of this plan 
w i l l  be comparable with others. We can f ind no differences between the work of 
public employees i n  Minneapolis and those employed by the s t a t e  o r  i n  any other 
municipality. And, therefore,  we see no jus t i f i ca t ion  fo r  having a higher-cost 
pens ion plan. 

With t he  exception of the cost  required t o  allow a lower retirement age, pension 
benef i ts  f o r  public sa fe ty  employees should be no more o r  l e s s  cost ly  than those 
f o r  public employees i n  general. of major concern i s  the  provision i n  loca l  
pol ice  and f i r e  plans f o r  automatic increases i n  pension benefits .  To a ce r ta in  
extent,  t h i s  provision makes up for  a benef i t  a t  retirement which is low by com- 
parison with the  major statewide plans. However, over an employee's retirement 
years, the  automatic increases r e s u l t  i n  a pension which is  substant ia l ly  be t t e r  
than t h a t  provided by any other  public plan. We can see no reason for  t h i s  type 
of p re fe ren t ia l  treatment. Public safety  jobs do involve more r i s k  than most 
types of public service. However, t h i s  would more appropriately be rewarded 
through higher s a l a r i e s  and/or be t t e r  d i s ab i l i t y  benef i ts  than through a be t t e r  
pens ion. 

The younger retirement age is jus t i f i ab le .  Public safety  employees must be i n  
good physical condition. To help insure t h i s ,  a younger work force is  desirable. 
By allowing public safety  employees t o  draw benef i ts  a t  a younger age, there  is  
incentive fo r  them t o  leave t h e i r  public safety  job before they a r e  no longer 
physically capable of handling it. 

*Age and l i f e  expectancy charac te r i s t i cs  may a l so  account fo r  differences i n  cost  
between employee groups. Beyond them, costs  should be similar.  



While staying within our objective that costs should be equal, employees should have 
a choice of different types of benefits. For example, one option would be t o  s t a r t  
retirement with a reduced benefit and then have it increased over time. Another 
might be t o  defer the ent ire  pension t o  some time in  the future ... taking a larger 
benefit a t  that  time. 

A l l  employees (except local police and f i r e )  drawing benefits before the specified 
retirement age (which should be younger for public service employees) should have 
the i r  benefits reduced so tha t  the to ta l  cost of their  pension benefits w i l l  not 
exceed that  of a benefit commencing a t  the specified retirement age ... usually 65. 
Employees working past the normal ages should continue t o  accrue benefits i n  the 
same way as younger employees; however, no special adjustments should be made to  
the i r  pension benefits in  anticipation that  they w i l l  draw benefits for fewer 
years than a person re t i r ing  a t  normal age. 

Social security participation should be universal. Public employees not now covered 
by social security in  their  public employment w i l l  receive social security benefits 
through part-time or  short-term work. When they do, the i r  contributions are not 
l ikely t o  cover as much of the cost of the benefits they w i l l  receive as i s  the case 
for employees working fu l l  time under social security. Therefore, we believe that 
it is in  the general public in teres t  t o  have a l l  employees covered by social security. 
With th i s ,  a l l  employees w i l l  be paying the i r  f u l l  share of the cost. 

Social security benefits accumulate for an employee i n  almost every possible job. 
Accumulation is not interrupted or reduced by a job change. No other plan offers 
as  broad an opportunity t o  qualify for benefits. And, t o  insure that a l l  employees 
w i l l  have retirement income, participation should be universal. 

And, public pension benefits should be integrated with social security. 

Public pension benefits should be integrated with social security. By th is ,  we 
mean that  public pension benefits should have social security as the i r  base. The 
public benefit should be added to  that  baserin whatever amount necessary to  bring 
the employee's benefits t o  the level deemed adequate. Currently, public pensions 
and social security are separate. The public pension benefits do take into account 
the presence of social security, but th is  i s  not done on a regular basis. Benefits 
are not adjusted regularly as a resul t  of changes in social security. Discussions 
of pension benefit adequacy often only relate  to  the public pension. 

A more useful way t o  think about pensions might be to  f i r s t  reach agreement on the 
portion of an employee's f ina l  earnings tha t  should be replaced by pension and 
social security benefits.together. Then, a t  retirement, the basis for determining 
the pension plan's portion of an employee's retirement income should be the differ- 
ence between projected social security benefits and the t o t a l  amount of retirement 
income tha t  the employee i s  supposed to  have. 

The qualification for a pension should be 'fashioned in a way that  does not pressure 
employees t o  keep jobs they no longer want, nor l i m i t  the i r  prospects for 

It is  not in  the public interest  to  have employees continue their  work in  the 
public sector simply t o  qualify for a pension. of particular concern are the 
local public safety plans where an employee must work for 20 years before being 
el igible for any pension benefit. This may put undue pressure on an employee t o  
keep a job that is relatively dangerous and tha t  he no longer wants. 



Pension plans should not be a l imit ing fac tor  on an employee's career potent ia l .  
They should not make it d i f f i c u l t  f o r  an employee t o  advance i n  h i s  profession. 
I f  they do, they w i l l  discourage employees from improving t h e i r  performance. The 
loca l  public safety  plans again a re  of specia l  concern i n  t h i s  regard. Currently, 
a public safety  employee who is a member of a loca l  plan cannot switch jobs without 
losing a l l  of the  c r ed i t  t h a t  he has accumulated toward a service pension. While 
we understand t h a t  t h i s  provision protects  communities from losing employees t ha t  
they have paid t o  t r a i n ,  we f e e l  t h a t  i ts  impact on employee performance is  more 
s ignif icant .  In addition, since a growing portion of the  cost  of t ra ining employ- 
ees is  being paid for  by the s t a t e ,  t h i s  provision is  l e s s  necessary. 

In  a more l imited way, a l l  other public employees have t h e i r  career po ten t ia l  
l imited by current public pension plans. None of the  plans allows service i n  a 
p r iva te  sector  job t o  be credi ted toward a public pension, o r  vice  versa. While 
we recognize t h a t  the  mechanics of a system permitting service t o  be credi ted back 
and for th  would be qu i te  complex, we f e e l  t h a t  it is worth considering. 

Total pension benef i ts  (including soc i a l  security) f o r  low-income employees should 
be higher r e l a t i ve  t o  pre-retirement earnings than f o r  high-income employees. 

The per  cent of an employee's income replaced by t o t a l  pension benef i ts  should be 
higher f o r  lower income employees. This is  necessary i n  order t o  assure t h a t  these 
employees have an adequate retirement income. Designing pension plans t o  replace 
the  same portion of sa la ry  a t  a l l  sa lary leve ls  assumes t h a t  t h i s  per  cent w i l l  
always produce an adequate do l la r  amount. We do not think t h a t  t h i s  is  the case... 
f o r  example, while a pension replacing 60% of a $25,000 salary may be adequate, one 
t h a t  replaces 60% of a $10,000 salary may not be. 

For the purposes of computing pension benef i ts ,  an employee's normal sa lary should 
be used, excluding overtime. 

Recommendations 

During i ts  1979 session, the  Minnesota Legislature should es tab l i sh  a new benefit  
system fo r  public employees ... one which places a l i m i t  on sa la ry  covered by 
defined benef i t  formulas, and above t h a t  l i m i t  provides benef i ts  through a defined 
cont r ibu t ion  plaK. 

1. The following modifications should be made by the  1979 Legislature t o  the cur- 
ren t  system of benef i ts  fo r  a l l  public employees, except e lected o f f i c i a l s  and 
unclassified employees: 

a.  The new benef i t  program should apply t o  a l l  new s t a t e  and local  government 
employees a s  of July 1, 1979. 

Current s t a t e  and loca l  government employees should be given the option of 
receiving benef i ts  under the  new program. I f  they choose t o  do so, t h e i r  
contributions should be redis t r ibuted,  a s  necessary, between the defined 
benef i t  and defined contribution plans. 

a b. A l i m i t  should be placed on the  sa la ry  covered by the  formula now used t o  
compute defined benefits .  

For income below the l im i t ,  employers and employees should contribute a t  the  
same r a t e  a s  a per  cent of payroll .  

For income above-the l i m i t ,  employee contributions should be optional and 
should be put i n  a defined contribution plan. Employers should be required 



t o  make contributions for income above the l i m i t .  As  a guide i n  determining the 
contribution rate ,  employers should use the same rate  they use for the long-term 
expected normal cost below it. Employees should vest i n  the defined contribution 
plan a f t e r  a t o t a l  of ten years of service. 

c. In i t i a l ly ,  the salary l i m i t  should be s e t  a t  about $20,000. The Legislature should 
review the l i m i t  biennially, taking in to  account such factors a s  changes i n  median 
family income, price levels,  average wages ( in  both public and private employment) , 
the poverty level,  the savings, investment and other income of public employees 
a f t e r  retirement, as well as the degree of success which the Legislature believes 
the plan has had, and the costs the public is willing t o  pay. 

Every time the salary l i m i t  is adjusted upward, there w i l l  be some increase i n  the 
t o t a l  l i a b i l i t y  of each plan affected by the change. This happens because contri- 
butions for  the defined benefit portion of the plans have been based on only par t  
of the salary tha t  w i l l  actually be used t o  calculate an employee's benefits. The 
Legislature should address t h i s  problem by requiring each plan's actuary t o  include 
an assumption for changes i n  the salary l i m i t  as a part  of his  calculations for  
annual employer and employee contributions. A s  a guide i n  making t h i s  assumption, 
the actuary might use the consumer price index or  some similar indicator. 

When an employee exceeds the l i m i t ,  that  salary becomes the employee's ceiling for  
the purposes of determining the defined benefit pa r t  of h i s  pension. However, 
every time the Legislature increases the l i m i t ,  employees should have the option of 
transferring employee and employer contributions t o  buy into the increased defined 
benefits tha t  w i l l  now be possible as a resul t  of raising the l i m i t .  

d. There are several alternatives from which t o  choose for  making public pension bene- 
f i t s  progressive. We did not study these carefully enough t o  make specific recom- 
mendations. However, among the alternatives tha t  might be considered are: Special 
benefit credi ts  for  low salary employees, the creation of a s e t  of income replace- 
ment " targets ,"  and lowering the r a t e  a t  which an employee accrues benefits above 
a cer tain salary. Each proposal would have significant impact on both the level 
and cost of benefits. None should be implemented without careful study. 

. The benefits for  - a l l  employees of s t a t e  and local government should be a t  
l eas t  50% and perhaps 100% integrated with the social  security benefit 
earned while working for  s t a t e  and local government. 

The Legislature must decide on the extent of integration. In making i ts  
decision, the Legislature should consider factors such as the likelihood 
that any employee might f o r f e i t  h i s  pension contributions. 

Integrating a t  some ra t e  below 100% would assure every employee of getting 
some return for  h i s  own contributions. Under t h i s  approach, the employee's 
public pension would be reduced by a legislated per cent of h i s  social 
security benefit. We recommend that ,  i f  the Legislature chooses t h i s  
approach, the social security "offset" be not l e s s  than 50%. 

The 1979 Legislature should request tha t  the Minnesota Congressional 
delegation introduce and unanimously support special legis lat ion allowing 
social security coverage for  public safety employees.' 

f. A l l  public employees whose pensions are integrated with social  security should 
accumulate credi t  toward the i r  public pensions a t  the same ra te .  I f  Congress 
does not ac t  to  allow integration of public safety plans, then these plans 
should credi t  service a t  a r a t e  suff icient  t o  produce a benefit a t  age 55 equal 
t o  tha t  of integrated plans a t  age 65. 



g. A l l  vested employees (except publ ic  safe ty)  should be e l i g i b l e  t o  c o l l e c t  
t h e i r  f u l l  pension benef i t s  a t  age 65. Benefit payments may s t a r t  a t  age 
58. However, when payments begin before age 65, pension benef i t s  should be 
reduced such t h a t  the cos t  of a pension fo r  an employee drawing benef i t s  
ea r ly  w i l l  no t  exceed t h a t  f o r  an employee r e t i r i n g  a t  65. Employees work- 
ing p a s t  age 65 should continue t o  accrue benef i t s  i n  the  same manner t h a t  
they d id  before reaching 65. Their benef i t s  should not  be adjusted because 
of t he  l ikelihood t h a t  they w i l l  draw t h e m  over a shor te r  period of t i m e .  

h. A l l  publ ic  sa fe ty  employees should be permitted t o  receive benef i t s  a t  age 
55. They should, however, have an option of deferr ing rece ip t  of t h e  pen- 
s ion  t o  some l a t e r  time. ~f t h i s  option is se lected,  funds su f f i c i en t  t o  
Pay f o r  t he  employee's pension benef i t  should be t ransferred t o  the MAFBF 
i n  t he  same manner as f o r  o ther  employees. The employee's MAFBF account 
should accumulate i n t e r e s t  a t  the ac tua l  r a t e  f o r  t he  MAFBF i n  general. 
When the employee e l e c t s  t o  begin receiving benef i t s ,  they should be 
increased according t o  the  -unt of i n t e r e s t  credi ted  and t o  l i f e  expec- 
tancy up t o  age 65. A n  employee deferr ing benef i t s  beyond age 65 should 
ge t  i n t e r e s t  credi ted  bu t  no adjustment f o r  l i f e  expectancy. - 

i. Por t ab i l i t y  should be extensive and uniform throughout the  publ ic  sector.  
Local po l ice  and f i r e  funds should be changed t o  permit the  same po r t ab i l i t y  
a s  is now avai lable  i n  o ther  publ ic  jobs. The Legislature should a l s o  
i n i t i a t e  a study of po r t ab i l i t y  between jabs i n  s t a t e  and l oca l  government 
and p r i va t e  business. This should be ca r r i ed  ou t  by t h e  Commissioner of 
t he  Department of Personnel. The ~onrmissioner should repor t  and make 
recommendations t o  the  Legislature by December, 1979. 

The new system should continue t he  current  p rac t i ce  of providing post- 
ret irement adjustments through earnings on funds invested i n  the  Minnesota 
Adjustable Fixed Benefi t  ~ u n d ,  through increases i n  social secur i ty ,  and, 
when necessary, through ad hoc increases granted by t h e  Legislature. This 
should apply t o  a l l  employees. AS such, t he  automatic esca la to r  provision 
i n  the  loca l  po l ice  and f i re  plans should be eliminated. This should be 
achieved by placing a l l  newly h i red  po l ice  and f i r e  personnel i n  the  
af fected c i t i e s  i n  the  PERA pol ice  and f i r e  fund, and phasing ou t  a l l  of 
t he  l oca l  po l ice  and f i r e  plans. 

k. Disab i l i ty  benef i t s  should not  be a p a r t  of regular  pension benef i ts .  
Rather they should be financed and managed separately.  

2. Elected o f f i c i a l s  should g e t  t h e i r  pension benef i t s  f o r  that service only from 
a defined contribution plan. The Legis la ture  should c r ea t e  such a plan during 
i ts  1979 session. The plan should be in tegrated w i t h  s oc i a l  secur i ty  i n  the 
same manner as w e  suggest f o r  regular  publ ic  employees. Elected o f f i c i a l s  who 
a r e  a l so  members of another public employee pension plan should be required t o  
choose between pa r t i c i pa t i ng  i n  t h e  "elected o f f i c i a l s n  plan o r  continuing i n  
their o ld  plan. 

The Legis la t ive  Commission on Pensions and Retirement and the Governor should 
review t h e  University of Minnesota facu l ty  plan and repor t  t o  t he  Legislature 
on i ts  s t a t u s  a t  the s t a r t  of t he  1980 session. The Commission and the 
Governor should make f indings and conclusions regarding t h e  benef i t s  provided 
by t h i s  plan,  t h e  cost-sharing arrangement between the  employer and t he  employ- 
ees,  and the  need t o  t r e a t  University facul ty  members d i f f e r en t l y  from o ther  
publ ic  employees. 



P a r t  I V  - FUNDING PUBLIC PENSIONS 

Findings 

Before def ined b e n e f i t  plans w e r e  common, pub l i c  pension p lans  were financed almost 
exclus ively  by pub l i c  employees. Any employer share  was financed on a pay-as-you-go 
bas is .  

Employees always have made contr ibut ions  t o  t h e i r  publ ic  pension plans.* In  defined 
contr ibut ion  plans t h e i r  ob jec t ive  was t o  p u t  enough money away while they w e r e  
working t o  finance an adequate benef i t  a t  ret i rement.  For some plans  the re  was 
never any employer cont r ibut ion .  PERA, f o r  example, was supported e n t i r e l y  by 
employee cont r ibut ions  u n t i l  1956. And, i n  t h e i r  e a r l y  years ,  t h e r e  w e r e  few occa- 
s ions  when pub l i c  support was necessary. 

For defined b e n e f i t  p lans ,  i n i t i a l l y  t h e  s i t u a t i o n  was not  very d i f f e r e n t .  For 
example, u n t i l  1939, i f  MSRS funds from employees w e r e  not  s u f f i c i e n t  t o  pay bene- 
f i t s ,  then an employee's pension would be reduced. However, over t i m e ,  the employer 
committed himself t o  pay a c e r t a i n  benef i t .  With t h i s  commitment came regular  
employer cont r ibut ions  (see Table 8 ) .  

Table 8 

PENSION PLANS: DATES ESTABLISHED COMPARED WITH 
I N I T I A T I O N  OF REGULAR EMPLOYER CONTRIBUTIONS 

S t .  S t .  S t .  
Paul Mpls. Mpls. Mpls. Paul Paul 

MSRS PERA TRA TRA TRA MMERF F i r e  Pol ice  Pol ice  Pol ice  

Plan 1928 1936 1931 1909 1909 1919 1868 1895 1903 1903 
Established:  

I n i t i a l  1939 1956 1957 1955 1924 1957 196g1 196g2 196g3 196g4 
Employer 
Regular 
Contribution : 

 he Guidelines A c t ,  1969, f i r s t  required employers t o  make regu la r  cont r ibut ions  
t o  p o l i c e  and f i r e  pensions based on t h e  a c t u a r i a l  needs o f  t h e  plans. P r io r  t o  1969, 
s t a t e  laws required a minimum levy f o r  a l l  l o c a l  p o l i c e  and f i r e  plans.  

2 ~ b i d  
3 ~ b i d  
4 ~ b i d  

The l o c a l  pub l i c  s a f e t y  p lans  w e r e  t h e  first pub l i c  pension p lans  where t h e  employer 
made contr ibut ions  t o  he lp  bu i ld  reserves.  S t a t e  law permit ted t h e  pub l i c  s a f e t y  
pl-s i n  Minneapolis and St .  Paul t o  keep only a l imi ted  amount of reserves. For 
example, t h e  Minneapolis p o l i c e  fund's reserves  could not  exceed $1,000,000. When 
the  reserves  f e l l  below t h e  c e i l i n g ,  t h e  c i t y  contributed...sometimes i n  cash and 
sometimes by g iv ing t h e  fund bonds t o  be redeemed l a t e r .  

*The only major exception has been t h e  volunteer  firemen's p lans ,  and they a r e  no t  
considered i n  t h i s  r epor t .  



Today, t h e  o b j e c t i v e  i s  t o  fund immediately f o r  pension b e n e f i t s  t h a t  employees a r e  
accru ing  now and t o  fund by 1997 f o r  b e n e f i t s  a l r eady  accrued b u t  f o r  which no 
money has  been p u t  a s ide .  

A s  t h e  number of  def ined b e n e f i t  p l ans  and t h e  b e n e f i t  they provided increased ,  
concern grew about t h e  way pension c o s t s  were t o  be  financed. The p u b l i c  w a s  agree- 
i n g  t o  pay def ined  b e n e f i t s  a t  some t ime i n  t h e  f u t u r e ,  b u t ,  f o r  t h e  most p a r t ,  
t h e r e  w a s  no p l an  f o r  paying t h e  employer 's share  of t h e  c o s t .  

4 
I 

I n  1955, t h e  Leg i s l a tu re  c r ea t ed  a Publ ic  Retirement Study In t e r im  Conrmission. I n  
1957, t h i s  j o i n t  l e g i s l a t i v e  c o m i s s i o n  proposed p l a n s  f o r  f i nanc ing  pension bene- 
fits.  The framework e s t a b l i s h e d  a t  t h a t  t i m e  is s t i l l  being followed today. 
E s s e n t i a l l y ,  it c a l l e d  f o r  p u b l i c  employers t o  pay f o r  pension b e n e f i t s  i n  t h e  
same way as p u b l i c  employees ... t h a t  is, by making r egu la r  con t r ibu t ions  t o  t h e  
pension funds. 

While t h e  d e c i s i o n  h a s  been made t o  f inance  pension c o s t s  through r e g u l a r  contr ibu-  
t i o n s  by both  employees and employers, it is s t i l l  be ing  debated. The major argu- 
ments f o r  and a g a i n s t  pre-funding are as fol lows:  

-In f avo r  o f  funding: 

1. The long-term expense of a p l an  is reduced because t h e r e  are investment 
earnings.  Without funding, t h e r e  would be nothing t o  i nves t .  

2 .  A funding po l i cy  al lows c o s t s  t o  be sp read  equal ly  over  s e v e r a l  genera t ions  of 
taxpayers .  With "pay-as-you-go," t h e  burden on one genera t ion  of  taxpayers  may 
be g r e a t e r  than t h a t  on o t h e r s  due t o  a l a r g e  number o f  r e t i r emen t s  and over ly  
generous b e n e f i t s  g ran ted ,  perhaps,  by a previous  gene ra t ion ' s  policymakers. 

3.  Prefunding b e n e f i t s  g ives  employees g r e a t e r  s e c u r i t y  that t h e i r  b e n e f i t s  w i l l  
be p a i d  when they  are due. 

4. Paying f o r  pension b e n e f i t s  ahead of  time may improve t h e  c r e d i t  of s t a t e  and 
l o c a l  government. 

5. A program o f  prefunding makes it harder  t o  i nc rease  pension b e n e f i t s  because 
h igher  con t r ibu t ions  would be necessary immediately. However, some groups 
seeking h igher  b e n e f i t s  a l s o  suppor t  " f u l l  fundingt' i n  t h e  b e l i e f  t h a t  it w i l l  
be e a s i e r  t o  g r a n t  i nc reases  t h e  c l o s e r  t h e  system is  t o  " f u l l  funding." 

-Opposing funding : 

1. Prefunding does n o t  reduce t h e  long-term c o s t  o f  a plan.  Rather it s h i f t s  
sav ings  and i n t e r e s t  earn ings  t o  pension p l ans  when they  would otherwise go 
t o  i nd iv idua l s .  The pub l i c ,  i n  aggregate ,  may r e a l i z e  a b e t t e r  r e t u r n  on t h i s  
money than  t h e  small group o f  investment managers working f o r  t h e  pension 
plans.  

2 .  Prefunding, p a r t i c u l a r l y  " f u l l  funding," does n o t  spread  t h e  c o s t  o f  pensions 
equa l ly  over  s e v e r a l  genera t ions  of  taxpayers .  Rather it concent ra tes  t h e  

, c o s t  on t h e  c u r r e n t  generat ion.  

3. Prefunding is n o t  necessary f o r  p u b l i c  pensions because t h e  t ax ing  power of 
s t a t e  and l o c a l  government s t ands  behind t h e  p lans .  

4. Prefunding is  no t  d e s i r a b l e  because it fo rces  u s  t o  pay f o r  f u t u r e  b e n e f i t s  
wi th  c u r r e n t  d o l l a r s  when they  could be  p a i d  f o r  a t  some time i n  t h e  f u t u r e  
w i t h  i n f l a t e d  d o l l a r s .  



A s  Table 9 shows, most s t a t e  and l o c a l  publ ic  pension plans i n  the  na t ion  a r e  
funded.* However, the re  a r e  d i f f e r e n t  degrees of  funding. Some p o l i c i e s  (19% of 
t h e  l o c a l l y  administered plans and about 10% of the  s t a t e  p lans)  a r e  designed s o  
t h a t  the  regular  employer and employee cont r ibut ions  w i l l  cover the  c o s t  of bene- 
f i t s  t h a t  employees a r e  accruing a t  t h a t  time. Other p lans  t r y  t o  do more. For 
almost one ha l f  of  the  state-administered p lans  and about 25% of t h e  l o c a l  ones, 
cont r ibut ions  a r e  designed t o  pay not  only t h e  c o s t  of b e n e f i t s  t h a t  employees 
a r e  earning now, b u t  a l s o  t h e  c o s t  of any "unfunded" benef i t s  ... t h a t  is ,  b e n e f i t s  
t h a t  employees have already accrued b u t  f o r  which no money was pu t  aside.  

Table 9 

METHODS BEING USED BY U. S. STATE AND LOCAL PUBLIC PENSION PLANS 
TO FINANCE DEFINED BENEFITS 

, 
F u l l  fund- 

F u l l  funding ing  of 
Employer/ F u l l  fund- of b e n e f i t s  benef i t s  
employee ing  of  now accruing now accru- 
each pays b e n e f i t s  and some p a r t  ing  and a l l  Unknown 

Type of Pav-as- a s e t  % of now accru- unfunded unfunded o r  o the r  
administrat ion:  you-go payro l l  ing  only : b e n e f i t s  : benef i t s :  methods : 

Locally 16.6% 26% 18.7% 1.3% 26.1% 11.3% 
administered 
plans 

S t a t e  23.1% 4.5% 9.6% 3.4% 47.2% 12.2% 
administered 
p lans  : 

SOURCE: Table 52, Pension Task Force Report on Public  Employee Retirement 
Systems, Committee on Education and Labor, United S t a t e s  House of Representatives, 
March 15, 1978, p. 292. 

Minnesota's pol icy  f o r  most pub l i c  pension plans** i s  t o  f u l l y  fund a l l  pension cos ts .  
A s  such, regular  cont r ibut ions  t o  t h e  pension p lans  have two p a r t s :  

-One p a r t  goes t o  pay f o r  benef i t s  t h a t  employees a r e  accruing a t  t h a t  time. 

-One p a r t  goes t o  pay f o r  b e n e f i t s  t h a t  employees have already accrued b u t  fo r  
which no money has been p u t  aside.  

*The da ta  base f o r  t h e  t a b l e  i s  t h e  number of "plans." A l l  "plans" regardless  of 
s i z e  a r e  given equal weight. I r r e spec t ive  of t h i s ,  t h e  t a b l e  does show t h e  f re-  
quency with which one approach t o  funding has been chosen over another .  

**The only exceptions a r e  l e g i s l a t o r s ,  judges, c o n s t i t u t i o n a l  o f f i c e r s ,  and most l o c a l  
po l i ce  and f i r e  plans.  Employee cont r ibut ions  a r e  made i n  a l l  cases. But, f o r  legis -  
l a t o r s  and judges, pensions a r e  pa id  f o r  through t h e  general  fund wi th in  a lump sum 
p a p e n t  t o  t h e  Minnesota Adjustable Fixed Benefi t  Fund, and f o r  c o n s t i t u t i o n a l  o f f i c e r s  
through monthly payments t o  retirees. For most l o c a l  po l i ce  and f i r e  plans t h e  policy 
is t o  f u l l y  fund a l l  b e n e f i t s  t h a t  employees a r e  accruing now and t o  pay the  i n t e r e s t  
only on t h e  cos t  of b e n e f i t s  accrued i n  t h e  p a s t  b u t  f o r  which no money was pu t  aside.  



The employee's con t r ibu t ion  covers only a p o r t i o n  of  t h e  f i r s t  p a r t  ... t h a t  i s ,  t h e  
c o s t  of b e n e f i t s  t h a t  they a r e  accruing a t  t h i s  time. This is usual ly  r e f e r r e d  t o  
a s  t h e  "normal cos t . "  In  computing t h i s  amount, t h e  ob jec t ive  is t o  d iv ide  t h e  
reserves  requi red  t o  support  an employee's fu tu re  b e n e f i t s  equal ly  over  each year  
of h i s  expected work l i f e ,  reducing t h e  requi red  reserves  t o  t ake  i n t o  account 
i n t e r e s t  t h a t  w i l l  be earned through t h e  investment of  t h e  accumulated cont r ibut ions .  

The L e g i s l a t u r e ' s  po l i cy  has been f o r  t h e  employer and employee t o  s p l i t  normal c o s t  
equa l ly ,  except  f o r  l o c a l  p o l i c y  and f i r e  p l ans  where t h e  employer/employee s p l i t  is 
60%/40%. This  has been done w i t h  mixed success.  Looking a t  t h e  con t r ibu t ions  f o r  
normal c o s t  i n  1975, we f i n d  t h e  following d i s t r i b u t i o n :  

Table 10 

EMPLOYEE'S AND EMPLOYER'S SHARE OF THE COST FOR 
BENEFITS NOW ACCRUING (NORMAL COST) 

Employee con t r ibu t ion  Employer con t r ibu t ion  
Fund a s  a % of n o r m 1  c o s t  as a % o f  normal c o s t  

PERA (no S o c i a l  Secur i ty )  
TRA (no Soc ia l  Secur i ty)  
MMERF 
MINNEAPOLIS TRA 
ST. PAUL TRA 
CONSTITUTIONAL OFFICERS 
LEGISLATORS 
PERA, POLICE AND FIRE 
LOCAL POLICE 
LOCAL FIRE 
PERA (with Soc ia l  Secur i ty )  
TRA (with S o c i a l  Secur i ty)  
MSRS 
UNIVERSITY FACULTY 

SOURCE: Report t o  t h e  1977-1978 Minnesota S t a t e  ~ e g i s l a t u r e ,  ~ e g i s l a t i v e  
Commission on Pensions and Retirement, p. 28, 

For t h e  major s ta tewide  p l ans  (TRA, MSRS, and PERA) t h e  Commission's po l i cy  has 
been implemented, a t  l e a s t  approximately. But, f o r  many o f  t h e  o the r  p l ans ,  t he  
employee and employer cos t s  are n o t  even c l o s e  t o  being equal. In  some cases  t h e  
employees a r e  paying more, and i n  o t h e r s  it is t h e  employer ( see  Table 10) .  

Table 11 shows p e r  c e n t  of  p a y r o l l  which was necessary i n  1975 t o  fund b e n e f i t s  
t h a t  employees were accruing a t  t h a t  time. In  many cases ,  t h e  con t r ibu t ion  was 
n o t  s u f f i c i e n t  t o  meet normal cos t .  AS a r e s u l t ,  p a r t  of  normal c o s t  must now be 
p a i d  f o r  wi th  t h e  second p a r t  of t h e  cont r ibut ion .  And, progress  towards paying 
f o r  unfunded b e n e f i t s  slows. I n  those  cases  where t h e  con t r ibu t ion  f o r  normal 
c o s t  was g r e a t e r  than what was requi red ,  t h e  "surplus" can be used t o  pay any 
e x i s t i n g  unfunded bene f i t s .  



The second portion of the contribution is now paid almost exclusively by the 
employer. I t  is often referred t o  as the "employer's additional" or the payment for 
the "unfunded l iabi l i ty"  or "deficit ." As the name implies, th i s  part of the t o t a l  
contribution is intended t o  pay the cost of benefits already accrued by employees 
but for which insufficient or no contributions have been made. 

According to  the current policy of the Legislative Car-ssion on Pensions and Retire- 
ment, the,employee and employer should share the cost for any new unfunded benefits 
attributable to  benefit increases af ter  January, 1977.* However, there have been no 
major benefit increases since January 1, 1977. 

Three factors account for the unfunded benefits that  exist  today: 

-First ,  the employers, as noted above, did not s t a r t  contributing t o  the plans 
Until many years a f t e r  they started. And, when they did, it was often a t  rates 
less  than required. And, the employee contributions alone were not sufficient 
to  cover the f u l l  cost of the benefits they were accruing. 

-Second, through the years, benefits have been increased. Many of these increases 
have been retroactive, applying to  the pension benefits that  an employee accrued 
in the past as well as what he might accrue in the future. The resul t  i s  that  
employees have credit  for benefits for which no money has been put aside. For 
exawle, in 1969, PERA and MSRS proposed that  pension benefits be calculated 
using the average salary for an employee's "high five" salary years rather than 
one using a career average salary. This change would have applied t o  a l l  members 
regardless of the i r  length of service. Actuaries for the plans estimated that  
th is  increase would add about $230 million** worth of "unfunded" benefits, that  
isr  benefits which have been accrued but for which no contributions have been 
made. 

-Third, to  fund a pension benefit, estimates must be made for the cost of future 
benefits. The estimates are based on assumptions regarding the ra te  a t  which 
wages w i l l  increase or decrease, the ra te  of return on investments, and the 
average l i f e  expectancy of employees. Other assumptions are also made, but 
these are the most significant. ~f these assumptions are not accurate, then the 
contributions w i l l  be too high or too low. I f  the l a t t e r  i s  the case, then the 
amount of unfunded benefits w i l l  grow. 

Even small changes i n  the assumptions can have a significant impact on the contribu- 
tions which are made. For example, Table 1 2  shows the impact of changes in the 
salary and interest  assumptions on the value of unfunded benefits for the Teachers 
Retirement Association: 

*Report t o  the 1977-1978 Minnesota State Legislature, Legislative Cormnission on 
Pensions and Retirement, p. 2. 

**Report t o  the 1969 Minnesota State Legislature, ~eg i s l a t i ve  Commission on pensions 
and Retirement, p. 51 and p. 58. 



Table 11 

REQUIRED CONTRIBUTION FOR 1975 NORMAL COST 
COMPARED WITH ACTUAL CONTRIBUTIONS 

% of  P a y r o l l  Employee and 
Needed To Employer con- 

Cover Normal t r i b u t i o n  f o r  
P lan  Cost Normal Cost  Difference 

PERA (no S o c i a l  S e c u r i t y )  14.01% 16.00% + 1.99% 

TRA (no S o c i a l  S e c u r i t y )  15.54 16.00 + .46 

MINNEAPOLIS TRA 13.17 13.00 - .17 

ST. PAUL TRA 11.25 19.00 + 7.75 

CONSTITUTIONAL OFFICERS 

LEGISLATORS 

On a "pay-as-you-go b a s i s .  
Employee c o n t r i b u t i o n s  (7%) go 
t o  state 's  gene ra l  fund. 

Employee c o n t r i b u t i o n s  (8%) made 
t o  gene ra l  fund. On r e t i r emen t ,  
f u l l  reserves t o  pay pensions 
are approp r i a t ed  from gene ra l  
revenue. 

PERA POLICE AND FIRE 15.45 20.00 + 4.55 

PERA (with S o c i a l  Secu r i t y )  7.32 8.00 + .68 

TRA (with S o c i a l  S e c u r i t y )  8.16 8.00 - .16 

MSRS 7.05 8.00 + .95 

UNIVERSITY FACULTY S l i g h t l y  less S l i g h t l y  less 
than 18% than  18% 

MINNEAPOLIS POLICE 21.3 

MINNEAPOLIS FIRE 22.g1 

ST. PAUL POLICE 20.6 20.5 - .I 

ST. PAUL FIRE 20.2 15.1 - 5.1 

SOUFCE: Report t o  t h e  1977-1978 Minnesota S t a t e  Leg i s l a tu re ,  L e g i s l a t i v e  
Commission on o t u d y  - , Municipal 
Expenditures/Pensions,  S t a t e  Planning Agency, 1978. 

'1974 da t a .  



Table  12  

IMPACT OF ALTERNATIVE ASSUMPTION ON VALUE OF UNFUNDED BENEFITS, TRA 

I n t e r e s t  Assumption: 5.0%' 5.0% 6.0% 6.0% 6.0% 6.0% 7,0% 7.0% 
S a l a r y  Assumption: 3.5%2 7.5% 3.5% 5.0% 6.0% 7.5% 6.0% 7.0% 

T o t a l  va lue  o f  b e n e f i t s  $1463 $2324 $1185 $1388 $1555 $1811 $1262 $1413 
accrued  ( i n  m i l l i o n s )  : 

T o t a l  funded b e n e f i t s  822.4 822.4 822.4 822.4 822.4 822.4 822.4 822.4 
( i n  m i l l i o n s )  : 

R a t i o o f f u n d e d b e n . e f i t s  56.2% 35.4% 69.4% 59.2% 52.9% 45.4% 65.2% 58.2% 
t o  t o t a l  b e n e f i t s :  

SOURCE: S t a f f  memorandum, J u l y  28, 1978, L e g i s l a t i v e  Commission on Pens ions  
and Ret i rement .  

'These assumptions  are t h e  ones  set  by t h e  L e g i s l a t u r e  and used i n  t h e  evalua-  
t i o n  of  a l l  Minnesota s ta te  and l o c a l  pens ion  p l ans .  

1b id .  

I n  1977, t h e  t o t a l  v a l u e  o f  funded b e n e f i t s  f o r  t h e  major s t a t e w i d e  and l o c a l  p l a n s  
w a s  $2.35 b i l l i o n  o r  59.5% o f  t h e  va lue  o f  a l l  b e n e f i t s  accrued  t o  da t e .  The l o c a l  
p o l i c e  and f i r e  p l a n s  are n o t  inc luded .  They do n o t  r e p o r t  on an annua l  b a s i s .  
1976 is t h e  most c u r r e n t  a v a i l a b l e  d a t a .  A t  t h a t  t i m e ,  t h e  r e l a t i o n s h i p s  o f  funded 
t o  unfunded b e n e f i t s  f o r  t h e  l a r g e s t  o f  t h e s e  p l a n s  w e r e  as fo l lows :  

Tab le  1 3  

RELATIONSHIP OF FUNDED TO UNFUNDED BENEFITS FOR MINNEAPOLIS 
AND ST. PAUL POLICE AND FIRE PENSION PLANS,, 1976 

Value o f  Unfunded % 
B e n e f i t s  Accrued Funded B e n e f i t s  B e n e f i t s  funded 

Minneapolis $107.1 m i l l i o n  $20.3 m i l l i o n  $ 86.8 m i l l i o n  18.1% 
Firemen's  
Re l i e f  A S S ' ~  

Minneapolis 87.4 m i l l i o n  9 .1  m i l l i o n  78.3 m i l l i o n  10.4 
Policemen's 
Re l i e f  Ass 'n  

S t .  Pau l  53.7 m i l l i o n  8.2 m i l l i o n  45.5 m i l l i o n  15.2 
Firemen ' s 
Re l i e f  Ass 'n  

S t .  Pau l  55.4' m i l l i o n  10 .1  . m i l l i o n  45.3' m i l l i o n  18.3  
Pol icemen's  
R e l i e f  Ass 'n  

SOURCE: Municipal  Expendi tures :  Pensions ,  Minneapolis/St.  Paul  Study,  
M i n n n c n t a  C f  a f n  Pl ann inn  A n n n r - ~ ,  n 1 7  



Since t h e  f i r s t  r epor t  of t h e  Leg i s l a t ive  Commissic31n on Pensions and Retirement i n  
1957, t h e  s t a t e ' s  po l i cy  has  been t o  work toward f u l l  o r  100% funding of  s t a t e  
administered pension plans.  To t h i s  end, s t a t e  s t a t u t e s  r e q u i r e  t h a t  cont r ibut ions  
be made a t  a r a t e  s u f f i c i e n t  t o  reach 100% funding by 1997. 

The Minneapolis Municipal Employees Retirement Fund was brought under t h i s  pol icy  
i n  1967. However, i n  1977, t h e  d a t e  f o r  100% funding of  t h i s  p l an  was extended to 
2017. Most p o l i c e  and f i r e  p lans  ( inc luding Minneapolis' and S t .  Paul ' s )  have never 
been under t h e  100% funding requirement. ~ n d ,  it was no t  u n t i l  1969 t h a t  t h e r e  was 
a genera l  funding requirement a t  a l l  f o r  these  plans. A t  t h a t  t i m e ,  l e g i s l a t i o n  was 
passed (i.e., t h e  Guidelines A c t )  r equ i r ing  funding a t  a r a t e  s u f f i c i e n t  t o  f r eeze  
t h e  growth of  unfunded b e n e f i t s  by no l a t e r  than 1980. Unlike t h e  o t h e r  pub l i c  
pension p lans ,  f o r  most t h e r e  was no requirement t h a t  t h e  unfunded b e n e f i t s  be  100% 
funded. 

Since t h e  100% funding po l i cy  was adopted, progress  toward t h e  goal  has been re l a -  
t i v e l y  s teady,  major setbacks occurr ing  only when b e n e f i t s  were increased. Table 14 
and Graph 4 show the  progress f o r  t h e  t h r e e  major s tatewide plans* 

Table 14 

CHANGES I N  THE PER CENT OF FUNDED BENEFITS FOR 
TRAP MSRS PERA, MMERF AND THE LOCAL TEACHERS 

PLANS I N  MINNEAPOLIS, ST. PAUL, AND DULUTH 
- 

Per Cent c?f 
Year Benef i t s  Funded 

---- - - - -- - - - -- - 

SOURCE: Overview of  Minnesota Public  Pension Plans. S u ~ ~ l e m e n t a w  R e ~ o r t  t o  
t h e  Minnesota Legis la ture ,  1977 Session,  Leg i s l a t ive  Commission on Pensions and 
Retirement, p.  14-16. Report o f  t h e  Public  Retirement Study Commission, Public  
Retirement Study Commission, pp. 42, 52, 65, 97 and 103. And, the 1976 and 1977 
a c t u a r i a l  va lua t ions  of  t h e  p lans .  

l ~ a t a  f o r  t h r e e  major s ta tewide  p lans  only. 
21bid. 
3 ~ u n d i n g  r a t i o  decrease due t o  major b e n e f i t  increase  f o r  a number of t h e  

I 

funds i n  1973. 

*For a d e t a i l e d  desc r ip t ion  of the funding of  each of  t h e  major pub l i c  pension 
p lans ,  s ee  Appendix D. 



Graph 4 

TOTAL VALUE OF ACCRUED BENEFITS FOR: MSRS, TRAP PERA, PERA POLICE W D  F I R E ,  
HIGHWAY PATROL, MMER, ST .  PAUL TRA, MINNEAPOLIS TRA AND DULUTH TRAP 1968-1977 

l~xcludes MMER, Minneapolis TRA, St. Paul TRA, and Duluth TRA. 
These plans were not required to report annually until 1969. 



A major change i n  the  benef i t  formula for major funds i n  1973 and f o r  MMER i n  1974 
and fo r  Minneapolis teachers i n  1976 accounts f o r  t h e  reduction i n  the  per  cent  of 
benef i t s  funded i n  t h a t  year. The change requires  t h a t  benef i t s  be computed on 
the  ba s i s  of an employee's "highest f i ve  successive years  sa lary"  r a the r  than h i s  
career  average sa lary .  This increase applied t o  a l l  employees covered by t he  three 
statewide plans,  regardless of t h e i r  length of service  o r  date  of employment. The 
l oca l  plans already had t he  provision,  and t he  formula f o r  l oca l  publ ic  sa fe ty  
plans was not changed. The change t o  the "high f i v e  m e a n t  t h a t  a l l  employees would 
receive benef i t s  l a rge r  than an t ic ipa ted  and planned f o r  by contributions up t o  
1973 ... hence, an increase i n  the amount of unfunded benef i t s  and a decrease i n  t he  
pe r  cent  of funded benef i ts .  

Current funding policy places t h e  burden f o r  a l l  funding inadequacies on the Cur- 
r en t  generation of taxpayers. 

A s  the  f u l l  funding t a r g e t  date  approaches (1997 o r  2017 fo r  MMEFU?) , the  contribu- 
t i on  r a t e  f o r  paying unfunded benef i t s  w i l l  increase. There w i l l  be fewer Years 
over which t o  spread the payments, and, a s  a r e s u l t ,  each year ' s  contribution m y  
have t o  be l a rge r  than t h e  l a s t .  Two condit ions contribute t o  this s i t ua t i on :  

-Recent benef i t  increases,  applying t o  an employee's pas t  se rv ice  a s  w e l l  as  
fu ture  service.  

-The use of a c tua r i a l  assumptions which have not (at l e a s t  i n  t he  shor t  run) 
re f l ec ted  ac tua l  experience. 

Benefit increases  occurring between now and 1997 w i l l  have t o  be paid f o r  i n  f u l l  
over 19 years o r  less .  This is an exceptionally shor t  period of time i n  which t o  
finance a benef i t  increase. Typically, benef i t  increases are financed over 30 o r  
40 years. To s t a y  within t h i s  t yp i ca l  schedule, any benef i t  increase a f t e r  1967 
should have been placed on a d i f f e r en t  payoff o r  amortization schedule. The 
Legis la t ive  Commission has recognized t h i s :  

"This t a r g e t  da te  (1997) is s t i l l  i n  e f f e c t  i n  s p i t e  of improvements i n  
benef i t s  s ince  1957, especia l ly  t he  change t o  t he  f i n a l  s a l a ry  formula 
i n  1973. The Commission has recommended t h a t  t h i s  policy be  changed s o  
t h a t  a new 30-year period would be used fo r  each new piece of  d e f i c i t  
a r i s i n g  from a fu tu re  benef i t  increase."* 

W i t h  t he  exception of t h e  MMEFU?, t h e  Legislature has not  changed the  dates.  In the  
case of MMERF, t h e  date  was changed t o  2017 during t he  1977 session.  

The assumptions on which contributions a r e  determined have not accurately re f l ec ted  
recent  experiences. 

In  computing contribution r a t e s  f o r  benef i t s  t h a t  employees a r e  accruing now and 
f o r  benef i t s  already accrued bu t  a s  y e t  unfunded, s t a t e  law requires  t h a t  the  
following assumptions be made: 

-Investment w i l l  earn a t  a r a t e  of 5 % p e r  year. 

-Wages w i l l  increase a t  a r a t e  of  3 .5%per  year. 

*Report t o  t he  1977-1978 Minnesota S t a t e  Legislature,  Legis la t ive   omission on 
Pensions and Retirement, p. 6. 



The i n t e r e s t  assumption (5%) is designed t o  take  i n t o  considerat ion t h e  investment 
earnings t h a t  w i l l  accrue between t h e  t i m e  contr ibutions a r e  made and benef i t s  paid. 
Without t h i s  considerat ion,  contr ibutions would be much g r e a t e r  than they now are.  If 
t h e  assumed r a t e  of  i n t e r e s t  were increased (say from 5% t o  6 % ) ,  then contributions 
would decrease. And, i f  it w e r e  decreased, then contr ibut ions  would have t o  increase. 

Since its r a t e  was mandated i n  1965, the  i n t e r e s t  assumption has been increased twice. 
I n i t i a l l y ,  it was set a t  3.0%. From 1969-1971, two r a t e s  w e r e  used, 3.0% and 3.5%, 
3.5% being used f o r  comparison purposes only. In  1971, t h e  3.0% r a t e  was dropped com- 
p le te ly .  And, i n  1973, t h e  assumption was increased from 3.5% t o  5.0%. It was 
reported t o  our committee t h a t  t h i s  was done mainly t o  o f f s e t  p a r t  of t h e  increase  i n  
unfunded benef i t s  t h a t  would r e s u l t  from the change t o  the  "high f ive"  formula. 

Since 1975, most p lans  have reported earnings a t  o r  above t h e  5% leve l .  Only i n  
1975 were there  any plans repor t ing i n t e r e s t  earnings of  less than t h e  assumed 
ra te .  One exception was t h e  Minneapolis Municipal Employees Retirement Association 
which d i d  no t  repor t  any excess i n t e r e s t  earnings from 1973 through 1975. Table 15  
shows the  i n t e r e s t  earnings i n  excess of  t h e  assumed r a t e  f o r  t h e  major plans: 

Table 15 

INTEREST EARNINGS I N  EXCESS OF 5% ASSUMPTION 
1973-1977 ( I N  $ MILLIONS) 

PERA, TRA, MSRS $16.5 $ 7.0 $ 1.6 $ 3.5 $ 7.2 

MINNEAPOLIS TRA, $ 2.7 $ 1.0 $ .8 .9  3.1 
ST. PAUL TRA, 
DULUTH TRA 

TOTAL 

SOURCE: Actuarial  valuations submitted t o  the  Legis la t ive  Commission bn Pen- 
s ions  and Retirement. There a r e  some di f ferences  between MMERF and t h e  o ther  plans 
wi th  respec t  t o  the  treatment of unrealized gains and losses.  These may l i m i t  the 
comparability of  i n t e r e s t  earnings. 

'The wage assumption is  designed t o  take  i n t o  considerat ion changes i n  s a l a r y  which i n  
turn  w i l l  a f f e c t  t h e  b e n e f i t s  t o  be paid i n  the  fu ture .  A r e l a t i v e l y  low wage assump- 
t i o n  w i l l  tend t o  keep contr ibut ions  low.  ~ n d ,  one t h a t  i s  r e l a t i v e l y  high w i l l  cause 
:higher contr ibut ion r a t e s .  

A s p e c i f i c  sa la ry  assumption was no t  set i n  t h e  s t a t u t e s  u n t i l  1969.* A t  t h a t  t i m e  
it was set a t  3.5%. It has no t  been changed. Since 1969, sa la ry  increases  have 
exceeded t h e  assumed r a t e  on a regular  bas i s .  AS a r e s u l t ,  benef i t s  have accrued 
f a s t e r  than t h e  funds t o  pay f o r  them. Table 16 shows t h e  unfunded benef i t s  t h a t  
':have accrued s ince  1973 due to  s a l a r i e s  growing f a s t e r  than the  assume ra te .  

--- 

*A sa la ry  assumption i s  n o t  c r i t i c a l  f o r  p lans  t h a t  use a career  average sa la ry  f o r  
computing benef i t s .  However, f o r  plans using the  average s a l a r y  of f i v e  h ighes t  
successive years ,  it is. The Minneapolis Municipal plan s t a r t e d  using a "high f ive"  
formula i n  1969...hence the  need f o r  a s a l a r y  assumption. When o the r  plans went t o  
the  "high f ive"  i n  1973, they, too ,  needed t h e  s a l a r y  assumptions. 



Table 16 

VALUE ( I N  $ MILLIONS). OF UNFUNDED BENEFITS RESULTING FROM WAGES 
INCREASING FASTER THAN THE ASSUMED RATE, 1973-1977 

PERA, TRA, MSRS $ 34.9 $104.6 $ 52.0 $101.7 $ 83.5 

MINNEAPOLIS TRA, 
ST. PAUL TRA, 
DULUTH TRA $ 3.5 $ 11.4 $ 5.7 5.6 17.0 

TOTAL 

SOURCE: Actuarial valuations submitted t o  the  Legislat ive Commission on 
Pensions and Retirement. 

Other assumptions such a s  l i f e  expectancy a r e  a l so  used t o  calculate  contribution 
ra tes .  However, the  wage and i n t e r e s t  assumptions a r e  the  only ones t h a t  a r e  s e t  
by s ta tu te .  The others a r e  determined by each plan 's  actuary. 

Actuarial assumptions a r e  supposed t o  ant ic ipate  very long-term future trends. 
Therefore, deviations from the trend over a re la t ive ly  shor t  period of time (5  t o  
10 years) may not be c r i t i c a l  if deviations i n  the other di rect ion can be ant ic i -  
pated i n  the  future. However, it seems c lear  t h a t  over the  pas t  few years the 
contributions f o r  benef i ts  t h a t  employees a re  now accruing (normal cost)  were con- 
s i s t e n t l y  low. And, t o  make up f o r  t h i s ,  the  value of unfunded benef i ts  was 
increased regularly. And, with it, the contribution r a t e  f o r  these unfunded 
benef i ts  was a l so  increased. 

I f  it were not f o r  the  f a c t  t h a t  public employees (unlike most pr ivate  sec tor  
employees) make contributions t o  t h e i r  pension plans, the  d i s t inc t ion  between con- 
t r ibu t ions  t o  pay f o r  benef i ts  now accruing (normal cost )  and those t o  pay for  
benef i ts  already accruing would be of l i t t l e  importance. The policy of the  Legis- 
l a t i v e  Commission is f o r  employees t o  pay one half of normal cos t  and one half  of 
the  cost  f o r  any unfunded benef i ts  a t t r ibu tab le  t o  new benef i ts  granted a f t e r  
January, 1977. Under t h i s  policy, ac tuar ia l  assumptions which keep the  contribu- 
t i on  r a t e s  low fo r  benef i ts  now accruing work t o  the advantage of the employee. 
This w i l l  be explored fur ther  i n  t he  next section. 

There i s  no strong evidence t h a t  the  current funding policy w i l l  bring long-term 
d isc ip l ine  t o  the public pension system regarding benef i t  increases o r  payments. 

9 Supporters of 100% funding point  out t h a t  t h i s  objective puts a constra int  on the  
system t h a t  is benef ic ia l  t o  employees and employers a l ike .  Representatives of 
employee groups have s a id  t ha t  the  100% funding policy gives them assurance t h a t  
t h e i r  benef i ts  w i l l  be paid. Representativgof the  employers supported the  policy 
because they said  it "protected" them against  requests fo r  benef i t  increases. We 
can find l i t t l e  evidence t o  support e i t h e r  argument. 



While having contributions " in  t he  bank" does provide some assurance t h a t  benef i ts  
w i l l  be paid, it i s  by no means a guarantee t h a t  benef i ts  w i l l  be paid. No assur- 
ance i s  provided t h a t  the  funds w i l l  not  be withdrawn and used f o r  some other pur- 
pose. A s  one member of our committee put it, "If  things got t o  the  point  where the  
government needed the  revenue, it would take it ... regardless of whether it was 
earmarked f o r  pensions o r  not. I' 

The employers' argument is suspect f o r  the  following reasons: 

-Current pract ices  with respect  t o  assumptions tend t o  understate the  cost  f o r  
benef i ts  now accruing. The r e su l t  is  an increase i n  unfunded benefits .  Ernploy- 
ees share the  cost  of the  former but not t he  l a t t e r .  A s  a r e su l t ,  u n t i l  
January, 1977, when the  new policy for  sharing the cost  of unfunded benef i ts  
a t t r ibu tab le  t o  a new benef i t  took e f f ec t ,  there  was not much of a cost  deter- 
ren t  t o  employee requests f o r  benef i t  increases. 

-The ta rge t  date  f o r  100% funding is l i ke ly  t o  be changed. The Legislat ive Com- 
mission on Pensions and Retirement has already recommended this.* And, i t s  
recommendations t o  the  1979 Legislature w i l l  r e s t a t e  t h i s  recommendation. I f  
the  date  is  changed, it may no longer a c t  ( i f  it ever did) a s  a deterrent  t o  
requests f o r  benef i t  increases. Public employers and employees a l i k e  w i l l  not 
be deterred from making requests by a goal t h a t  they know no one r e a l i s t i c a l l y  
intends t o  reach. 

-Even i f  the  1997 t a rge t  date  is not changed, there  might s t i l l  be requests f o r  
benef i t  increases. A s  t h e  cost  of l i v ing  continues t o  increase, r e t i r ee s  a r e  
becoming major proponents fo r  benef i t  increases. They pay no contributions 
and can only gain through t h e i r  requests. Organizations fo r  r e t i r e e s  have 
developed alongside many of the  plans; f o r  example, the  Public Employees 
Retirement Improvement Association is made up i n  pa r t  of PERA re t i r ee s .  

The 1973 change t o  the "high five" formula probably did  more than anything 
e l s e  t o  bring r e t i r e e s  together t o  request benef i t  increases. Employees 
r e t i r i n g  j u s t  p r io r  t o  the  change receive benef i ts  which a r e  substant ia l ly  
lower than those of co-workers who r e t i r e d  a f t e r  the  change. The resu l t ing  
inequi t ies  have brought both r e t i r ee s  and ac t ive  employees together t o  request 
benef i t  increases. For example, the  PERA Board has a s  a pa r t  of i ts  1979 
l eg i s l a t i ve  package a request f o r  automatic post-retirement increases. 
The proposal c a l l s  f o r  pensions t o  increase a t  the  same r a t e  a s  the  consumer 
pr ice  index o r  3%, whichever is less .  

-If  the  1997 date  is  not changed, it could lead t o  s ign i f ican t  benef i t  increases 
on o r  shor t ly  a f t e r  t h a t  date. Graph 5 characterizes the  current approach t o  
funding. As  can be seen, i f  the  current policy is followed, the  contribution 
r a t e  w i l l  decline s ign i f ican t ly  i n  1997 because a l l  unfunded benef i t s  w i l l  be 
funded. A t  t h i s  time, policymakers have two options: (a) reduce contribution 
r a t e s  and, a s  a r e su l t ,  taxes; o r  (b) increase benef i ts  and, a s  a r e s u l t  the 
contribution r a t e  w i l l  remain a t  i ts  pre-1997 ra te .  Because the  benef i t  
increase could be granted without any apparent increase i n  taxes, it might be 
the more l i ke ly  choice f o r  policymakers. 

6 

*The Commission recommendation is  fo r  a s m a l l  increase i n  the  date  f o r  funding any 
unfunded benefits .  This i s  t o  account f o r  the  unfunded benef i ts  t h a t  were added 
i n  1973. Any new unfunded benef i ts  t h a t  might accrue a f t e r  the  recommendation's 
adoption a re  t o  be paid f o r  over 30 years. A separate 30-year schedule is t o  be 
adopted i n  each case; however,,for the  purposes of general discussion, a s ing le  
date covering a l l  plans would a l so  be computed. 
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There a r e  o the r  approaches t o  pension funding. One is  being used f o r  l o c a l  po l i ce  
and f i r e  plans. 

There a r e  s i x  major a l t e r n a t i v e s  t o  be considered: 

Pay on ly - the  cos t  of benef i t s  now accruing (normal cos t )  and make no e f f o r t  t o  
fund those benef i t s  which a r e  now unfunded. This method is  used by approxi- 
mately 20% of t h e  l o c a l l y  administered plans and about 10% of the  s t a t e  admin- 
i s t e r e d  p lans  nationwide. I f  it were used i n  Minnesota, t h e r e  would be  an 
immediate reduction i n  t h e  cont r ibut ion  f o r  a l l  of our pub l i c  pension p lans  
except the  p lans  f o r  judges, l e g i s l a t o r s  and c o n s t i t u t i o n a l  o f f i c e r s  (see  
Table 1 7 ) .  The judges and l e g i s l a t o r s  a r e  funded through a lump sum payment 
t o  the  Minnesota Adjustable Fixed Benef i t  Fund a t  ret i rement.  And, the  const i-  
t u t i o n a l  o f f i c e r s  a r e  on a pay-as-you-go bas i s .  

2. Pay the  cos t  of b e n e f i t s  now accruing and the  i n t e r e s t  on any unfunded benef i t s .  
This a l t e r n a t i v e  is  o f t en  r e f e r r e d  t o  a s  "freezing t h e  d e f i c i t . "  It is the  
funding pol icy  which is required f o r  l o c a l  pol ice  and f i r e  p lans  i n  1980. 
This approach would a l s o  r e s u l t  i n  some decreases i n  the  cont r ibut ion  r a t e s ;  
however, they would not  be a s  l a rge  a s  under the  "pay normal c o s t  only" a l t e r -  
na t ive  (see  Table 17) .  

Like a home mortgage, i n t e r e s t  charges tu rn  out  t o  be a s i g n i f i c a n t  por t ion  of 
the  t o t a l  cos t .  Freezing the  d e f i c i t  w i l l  i n  the  long run br ing  the  plan very 
c lose  t o  100% funding. -- . .- 

3* Pay the  c o s t  of b e n e f i t s  now accruing and some por t ion  of the  p r inc ipa l  over a 
spec i f i ed  period of  time. This approach i s  used by about 1.3% of the  loca l ly  
administered plans and about 3.4% of the  s t a t e  administered p lans  nationwide. 
A s  t he  end of  the  t i m e  per iod  approached, t h e  plans would approach 100% funding. 
A s  is t r u e  f o r  the  "freeze t h e  d e f i c i t "  a l t e r n a t i v e ,  the 'va lue  of unfunded 
benef i t s  would be a r e l a t i v e l y  small por t ion  of  the  t o t a l  value o f  any p a r t i c u l a r  
plan a t  t h e  end o f ,  f o r  example, 30 years .  



4. Pay t h e  c o s t  o f  b e n e f i t s  now acc ru ing  and some po r t i on  o f  t h e  p r i n c i p a l  over  an 
i n d e f i n i t e  p e r i o d  of  t i m e .  The only d i f f e r ence  between t h i s  and t h e  f i xed  d a t e  
a l t e r n a t i v e  above would b e  t h a t  t h e r e  would n o t  be a p o s s i b i l i t y  of c o s t s  esca- 
l a t i n g  a s  t h e  t a r g e t  d a t e  approached. Rather,  t h e  con t r ibu t ion  r a t e  would 
remain cons t an t .  

5. Pay a cons t an t  p e r  c e n t  o f  pay ro l l .  The r a t e  would b e  set h igh  enough t o  cover  
t h e  c o s t  o f  b e n e f i t s  now acc ru ing  and a s  much o f  t h e  unfunded b e n e f i t s  a s  is 
deemed des i r ab l e .  Nationwide, about  26% of t h e  l o c a l l y  adminis te red  p l ans  and 
4.5% o f  t h e  s t a t e  adminis te red  p l ans  a r e  funded through t h i s  type  of po l icy .  
The c o s t  would depend on how high o r  l o w  t h e  r a t e  w a s  set. 

6. Pay an amount s u f f i c i e n t  t o  cover t h e  c o s t  of b e n e f i t s  f o r  a l l  employees who 
have served  long  enough t o  q u a l i f y  f o r  a pension.  This  i s  sometimes r e f e r r e d  
t o  a s  t h e  " te rmina t ion  method" because c o n t r i b u t i o n s  are s u f f i c i e n t  t o  pay a l l  
b e n e f i t s  f o r  employees e l i g i b l e  f o r  a pension and t o  refund c o n t r i b u t i o n s  t o  
those  who a r e  not .  If t h i s  p l an  w e r e  adopted, it would reduce t h e  amount of 
unfunded b e n e f i t s .  The exac t  amount would depend on t h e  p rov i s ions  of  t h e  
p lan .  For  example, i n  1975, t h e  use o f  t h i s  method would have changed t h e  
p ropor t i on  o f  funded b e n e f i t s  f o r  t h e  t h r e e  s t a t ewide  p l a n s  i n  the fol lowing , 
way : 

-TRA could have gone from about  54% funded t o  between 65% and 90% funded. 

-PEW could have gone from about  62% funded t o  between 61% and 81% funded. 

-MSRS could have gone from about 59% funded t o  between 55% and 91% funded.* 

None o f  t h e s e  methods a f f e c t s  t h e  va lue  o f  b e n e f i t s  bo th  funded and unfunded. 
Rather ,  t h e  method chosen determines t h e  p o r t i o n  of b e n e f i t s  t h a t  w i l l  be prefunded 
and t h e  schedule  f o r  doing t h i s .  Some load  payments i n  t h e  e a r l y  y e a r s  and o t h e r s  
push payments o u t  i n t o  t h e  fu ture .**  

*Overview of Minnesota Pub l i c  Pension P l ans ,  Supplementary Report t o  t h e  Minnesota 
L e g i s l a t u r e ,  1977 Sess ion ,  L e g i s l a t i v e  Commission on Pensions and Retirement,  p .  17. 

**For a good d i scus s ion  o f  pension funding see Robert T i love ,  Pub l i c  Employee 
Pension Funds, Columbia Univers i ty  P r e s s ,  New York, 1976, Chapter 8. 
Appendix G summarizes the va r ious  funding methods as d i scus sed  by Ti love.  



Table 17  

COMPARISON OF AVERAGE SUPPORT RATES USING TWO ALTERNATIVE FUNDING POLICIES 

Average Contr ibut ion Average Contr ibut ion 
Rate f o r  Plans Without Rate f o r  Plans Including 

S o c i a l  Secu r i ty  S o c i a l  Secu r i ty  

Pay normal c o s t  only: 15% o f  p a y r o l l  8% of  p a y r o l l  

Pay normal c o s t  and i n t e r e s t  
on unfunded b e n e f i t s  : 22% o f  p a y r o l l  

Current  funding po l i cy ,  pay 
normal c o s t  and both i n t e r e s t  
and p r i n c i p a l  f o r  unfunded 
b e n e f i t s  : 25% of  p a y r o l l  

10% o f  p a y r o l l  

11.5% o f  p a y r o l l  

SOURCE: Overview o f  Minnesota Publ ic  Pension Plans ,  Supplementary Report t o  
t h e  Minnesota L e a i s l a t u r e  1977' Session.  L e a i s l a t i v e  Commission on Pensions and - .  - . -- -~~ - ~ .d - 

Retirement,  pp. 19-21. See Appendix E f o r  t h e  d i f f e r ences  i n  con t r ibu t ion  r a t e s  
under each a l t e r n a t i v e  f o r  each ind iv idua l  p l an .  

'~11 d a t a  as a p e r  c e n t  of 1975 p a y r o l l  and us ing  t h e  s t a t u t o r y  contr ibu-  
r a t e s .  



Conclusions 

The Legislature should abandon i ts current funding policy and adopt a new one. 

The major feature of the  current policy is i ts  goal of 100% funding. The ta rge t  
date for  t h i s  is 1997. This policy places the burden of paying for  pas t  funding 
inadequacies on the  current generation of taxpayers. While we know t h a t  unfunded 
benefits  must be paid (par t icular ly  those resul t ing from the 1973 benef i t  increases) 
we question the equity of having the current generation of taxpayers bear a l l  of 
the cost ,  especially since it is not responsible for  a l l  of it. 

One a l te rna t ive  would be t o  replace the current t a rge t  date with another. While 
this might solve the "equity question," it might lead t o  unwarranted benefit  
increases. The impetus for  establishing a ta rge t  date was a feeling t h a t  it would 
force some "discipline" on policymakers when they were dealing with requests for  
benefit  increases. . . tha t  is, i f  they granted an increase, they would have t o  not 
only recognize the addit ional cost  but a l so  pay it i n  f u l l  by 1997. Changing the 
ta rge t  date now opens up the poss ib i l i ty  t h a t  it could be changed again and again. 
With these changes, a l l  d iscipl ine might be l o s t .  

A s  long as  our funding policy is  based around " target  dates," there w i l l  be some 
r i sk  t h a t  we are  building automatic benef i t  increases in to  our pension system. A s  
each t a rge t  date approaches, there  i s  the prospect of a lower contribution ra te .  
This could r e su l t  i n  lower taxes. However, we fear  t h a t  inappropriate benefit  
increases would be granted instead. The cost  of the increase w i l l  not  be c lear  t o  
the taxpayers because there may be no immediate change i n  the  contribution ra te .  
Rather, the  new benefi t  increase w i l l  be paid fo r  with funds freed-up when the 
ta rge t  date was reached for  a previous benef i t  increase. 

We a lso  question the 100% funding policy because of the number and type of assuw- 
t ions  t h a t  m u s t  be made i n  arr iving a t  the amount t o  be funded. 100% funding is a 
re la t ive ly  easy and well-accepted ru l e  on which t o  f a l l  back. It  may even be an 
over-simplification. Policymakers and c i t i zens  may forget t h a t  the amount 
described as  "necessary fo r  100% funding" is  an estimate. And, l i k e  other e s t i -  
mates, it must be reviewed and adjusted on a regular basis.  

The, Legislature should adopt a new funding policy ... one which w i l l  place highest m. 
One a l te rna t ive  would be t o  drop funding altogether and go t o  a "pay-as-you-go" 
system. We re j ec t  t h i s  a l ternat ive,  because it is not l i ke ly  t o  keep pension 
expenditures a t  a constant per cent of payroll.  The number of people r e t i r i ng  
w i l l  f luctuate  from year t o  year, and, with t h i s ,  pension expenditures w i l l  change. 
With no funds put aside, the only way t o  deal w i t h  these changes w i l l  be t o  
increase o r  decrease appropriations for  pensions. Taxpayers who happen t o  l i v e  a t  
a time when the public work force is  re la t ive ly  young and growing w i l l  have rela- 
t ive ly  small expenditures for  pensions. Those who happen t o  pay taxes when the 
public work force is re la t ive ly  old and e i the r  s table  o r  declining i n  s ize  w i l l  
face higher pension expenditures. W i t h  the  r i gh t  kind of funding policy, this 
fluctuation i n  expenditures and the  inequi t ies  which accompany it can hopeflllly 
be avoided. 



The arguments against  funding a r e  not a s  important t o  us a s  a policy t h a t  w i l l  
keep pension expenditures' a t  a constant per  cent of payroll .  For example, we 
recognize t h a t  s t a t e  and loca l  government has an advantage over p r iva te  industry, 
t h a t  is, the  power t o  tax. While t h i s  may give public employees some greater  
assurance t h a t  t h e i r  benef i ts  w i l l  be paid, the prospect of levying a d i f fe ren t  
tax each year t o  pay f o r  pensions is not a t t rac t ive .  (I 

We are  intrigued by the  argument regarding the  impact of pension funding on the 
ava i l ab i l i t y  of cap i t a l  f o r  investment. Some argue t h a t  the  economy would be 
b e t t e r  off  i f  money stayed i n  t h e  hands of taxpayers a s  long a s  possible ... 
suggesting a pay-as-you-go approach t o  pensions. Others argue t ha t  the  economy 
might be b e t t e r  served i f  more money were put  aside i n  pension plans ... suggesting 
a 100% funding policy. We have been able t o  f ind no data suggesting a conclusion 
one way o r  the  other.  S t i l l ,  we recognize t h a t  the impact of pension policy on 
pr iva te  finance may be important t o  consider i n  s e t t i ng  policy f o r  paying for  
public pensions, and we leave it t o  others  t o  determine the  exact  impact, 

The new funding policy should a l s o  show c lear ly  the  impact of benef i t  changes. 

While we question the a b i l i t y  of the  current funding policy t o  bring "discipline" 
t o  the  pension system, we do not question the  need fo r  t h i s  discipl ine .  And, a 
new funding policy should be designed accordingly. Discipline can be brought t o  
the pension system without necessari ly having a 100% funding policy. The combina- 
t i on  of analysis which shows c lear ly  the  cost  of a change i n  a pension plan and 
some r u l e  f o r  financing t h a t  cost  is  a l l  t h a t  is necessary. A s  pointed out i n  
the  findings there  are  a rimer of ru les  from which t o  choose: 

-Pay only the cost  f o r  benef i ts  accruing now. 

-Pay the cos t  f o r  benef i ts  accruing now apd the  i n t e r e s t  charges on any unfunded 
benefits .  

-Pay the cost  of benef i ts  accruing mow, the  i n t e r e s t  charges, and some pa r t  of 
the  pr incipal .  

-Make payments a t  some constant per cent of payroll.  A t  a minimum, the  r a t e  
should be high enough t o  cover normal cost. 

-Pay enough t o  cover the  cost  of benef i ts  f o r  only those employees who have the 
r i gh t  t o  co l l ec t  a pension. 

A d i s t inc t ion  should be made between pension plans which are  l i ke ly  t o  continue 
and those which are  going t o  be phased out. While we do not support 100% funding 
f o r  the former, we do f o r  the  l a t t e r .  "Phase out" means t h a t  a l l  of the  obliga- 
t ions  of the  plan w i l l  soon be due. In order t o  avoid a s ign i f ican t  increase i n  
contribution r a t e s  and perhaps a specia l  appropriation, a 100% funding policy 
should be pursued a s  soon a s  the phase out decision is  made. The s i tua t ion  is  
s l i gh t ly  d i f fe ren t  if the  plan which is  t o  be phased out w i l l  be replaced by 
another. Under t h i s  circumstance, contributions caming i n t o  the new plan may be 
used t o  pay f o r  the  obligations gf the  old  ove. This policy has already been used 

L i n  phasing out some plans, and we see no reason why it should not be continued. 

Local government's share of pension costs  shauld come from general revenues and 
not from "dedicated funds" o r  d i r ec t  categorical  stake aids. Local governments 
may choose t o  use t h e i r  loca l  government a ids  t o  pay pension costs,  but they 
should not be given revenues f o r  t h a t  purpose alone. 



Whatever the  funding policy,  the  c o s t  of any b e n e f i t  increase should be shared 
equally by both employees and employers. 

The cos t  sharing should include both increases  i n  normal cos t  and the  c o s t  of any 
add i t iona l  unfunded benef i t s  a t t r i b u t a b l e  t o  the b e n e f i t  increase. The Legis la t ive  
Commission on Pensions and Retirement has already adopted a policy c a l l i n g  f o r  t h i s  
kind o f  c o s t  sharing. W e  support t h e  Commission's pol icy  and urge its enforcement. 
The Commission current ly  has no s p e c i f i c  pol icy  f o r  c o s t  shar ing f o r  benef i t  
increases which apply t o  an employee's p a s t  service.  Recent experience with the  
change t o  a "high f ive"  formula suggests t h a t  a pol icy  f o r  handling the c o s t  of 
r e t roac t ive  benef i t s  is necessary. This pol icy  should address e l i g i b i l i t y  i ssues .  
For example, i f  a benef i t  increase is granted, should employees who a r e  about t o  
r e t i r e  be e l i g i b l e  f o r  i t ?  I f  they a r e ,  how should the  cos t s  of t h i s  b e n e f i t  be 
paid? 

In any c o s t  sharing program, the  average employee contribution r a t e  should r e f l e c t  
average benef i t s .  That is, an employee i n  a l e s s  cos t ly  p lan  should be assessed a 
smaller contr ibut ion r a t e  than an employee i n  a more cos t ly  plan.  Employees i n  
current  pension plans may end up paying more f o r  t h e i r  b e n e f i t s  than employees who 
w i l l  be i n  t h e  new plan t h a t  we have recommended. I f  it is necessary t o  accurately 
r e f l e c t  cos t s ,  contr ibut ion r a t e s  of employees i n  current  plans should be increased. 
And, a t  any time, employees i n  more cos t ly  pension plans should have t h e  option of 
joining a l e s s  cos t ly  plan and thus reducing t h e i r  contr ibution r a t e .  These con- 
s ide ra t ions  a r e  p a r t i c u l a r l y  re levant  f o r  the  present  members o f  l o c a l  pol ice  and 
f i r e  plans. 

Public employees should not  be taxed on t h e i r  contr ibut ions  u n t i l  they claim them 
a s  b e n e f i t s  o r  refunds. P r a c t i c a l l y  speaking, pension contributions do not become 
spendable income u n t i l  an employee claims them a s  b e n e f i t s  o r  refunds. Thus, pen- 
s ion contr ibut ions  should not  be taxed. The Minnesota Legislature should ask our 
congressional delegation t o  support f edera l  l e g i s l a t i o n  exempting contributions t o  
publ ic  employee pension plans  from taxation.  And, even i f  t h e  Congress does not  
a c t ,  the  Legis la ture  should exempt employee contr ibut ions  from s t a t e  income taxa- 
t ion .  Instead,  b e n e f i t s  and refunds should be taxed. 

There should be more thorough analys is  of the  pub l ic ' s  and the  employee's contr i -  
butions t o  pension plans.  

Two new procedures should be added: 

-Assumptions which b e t t e r  r e f l e c t  expected fu tu re  trends should be used i n  
computing contr ibut ion r a t e s .  In addi t ion ,  and f o r  i l l u s t r a t i v e  purposes 
only, two a l t e r n a t i v e  s e t s  of ca lcu la t ions  should be done. One should use 
conservative est imates of fu tu re  investment earnings and sa la ry  increases,  
and t h e  second should use l i b e r a l  estimates. 

-Cash flow pro jec t ions  should be done on a regular  bas is .  The projec t ions  
should show t h e  re la t ionsh ip  between t h e  flow of revenue i n t o  and out  of  a 
fund given the  proposed contr ibut ion r a t e s .  The projec t ion should be used 
a s  one means of analyzing t h e  contribution r a t e s  and a s  a check on overa l l  
funding policy.  

Current laws do not  p r o h i b i t  t h e  analys is  suggested above; however, they a l s o  do 
not  suggest o r  recommend it. Rather, t h e  laws require  ( i n  most cases)  an annual 
a c t u a r i a l  valuation and, every four  years,  an experience survey. No a l t e r n a t i v e  
assumptions a r e  required,  and the  survey, covering four years ,  is t h e  longest  time 
frame f o r  analys is .  We f e e l  t h a t  t h i s  i s  not  adequate. Pension expenditures a r e  
so  l a rge  and s o  s e n s i t i v e  t o  change t h a t  the re  must be b e t t e r  analys is .  



Recommendations 

The 1979 Legislature should adopt as its funding policy for a l l  public pensions a 
plan calling for payments a t  a constant per cent of payroll, including social 

Unless benefits are changed, public pensions should be funded a t  a constant per 
cent of payroll. When changes occur, the per cent should be adjusted acc6rdingly. 
Regardless of the strategy that is chosen to pay for unfunded benefits, payments 
should be a t  a constant per cent of payroll. 

In order t o  assure that we can keep pension costs a t  a level per cent of payroll, 
the 1979 Legislature should no longer require funding a t  a rate sufficient to  
reach 100% funding by 1997 (2017 for Minneapolis municipal). Instead, it should 
require funding a t  a rate sufficient to: 

-Pay the fu l l  cost of pension benefits that employees are currently accruing. 

-Pay annual interest charges on the amount owed for benefits accrued in  the 
past but for which no money has been put aside. 

-Pay a small portion of the "principal" owed for benefits accrued in  the past 
but for which no money has been put aside. 

This funding policy is preferable to  the other alternatives because: 

-By covering normal cost, interest on unfunded benefits, and a small portion of 
the principal, employees can be reasonably sure that  their  benefits w i l l  be 
paid. In the long run, 100% funding w i l l  be approached but not reached. 

-It lends i t s e l f  better than the others to  keeping payments a t  a constant per 
cent of payroll. ~ n d ,  when increases occur, they w i l l  show up immediately in  
both the interest and principal payment. The alternative with the target date 
for making principal payments would have caused this  portion of the contribution 
rate to  increase as the date approached. 

-"Disciplinen is assured. A s  pointed out above, any change in  benefits w i l l  
affect the normal cost and, i f  it adds unfunded benefits, the interest and 
principal payments. Furthermore, since the policy has no target dates, 
"changing the date" or  deadline for making payments is not anticipated or 
suggested. 

And, by comparison with the current funding policy, th i s  proposal could result 
in a modest decrease in  the contribution rate of public pensions. Based on 1975 
covered payroll, and the current benefit plan, the statutory wage and interest 
assumptions, it could decrease contributions on average by between 1.5% and 2.0%, 
meaning between $30.8 million and $41.1 million. The exact size of the decrease, 
i f  any, w i l l  depend on population characteristics of the members of the pension 
plans. 

With almost a l l  public employees now covered by social security and the prospect 
that  the remainder w i l l  be covered, it is important that  social security costs be 
part of any funding policy. The goal of keeping pension costs a t  a level per cent 
of payroll cannot realist ical ly be achieved without including social security 
costs. 



The actuaries computing the level payment should take into account changes in the 
defined benefit l i m i t  which the Legislature is likely (but is not legally obligated) 
t o  enact in the future. When a benefit increase occurs, the employee's e l ig ib i l i ty  
for the increase should be prorated according to  the covered employment between the 
date the increase becomes effective and his  retirement. In those special cases 
where the Legislature decides t o  provide an increase in  the benefits that  an employee 
has already accrued, the Legislature should provide for a "lump sum" payment covering 
those t o t a l  costs. 

A l l  assumptions used to  compute contribution rates should be reviewed a t  leas t  every 
four years so that  they more accurately ref lec t  long-term expectations of actual 
future behavior. Both the Leaislative Commission and the Governor should review a - 

the assumptions in  use and make recommendations for potential changes. Either the ,, 
Legislative Commission or the Governor may i n i t i a t e  a review. 

The Legislature should also require that ,  for comparative purposes only, two other 
sets  of calculations be made for each plan. One of the additional se t s  of assump- 
tions should take a pessimistic view of future performance, and the other should take 
an optimistic view. The results of these calculations should be reviewed by the 
Legislature in determining and monitoring contribution rates. 

The Legislative Commission should enforce without exception its current policy for 
sharing a l l  pension costs equally between employers and employees. This includes 
both the normal cost and any cost that  results from benefits already accrued but 
for which no money has been put aside. This means tha t  the employee contributions 
in  local f i r e  and police plans w i l l  have t o  be substantially increased. In order 
t o  keep employer and employee contributions a t  a reasonable level, newly hired 
police and f i r e  personnel in  the affected c i t i e s  should be placed i n  the PERA police 
and f i r e  fund, and present employees should be offered the option of transferring 
to th is  fund. 

All of the costs of public pension plans (including administrative costs) should be 
met by employee payroll contributions and employer contributions. To this  end, the 
s ta te  should stop making a direct  payment to  TRA. Instead, the Legislature should 
adjust aids to school d i s t r i c t s  in  amounts equal t o  their  respective employer con- 
tributions. EAch school d i s t r i c t  should then make its own payment to  TRA. 



P a r t  V - PUBLIC PENSION POLICYMAKIfiG AND ADMINISTRATION 

Findings 

The Legis la ture  determines v i r t u a l l y  a l l  pension b e n e f i t s  and funding p o l i c i e s .  
Y e t ,  s a l a r i e s  are set mainly by each u n i t  of government. Together s a l a r i e s  and 
pension p o l i c i e s  determine the  taxpayers'  expense. 

Almost 87% of the s t a t e ' s  approximately 221,000 publ ic  employees a s  of  1975 a r e  mem- 
be r s  o f  pension p lans  which a r e  under t h e  d i r e c t  supervision of  the  Legislature.  
The remaining 13% a r e  members of l o c a l  plans.  while they a r e  under the author i ty  
of t h e  Legis la ture ,  po l i cy  changes must a l s o  be approved by l o c a l  c i t y  councils  and, 
i n  some cases,  by the board of d i r e c t o r s  of t h e  plan.  

The diagram below i l l u s t r a t e s  the  process through which pol icy  is  set f o r  publ ic  
employee pension plans. 

PUBLIC PENSIONS: HOH POLICIES ARE SET 

MEMBERS OF FUN0 

Note: Cfty Council approval fs - required for '  a l l  local  funds not 
under PERA o r  TRA. For example. 
the Minneapolis Municlpa! Employees 
Retf rement Fund o r  the Minneapolis 
Police Retirement Fund must get 
Counci 1 approval . 
The pol ice and f i r e  fun& for Minne- 
apolis and St. Paul have t h e i r  bene- 
f i t s  t i e d  t o  salary changes. A vote 
t o  change salaries also changes 
Senef i ts . 

I , - - -  - 7'- 4- CITY --1 COUNCIL: 

S a l a r i e s  f o r  most pub l i c  employees a r e  set by t h e i r  employer. The Legis la ture  has 
determined some maximums bu t  these  a f f e c t  r e l a t i v e l y  few employees. From a pensions 
po in t  of  view, this means t h a t  one of t h e  two major f a c t o r s  a f f e c t i n g  f u t u r e  pension 
b e n e f i t s  is  beyond contro l .  And, w i t h  r e spec t  t o  s a l a r y  negot ia t ions ,  t h i s  means 
t h a t  one major f r inge  b e n e f i t  cannot be  included i n  negotiat ions.  Minnesota law 
adds more l i m i t s  by excluding a l l  discussion of  pensions from labor  con t rac t  nego- 
t i a t i o n s .  
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Separating the process for setting wage rates from that for setting pension benefits 
is of major concern for PERA employers. The actions of any small group can affect 
the costs of the other. For TRA, the separation of wage negotiations from pension 
costs reaches an extreme. Since 1967, the state has paid the full employer's 
contribution for the school boards. The payment is made by a direct appropriation 
from the state's general fund to TRA. As a result, school board members are not 
likely to understand pension costs, or to consider the impact of their wage negotia- 
tions on these costs. 

In the private sector, pensions are generally considered a part of an employee's 
"total compensation package." They are negotiated as a part of union contracts. 

In the public sector, there is some fear that local negotiators would be too willing 
to trade higher pension benefits for lower salary increases. This might be attrac- 
tive if local officials felt that the cost of pension benefit increases could be 
put off to "later generations" of taxpayers. Prior to the 1957 decision to aim 
toward 100% funding by 1997, this was a likely possibility for all plans. Today, 
the concern is still valid for TRA where the local school boards have no responsi- 
bility for pension costs. And, to the extent that the current funding policy allows 
costs to be shifted to the future, it may still be valid for other public employers. 

From a practical point-of-view negotiating pensions locally would be difficult to do 
and still keep viable statewide plans. For both TRA and PERA, there are numerous 
independent bargaining units. This makes bargaining fragmented. And, if pensions 
were included, benefits might fluctuate between communities, destroying the 
integrity of the statewide plans. 

The Legislative Commission on pensions and Retirement initially concentrated on 
statewide plans. Regular legislative oversight for local plans is relatively new. 

The Legislative Commission on Pensions and Retirement was established by the 
Legislature in 1955. Initially, it was an interim commission and remained as such 
until 1966 when it was made a permanent commission. The commission has ten members... 
five members from the state Senate and five from the House of Representatives. 

The Commission's initial charge was to, "analyze and report as to the condition of 
public employee pension funds as now constituted, ... set forth fair and workable 
alternatives in present pension funds...set forth the most workable basis on which 
social security could be incorporated into public employee pension provisions.*" 
Early in its history, the Commission was also charged to develop reporting uniform 
standards for public pensions. 

The Commission has successfully prodded the Legislature to improve the 
uniformity of public pension plans, make them more equitable', and insure sound 
financial management. The Legislature has come to rely on the Commission's 
judgement regarding virtually all matters related to public employee pensions. 



The Commission concentrated mainly on the s t a t e ' s  major pension plans during i ts 
f i r s t  decade of operation. However, i n  1969 the Commission made major recommenda- 
t ions  t o  the Legislature regarding funding for  loca l  public safety plans and the 
Minneapolis Municipal Employees Retirement Fund. 

-The Guidelines Act t h a t  it proposed i n  1969 required funding fo r  loca l  public 
safety  plans suf f ic ien t  t o  "freeze" the growth of unfunded benefits  by 1980. 
Pr ior  t o  i ts  actions, employees were making regular contributions t o  these 
plans but employers were paying t h e i r  share on essent ia l ly  a "pay-as-you-go" 
basis.  

-1969 leg is la t ion  brought MMERF under the  1997 t a rge t  date for  100% funding. 
It also recodified provisions of a number of the smaller plans, among the  
MMERF.and the three loca l  teachers plans. In each case, provisions were 
brought under a s ingle  s ta tu te .  

Since 1969, the Commission has s imilar  objectives f o r  both statewide and local  
plans. Early i n  i ts  work, the Commission began phasing-out plans which offered 
no soc ia l  securi ty  coverage, replacing them with plans coordinated w i t h  soc ia l  
security. A s  of July 1, 1978, similar phase-outs began for  mRF and the loca l  
tedchers plans i n  Minneapolis and St.  Paul. Another ear ly  objective of the 
Commission was t o  work toward benefit  uniformity between statewide plans. Local 
plans are  now subject  t o  the same objective. For example, effect ive July 1, 
1978, new Minneapolis employees w i l l  have the same retirement age requirement as 
most PERA and MSRS employees. 

Differences remain between the  various public pension plans. They are  often used 
t o  support requests fo r  benef i t  increases. 

One plan w i l l  use the benef i ts  of another t o  help jus t i fy  i ts  request fo r  similar 
treatment. For example, when the change t o  a defined benef i t  formula based on the 
"high five" salary years was being debated, the f ac t  t h a t  MMERF and local  teachers 
plans already had this kind of formula was used as one argument i n  support of the 
request. A s  uniformity of pension plans has increased, there has been l e s s  of 
this "benefit leapfrogging." But, it is s t i l l  the basis  for  some requests for  
change. For example: 

-St. Paul TRA has, r e l a t i ve  t o  TRA, a wider range of provisions for  allowing 
employees t o  buy addit ional c red i t  toward future benefits .  TRA would l i k e  
s imilar  treatment. 

-The reduction i n  benef i ts  f o r  ear ly  retirement is greater fo r  cer ta in  ages 
i n  PERA and MSRS than i n  TRA. PERA and MSRS would l i k e  similar treatment. 

A reduction i n  the number of independent pension plans might fur ther  cut the occur- 
rence of benef i t  leapfrogging. Another option would be t o  phase out provisions o r  
plans which a re  d i f fe ren t  from the standard t h a t  the Commission wants t o  achieve. 
The Commission has used both approaches ... consolidation generally for  smaller plans 
(e.g., three separate plans for  judges were merged in to  one; the  St.  Paul Bureau 
of Health Fund was merged in to  PERA) and phase-out for  the la rger  ones (e.g., PERA, 
TRA, MSRS, and MMERF basic plans, no soc ia l  security,  a re  being phased out and 
replaced by plans coordinated with soc ia l  security.)  

Major concern is now focused on the local  police and f i r e  plans. Twenty local  plans 
are now being phased out ... replaced by PERA Police and Fire.  Six have merged with 
PERA Police and Fire. Fifty-six remain ,independent. Table 18 describes the  advan- 
tages and disadvantages of' merger and/or phase out of loca l  public safety plans. 



ADVANTAGES AND DISADVANTAGES OF MERGER OF 
Table 18 
LOCAL PUBLIC SAFETY PENSION PLANS: THREE PERSPECTIVES 

I. 3TATEWIDF P a l  IC PENSION POLICY PERSPECTIYE 

Advantages 

(1  ) Statewide and systemride, re t i rement  bene- 
f i t s  w i l l  be more uniform and consistent,  avoid- 
i n g  the p o t e n t i a l  o f  " 1 eapfrogging" (each fund 
attempting t o  outdo the other).  

(2) PERA-PIF provides por tab i  1 i t y  and e a r l i e r  
vest ing, e l im ina t ing  numerous ind iv idua l  hard- 
sh ip  cases and b e n e f i t  f o r f e i t u r e s .  

(3) Pension l.aws administered by one fund tend 
t o  be i n t e r p r e t e d  m r e  cons is ten t l y  and more 
accurate ly  i n  confovance w i t h  l e g i s l a t i v e  i n t e n t .  

(4)  The la rger  PERA-PIF fund exh ib i t s  greater  
e f f i c i e n c y  and less  admin is t ra t i ve  cost per 
member by r e a l i z i n g  c e r t a i n  economics o f  scale. 

(5)  The a c t u a r i a l  assumptions used i n  p o l i c e  and 
f i r e  w i l l  tend t o  be more accurate when spread 
over a greater  membership. 

(6) Pension l e g i s l a t i o n  i n  the area o f  l oca l  
p o l i c e  and f i r e  pensions w i l l  be g r e a t l y  s imp l i -  
f i e d  and modernized. 

Disadvantages 

(1) Loss o f  l o c a l  funds means a loss i n  the 
a b i l i t y  t o  recognize special  o r  unique l o c a l  
needs. 

(2) Loss o f  l oca l  funds means a reduced sense 
o f  autonolny and l o c a l  i d e n t i t y .  

I I. LOCAL EMPLOYER PERSPECTIVE 

Advantages 

(1)  Uniform pension bene f i t s  w i l l  a l l ow b e t t e r  
comparisons o f  the t o t a l  compensation package 
between c i t f e s .  

(2) P o r t a b i l i t y  and e a r l i e r  vest ing w i l l  a i d  i n  
recruitment o f  a l l  ranks. 

(3) The employer, who already deals w i t h  PERA 
f o r  municipal employees, would have fewer pension 
funds t o  deal wi th .  

(4) The a l l o c a t i o n  o f  the burden o f  f inancing 
pens i o n  costs between the employer and the employee 
i s  more even and i s  standardized statewide. 

(5) PERA's s l i g h t l y  l a t e r  re t i rement  age, p rov i -  
s ion  of serv ice c r e d i t  f o r  long service, and ca l -  
c u l a t i o n  of the  b e n e f i t  on f u l l  sa la ry  w i l l  
encourage longer po l  i c e  and f i r e  careers, thereby - reducing personnel t r a i n i n g  costs as we l l  as pen- 
s i o n  costs. 

(6) . PERA provides b e t t e r  con t ro l  over the u l t i -  
mate cost  o f  post re t i rement  adjustments when 
compared t o  an escalated fund.' 

Di sadvantages 

(1)  Loss o f  l o c a l  funds w i l l  r e s t r i c t  the 
a b i l i t y  o f  the c i t y  t o  t a i l o r  i t s  pension program 
t o  meet any specia l  o r  unique needs. 

(2) Loss o f  the l o c a l  funds means a loss o f  l o c a l  
contro l ,  espec ia l l y  over the  invested assets o f  
the fund. 

(3) E i t h e r  consol i d a t i o n  o r  phase-out w i l l  
requ i re  a shor t  term increase i n  employer c o n t r i -  
but ions i n  order  t o  amortize e x i s t i n g  unfunded 
accrued 1 i a b i  1 i t ies. 

111. LOCAL EMPLOYEE PERSPECTIVE 

Advantages 

(1 ) PERA-P&F provides pension p o r t a b i l i t y  t o  
ease job mob i l i t y .  

(2) PERA-P&F provides shor ter  vest ing than most 
loca l  funds, r e s u l t i n g  i n  less  chance of r e t i r e -  
ment b e n e f i t  f o r f e i t u r e .  

(3)  PERA-P&F provides e a r l  i e r  re t i rement  than 
some o f  the e x i s t i n g  loca l  funds. 

(4) PERA-PIF provides post  re t i rement  ad just -  
ments where some e x i s t i n g  l o c a l  funds do not.  

(5) PERA-P&F provides a b e n e f i t  as a percentage 
o f  f u l l  sa la ry  r a t h e r  than l i m i t e d  sa la ry  as 
most o f  the loca l  funds. 

(6) Economics o f  scale and greater  e f f i c i e n c y  
maximizes the amunt  o f  c o n t r i b u t i o n  d o l l a r s  used 
f o r  employee bene f i t s  . 
(7) The laws governing pensfon benef t ts  would ' 
be simp1 t f i e d  and modernized under PERA-P&F. 

(8) PERA P&F Lou1 d provide the increased secur- 
i t y  of being a member o f  a more soundly funded , 
re t i rement  p lan than m s t  loca l  funds. 

Disadvantages 

(1) Loss o f  l o c a l  funds means less  recogn i t i on  
o f  d i f f e r i n g  l o c a l  needs. 

(2)  Loss o f  l oca l  funds w i l l  reduce the sense , 
o f  l oca l  autonomy. 

(3 )  PERA-P&F has a h igher  re t i rement  age than 
many o f  the  l o c a l  funds. 

(4) PERA-P&F does n o t  prov ide escalator  post  
re t i rement  adjustments, u n l i k e  a n u d e r  o f  l o c a l  
funds. 

(5) D i s a b i l i t y  and surv ivo r  bene f i t s  "nder a 
loca l  fund are f requen t l y  greater  than those 
provided by PERA-P&F. 

(6) Phasing out  o r  consol idat ion may g ive  r i s e  
t o  antagonism between a c t i v e  personnel o r  
between ac t i ve  personnel and re t i rees .  

(7) PERA-P&F t y p i c a l l y  requi res a h igher  
employee contr ibut ion.  

SOURCE: Comments by Rep. A1 Patton to the Citizens League Committee on Public 
pensions, June 19, 1978. 



p 
people participating i n  decisions related t o  public pensions i s  limited. 

A s  described ear l ier ,  the Legislature depends extensively on the Retirement Commis- 
sion for policy recommendations and oversight with respect t o  pensions. This i s  
largely due to: 

-The complexity of the subject. A s  with many other issues, a legislator must 
be willing t o  invest a substantial portion of his  time learning about public 
pension and then overseeing the s t a te ' s  system. 

-The pol i t ics  of pension policy. Pensions are extremely important to  employees. 
Active and ret i red employees are well organized and available to  help support 
or  oppose pension legislation. For example, members of local police plans 
actively opposed the reelection of one member of the Commission because oft among 
other things, his  support for  merger of local plans with PERA Police and Fire. 

Compounding the pol i t ica l  problems is the relative lack of general public know- 
ledge regarding pensions and pension problems. A s  a resul t ,  an elected off ic ia l  
cannot expect strong public backing for  taking tough stands on pension policy. 

Unlike other policy areas, leadership on pension policy has not come from the execu- 
t ive branch of s t a te  government. Instead, the Commission has been responsible for 
in i t ia t ing  and then debating i ts own proposals. While the three major statewide 
plans are technically a part  of the executive branch of s t a te  government, the 
Governor, e i ther  directly or  through any s ta te  agency, has not taken a leadership 
$ole. The Department of Finance does review budget requests ... but th i s  has seldom 
generated any proposals for policy change. 

The Governor appoints three members of the MSRS nine-person board. And, the Commis- 
sioner of Education, Finance, and Insurance serve on the eight-person TRA Board. 
However, the i r  participation has not been coordinated and used by the executive as 
a means of providing leadership on public pension issues. 

A t  the local level, public of f ic ia ls  have not participated actively in  the af fa i rs  
of local plans. A recent series  i n  the Minneapolis Tribune* on ~inneapol is '  public 
pension plans reported that  ci ty off ic ia ls ,  including the Mayor and City Attorney, 
were not aware that  they were ex off icio members of the boards of trustees of local 
plans. Other factors may also account for the lack of interest:  

-As i s  true with the Legislators ... the complexity of the subject and the poli t ics  
that  surround it are deterrents. 

-Jurisdictional l ines for pension plans do not coincide with jurisdictional l ines 
for local governments ... most communities do not have the i r  own funds o r  their  
own representatives t o  the statewide plans. To a certain extent, the i r  access 
t o  the statewide plans must be through a local Legislator or  Commission member. 

-Employer representation on the Boards of Directors of the various pension plans 
is limited. And, in  the case of the st. Paul Firemen's plan, there is no 
employer representative on the Board (see Appendix F). 

* Minneapolis Tribune, 9/20/78 
P. 1 



The major responsibi l i ty  of the board of d i rec tors  of a public pension plan i n  
Minnesota is  t o  oversee the administration of the  p l  an... fo r  example, most boards h i r e  
an executive d i rec tor  who is responsible fo r  day-to-day operation. Except i n  
granting d i s ab i l i t y  pensions, the  boards have no formal policy responsibil i ty.  
However, they can and do a c t  a s  lobbyists f o r  benef i t  increases. Some boards adopt 
a l eg i s l a t i ve  package p r io r  t o  each session of the Legislature. 

Information on Minneapolis public pension funds is limited. L i t t l e  has been done 
t o  assess the  future  impact of pension po l ic ies  and decisions. 

The readi ly  available information on public pensions is  out of date. For example, 
the l a s t  repor t  of the  Legislative Commission t o  the  Legislature was issued i n  
November, 1977, but contained data  fo r  1975 and, i n  the case of loca l  police and 
f i r e  plans, f o r  1972. More current data is available on plans individually. This 
data is awkward t o  use and does not give a pic ture  of the  system overal l .  

For a l l  except the l oca l  police and f i r e  plans, annual repor ts  on the s t a tu s  of 
each plan a re  required by s t a t e  law. A more extensive report  is  required every 
four years. These reports a re  f i l e d  e i t h e r  a t  the end of the year o r  around mid- 

.year.  They provide an up-to-date pic ture  of the plan; however, they a re  not 
compiled i n to  a pic ture  of the system a s  a whole ... except i n  the report  of the 
Commission t o  the  Legislature. The most recent edi t ions  of t h i s  repor t  cam out  
with almost a three year lag. 

The annual "actuarial  report" and quadrennial "experience study" are  the  only 
reports  required by s ta tu te .  Both provide a re la t ive ly  short-term view of the plan's. 
No long term cash flow analysis has been done except by specia l  request. And, 
on those occassions, the  actuar ies  f o r  the  plans seem reluctant  t o  do it. For 
example, i n  response t o  a recent request by the Department of Finance f o r  40 year 
cash flow projections f o r  TRA, the fund's actuary responded a s  follows: 

"...because a number of indeterminate variables we a re  not able  t o  formulate a 
sa t i s fac tory  program f o r  generating these cash flow estimates.*" 

Others disagree ... the City of Minneapolis had cash flow projections done fo r  i ts  
pol ice  and f i r e  plans. A major metropolitan corporations has recently had 
cash flow projections done fo r  i ts  plan which covers over 25,000 employees. A 
November 20, 1978 advertisement i n  the  Wall S t ree t  Journal o f f e r s  customers a 
model fo r  projecting pension costs  over the  next twenty years. Any projections 
t h a t  are  done-would-have t o  be updated regularly.  A s  a r e su l t ,  t h i s  form of 
analysis could become quite expensive. 

The Commission's a b i l i t y  t o  do i ts  own analysis is  limited. Its s t a f f  i s  small.. . 
an executive secretary,  an a s s i s t an t ,  a secretary,  and a consulting actuary. The 
Commission must r e ly  on the  funds and t h e i r  actuar ies  fo r  a good deal of i ts  
information and analysis.  

*June 15, 1978 l e t t e r  from Robert F. F lo t t ,  Brown and F lo t t  Consulting Actuaries, 
t o  Harvey Schmidt, Executive Secretary, Minnesota Teachers Retirement Association. 
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Conclusions 

The composition of boards of directors of pension plans should reflect the 
financial responsibility that both the public and the employees have for current 
and future benefits. 

The idea that the employer and employee share responsibility for public pension is 
developing better and better, particularly with respect to sharing costs. However, 
little progress has been made in sharing responsibility for overseeing administra- 
tion. Employees, through representation on boards of directors, have assumed much 
of the responsibility. ~t is now time for the employer to assume part of the 
responsibility. 

The division of responsibility should reflect the employer's and employee's 
financial responsibility. The administration of the plan affects its cost. AS a 
result it is appropriate to base board representation on financial responsibility. 

Over the years, boards have played a role in the development of the pension 
System ... until recently, the Commission's report to the ~egislature summarized 
the legislative proposals of each of the major plans. Today, the boards still make 
proposals; however, they do so through their own means. Since these proposals, 
if adopted, would affected both the employer and employees, the employer should be 
represented. 

The focus of the work of the Legislative commission on Pensions and Retirement -s 
freed from direct supervision of pension plans. 

At its start, the Commission had to rethink the state's public pension system. .. 
its focus was on developing a basic direction for public policy. Over the last 
twenty years, it has developed the legislation that was necessary to implement 
many of the original objectives. The Commission should be commended for its diligence. 

While its oversight activities are important, the Commission also must move ahead 
on its original purpose by rethinking basic policies. It must act as a long 
range planner for public penions. TO do this, it must develop an appropriate data 
base...one that will show as best as possible the long term prospects for different 
plans and the system in general. 

The executive branch of state goveynment, and specifically the governor, should 
take an active role in policy discussion related to public employee pensions. 

The governor is the state's chief executive officer. As such he is responsible 
for all aspects of administration ... including his employee's pensions. 
The concept of "checks and balances" is key to our system of government. With the 
Commission responsible for both developing policy proposals and reviewing them, there 
is little or no opportunity for the system to work. Active involvement by the 
Governor in pension policy would create the kind of tension that is necessary for 
a good system of "checks and balances." 



Information on t h e  cos t  of  publ ic  pensions should be included i n  wage negot ia t ions  
by s t a t e  and l o c a l  government. 

The cur ren t  pol icy  of  excluding pensions from c o l l e c t i v e  bargaining should be 
a l t e red .  While t h e  pension i t s e l f  should not  be a sub jec t  f o r  bargaining, informa- 
t i o n  about t h e  pension and its c o s t  should be ava i l ab le  and included i n  cont rac t  
discussions. W i t h  t he  cu r ren t  b e n e f i t  formulas, wage r a t e s  have become the  most 
s i g n i f i c a n t  f a c t o r  i n  determining t h e  c o s t  of  fu tu re  benef i t s .  This c o s t  i s  s ig-  
n i f i can t .  Wages should not  be negotiated without f u l l  knowledge by both employers 
and employees of t h e i r  impact on pension b e n e f i t s  and t h e  c o s t  of these  benef i t s .  

Salary increases  around t h e  s t a t e  should be monitored by t h e  Commission. Currently, 
a l l  communities cont r ibute  a t  t h e  same r a t e  f o r  PERA. While we have seen no evi-  
dence of  t h i s  t o  da te ,  unusually l a rge  wage increases  i n  even a small number o f  
communities could push up pension c o s t s  f o r  a l l  p a r t i c i p a t i n g  communities. And, 
a s  a r e s u l t ,  t h e  i n t e g r i t y  of t h e  plan might be threatened. A s  a precaution,  the  
Commission should review s a l a r y  increases  on a community-by-community b a s i s  on a 
r egu la r  bas i s .  

Recommendations 

1. The 1979 Legis la ture  should a c t  t o  increase  pub l i c  employer representa t ion  on 
the  boards o f  d i r e c t o r s  of  publ ic  pension plans.  

The make-up of  t h e  boards should r e f l e c t  t h e  f i n a n c i a l  r e s p o n s i b i l i t y  t h a t  both 
the  pub l i c  and t h e  employees have f o r  cu r ren t  and fu tu re  benef i t s .  The pub l i c  
employer representa t ives  should be persons t h a t  can be held  d i r e c t l y  accountable 
by t h e  voters .  

2. The Leg i s l a tu re ' s  Retirement Commission should requ i re  t h a t  a b ienn ia l  study 
be done on each of  t h e  major funds t o  show what t h e  p u b l i c ' s  commitment ( i n  p e r  
cen t  of  payro l l  and t o t a l  expenditures) t o  t h e  funds w i l l  be i n  t h e  fu ture .  

The s t u d i e s  should make e x p l i c i t  assumptions on r a t e s  of i n f l a t i o n ,  r e tu rn  on 
investment, wage increases ,  b e n e f i t  increases ,  employee growth o r  decl ine ,  age 
breakdown of employee groups, adminis t ra t ive  cos ts .  The s t u d i e s  should indi -  
c a t e  t h e  s e n s i t i v i t y  of t h e  cos t s  of each p lan  t o  changes i n  each o f  t h e  above 
var iables .  

Local p lans  should be sub jec t  t o  s t r i n g e n t  s t a t e  s tandards assur ing  c l e a r  pub l i c  
d isc losure  of fund s t a t u s ;  adminis t ra t ive  cos t s ;  and changing l i a b i l i t i e s .  These 
standards should be developed during 1979 by t h e  Legis la t ive  Commission i n  con- 
s u l t a t i o n  w i t h  t h e  Governor. They should be submitted t o  t h e  Legis la ture  f o r  
approval i n  1980. 

3. The Governor, a s  t h e  s t a t e ' s  chief  executive o f f i c e r ,  should "comment" b ienn ia l ly  
t o  t h e  Legis la ture  on s t a t e  and l o c a l  pensions. 

The Governor should review the  s t a t u s  of  a l l  publ ic  employee pension funds on a 
regular  b a s i s  and should comment on t h e i r  condit ion a s  a p a r t  of  h i s  " s t a t e  of 
t h e  s t a t e "  message t o  t h e  Legislature.  In  h i s  comments, the  Governor should make 
recommendations regarding b e n e f i t  changes and funding. 

4. A l l  pension plans should be defined under one s t a t u t e .  



5. The 4egis la ture  should e s t a b l i s h  a one-year wait ing period f o r  a l l  changes i n  
s t a t u t e s  r e l a t e d  t~ publ ic  employee pensions. 

I f  recommendatiqns one through four a r e  not  implemented, then the  Legislature 
should adopt a pol icy  delaying t h e  e f fec t ive  dgte f o r  one year f o r  a l l  changes 
i n  s t a t u t e s  r e l a t e d  t o  publ ic  pensions. The wait ing period would begin on t h e  
day t h a t  t h e  Governor s igns  a b i l l  and end 364 days l a t e r .  During the  wait ing 
period,  s t a t u t o r y  changes can be reviewed and revis ions  suggested t o  t h e  Legis- 
l a tu re .  Any revis ions  of t h e  i n i t i a l  changes which are approved by the  Legis- 
l a t u r e  should go i n t o  e f f e c t  a t  t h e  end of the  one-year wait ing period which 
commenced with the  i n i t i a l  changes. Decisions r e l a t e d  t o  publ ic  pensions (par- 
t i c u l a r l y  those a f f e c t i n g  benef i t s )  a r e  extremely d i f f i c u l t  t o  change. And, 
everyone concerned with public pensions should have t h e  opportunity t o  study 
and consider t h e  impact of new l e g i s l a t i o n  i n  i t s  f i n a l  form before it takes 
e f f e c t .  



BACKGROUND ON PREPARATION OF 
CITIZENS LEAGUE REPORTS 

Each year the Citizens League Board of Directors adopts a research program with 
about six study topics. The Board makes its selection following a recommendation 
from its Program Committee, a standing committee of the Board. The Program Commit- 
tee spends about four months in trimming a list of possible projects, which may 
have as many as 200 possibilities at the outset. 

Under the League process, the Board submits an assignment to a committee made up 
of members of the Citizens League who have been given the opportunity to partici- 
pate through an announcement in the League's semi-monthly newsletter. The Board 
approves membership on all committees and appoints the chairman. 

The committee then goes to work and, after a period of six months to a year, sub- 
mits a report with background, findings, conclusions and recommendations to the 
Board of Directors. 

A period of time after the committee has begun meeting, but before it has reached 
its conclusions and recommendations, the Board of Directors names about five per- 
sons from the Board to meet with the study cornittee chairman and committee members 
to review how the committee is progressing and to raise questions which might sub- 
sequently be raised at the Board level. A five-member group from the Board may 
meet with the chairman about three or four times. The five-member Board panel may 
submit a list of questions for consideration by the Board when the committee's 
report is submitted. 

Under the League's constitution and by-laws, the Board approves all League reports 
and position papers before they become official League policy and are released to 
the public. The Board may take whatever action on the report it deems desirable, 
including approval, modification or rejection. Once a report is approved by the 
Board, it becomes the full responsibility of the Board as official policy of the 
Citizens League. 

The study committee officially disbands when the report is acted on by the Board. 
The chairman and others from the committee frequently are asked to help explain the 
report to the community. 



COMMITTEE ACTIVITY 

The Ci t izens  League Board of Direc tors ,  i n  May, 1977, authorized the  c rea t ion  of 
a study committee on public  employee pensions. The committee's charge from the  
League Board was a s  follows: 

Considerable concern e x i s t s  i n  some s e c t o r s  over the  s t a t u s  and cos t  
of public  pension plans i n  Minnesota. For example, many quest ions 
e x i s t  r e l a t i v e  t o  pol ice  and f i r e  pension plans. How se r ious  is t h e  
gap between a s s e t s  i n  t h e  funds and fu tu re  b e n e f i t s  which w i l l  have 
t o  be paid? What is the  impact of provisions i n  these plans which 
permit benef i t s  t o  r e t i r e e s  t o  e s c a l a t e  a s  cu r ren t  s a l a r i e s  increase  
and t o  permit e a r l y  ret irement without reduction of benef i t s?  The 
Legis la ture  has required these c i t i e s  t o  increase  t h e i r  t a x  l e v i e s  
s u b s t a n t i a l l y  t o  s top  an increase  i n  the  d e f i c i t .  Other controver- 
s i e s  r e l a t e  t o  t h e  funding of a separa te  pension plan which the  City 
of Minneapolis maintains f o r  its o the r  c i t y  employees and t o  the pub- 
l i c  c o s t  of s tatewide public  employee pension plans i n  Minnesota. 

The committee s h a l l  review (a) the  need t o  reduce pension fund de f i -  
c i t s ;  (b) the  proport ionate r e l a t ionsh ip  today between expenses f o r  
current  compensation and f o r  pension benef i t s  and what t h a t  re la t ion-  
sh ip  is projected t o  be i n  coming years;  (c) how the  employee, the 
s t a t e  and t h e  l o c a l i t i e s  should share  i n  the  expense of these  plans;  
(d) f a c t o r s  a f f e c t i n g  the  c o s t  of various plans, including benef i t  
l e v e l s  and ret irement ages; and (e) incent ives  which may e x i s t  now' 
f o r  increasing o r  decreasing benef i t s .  

A t o t a l  of 74 League members signed up f o r  t h e  committee, bu t  only 20 pa r t i c ipa ted  
a c t i v e l y  i n  the  work of  t h e  committee. The chairman was Andrew R. Lindberg, from 
Bloomington. The o the r  members of t h e  committee were: Robert A. Chapman, H. David 
Grain, Norman P. Fos ter ,  Me1 Hansen, Robert E. Hannon, E. Robert Hoffman, John M. 
Leadholm, E. Les ter  Levine, Daniel B. Magraw, J i m  Newland, Robert E. Perkins,  Fabian 
Pinkham, Leonard F. Ramberg, Marian Raup, P h i l i p  M. Raup, Harry L. Sutton,  Jr. , 
Clyde W. Thompson, Robert E. Wetheri l le ,  Jr., and Perry M. Wilson, Jr. 

Three minority r epor t s  were submitted by members of t h e  committee. They r a i s e d  t h e  
following concerns: 

-The two-tiered b e n e f i t  p lan  a s  proposed by t h e  committee would be unworkable. 
The cqmrnittee's objec t ives  could be accomplished by changing t h e  cu r ren t  defined 
b e n e f i t  p lan  s o  t h a t  it would provide a b a s i c  l e v e l  of benef i t s .  The new plan 
could be in teg ra ted  with s o c i a l  s e c u r i t y ,  and a minimal, i f  any, employee con- 
t r i b u t i o n  would be required. Over and above the  b a s i c  b e n e f i t ,  t he re  could be 
a voluntary p lan  f o r  c a p i t a l  accumulation f o r  a l l  employees regardless  of pay 
l eve l .  The following committee members concurred: Chapman, Fos ter ,  Perkins, 
Sutton,  and Thompson. M r .  Levine agreed with the  nature o f  t h e  d i s s e n t  bu t  not  
t h e  a l t e r n a t i v e  so lu t ion .  

M r .  Sutton submitted an add i t ion  t o  t h i s  minority repor t .  He suggested some 
add i t iona l  a l t e r n a t i v e s  f o r  l i m i t i n g  t h e  pub l i c ' s  r i s k  f o r  fu tu re  benef i t s  and 
t h a t  cu r ren t  b e n e f i t s  a r e  "too l i b e r a l  t o  be supported considering t h e  adequate 
nature of t h e  cu r ren t  s a l a r y  l eve l s . "  



-The Leg i s l a tu re  should "adopt a r a t i o n a l  and sys temat ic  approach t o  fund t h e  
"p r inc ipa l "  owed f o r  b e n e f i t s  accrued i n  t h e  p a s t  b u t  f o r  which no money has 
been p u t  aside."  The minor i ty  f e l t  t h a t  any withdrawal from 100% funding would 
e s t a b l i s h  an undes i rab le  precedent.  I t  saw no reason f o r  t r e a t i n g  unfunded 
accrued pension b e n e f i t s  any d i f f e r e n t  from o t h e r  p u b l i c  debts .  Furthermore, 
t h e  minori ty f e e l s  t h a t  t h e  c o s t  d i f f e r e n t i a l  between t h e i r  proposal  and t h e  
committee's is  n o t  s i g n i f i c a n t .  The fol lowing committee members concurred: 
Chapman, Fos t e r ,  Hansen, Hoffman, Magraw, Pinkham. 

- M r .  Magraw submitted a minori ty r e p o r t  concerning Universi ty of Minnesota 
f a c u l t y  pensions. Mr. Magraw f e l t  t h a t  t h e  u n i v e r s i t y  p lan  should no t  b e  
excluded from t h e  committee's genera l  recommendations regarding b e n e f i t s  and 
funding. He objec ted  t o  "publ ic  po l i cy  which s e t s  up two c l a s s e s  o f  p u b l i c  
employees f o r  pension purposes. I' 

The f u l l  t e x t  of t hese  minori ty r e p o r t s  is  a v a i l a b l e  a t  t h e  C i t i zens  League o f f i c e .  

During i ts  e a r l y  meetings t h e  committee was a s s i s t e d  by J u d i t h  Alnes. During 
d e l i b e r a t i o n s  and r e p o r t  d r a f t i n g ,  t h e  committee was a s s i s t e d  by B i l l  Blazar.  
Jean Bosch arranged a l l  meetings, kept  t h e  committee's records ,  and provided 
s e c r e t a r i a l  a s s i s t ance .  

The committee held a t o t a l  of 39 meetings, from February 27, 1978 t o  November 20, 
1978 . . . one a week a t  f i r s t ,  and l a t e r  two per  week. F o r . t h e  convenience of 
committee members and resource persons, meetings were he ld  i n  both Minneapolis and 
S t .  Paul.  

The committee spent  the  f i r s t  s e v e r a l  weeks of i t s  work hearing from a wide range 
of resource persons, inc luding  l e g i s l a t o r s ,  pension fund admin i s t r a to r s  from both 
the  publ ic  and p r i v a t e  s e c t o r s ,  and a c t u a r i e s .  

Deta i led  minutes were prepared of each meeting of t he  committee, with copies  being 
made a v a i l a b l e  t o  members who were no t  present ,  and t o  a l a r g e  mail ing list of per- 
sons who were i n t e r e s t e d  i n  the  s u b j e c t  matter  under s tudy.  A l imi t ed  number of 
copies  of the  minutes a r e  on f i l e  a t  the  C i t i zens  League o f f i c e ,  as a r e  copies  of 
background a r t i c l e s ,  s t a f f  r e p o r t s  and surveys and o the r  da ta .  

Af t e r  the  i n i t i a l  o r i e n t a t i o n  po r t ion  of t he  committee's work, s e v e r a l  months of 
i n t e r n a l  d iscuss ion  r e s u l t e d  i n  a s e r i e s  of d r a f t s  of f ind ings  and of conclusions. 
Following genera l  agreement on the  f indings  and conclusions, t h e  commit t e e  ' s dis -  
cussion s h i f t e d  t o  recommendations and, f i n a l l y ,  t o  adoption of t h i s  repor t .  

A s  is always t h e  case  with C i t i z e n s  League r epor t s ,  t h e  work of t h i s  committee could 
no t  have been poss ib l e  without the  important p a r t i c i p a t i o n  of a number of resource 
persons. We o f f e r  our  s i n c e r e  thanks t o  persons who ac t ed  a s  resource persons: 

Sergeant Lloyd W .  Berg, Pres ident ,  Minneapolis Po l i ce  Rel ie f  Associat ion 
Harold J. Bernard, D i rec to r  of Employee Benef i t s ,  Universi ty of Minnesota 
D r .  F rancis  M. Boddy, Acting Executive Secre tary ,  Minnesota S t a t e  Board of Investment 
Wayne Burggraaff,  R ich f i e ld  Ci ty  Manager 
Sergeant Dick Feider ,  Board Member, S t .  Paul  Po l i ce  Department Rel ief  Associat ion 
Tom Fulton,  S t a t e  Planning Agency, Off ice  of Local & Urban A f f a i r s  
Tom Gelbmann, P res iden t ,  S t .  Paul  F i r e  Department Rel ief  Associat ion 
Paul  Goldberg, I n t e r n a t i o n a l  Representat ive,  American Federat ion of S t a t e ,  County 

& Municipal Employees 



Harry Groschel, Minnesota Department of Personnel 
Paul Groschen, Executive Director, Minnesota State Retirement System 
Katherine Gustafson, State Planning Agency 
Harlan E. Johnson, Executive Secretary, Minneapolis Municipal Employees Retirement 
Fund 

Stan Kehl, Legislative Liaison, Minneapolis City clerk's Office 
Dan Lesh, Manager of Benefit Planning, Honeywell, Inc. 
Dean Lund, former Executive Director, League of Minnesota Cities 
David MacIntyre, Manager, Employee Benefits, General Mills, Inc. 
Gene Mammenga, Minnesota Education Association 
John Mandeville, Executive Secretary to the Legislative Commission on Pensions & 
Retirement 

Representative Donald M. Moe, Member, Legislative Commission on Pensions & Retirement 
Mort Mosiman, Deferred Compensation Administrators, Inc. 
Senator Harmon T. Ogdahl, Minnesota State Senate 
Michael Ousdigian, Executive Director, Public Employees Retirement Association 
State Representative A1 Patton, former chairman, Legislative Commission on Pensions 

& Retirement 
Stan Peskar, General Counsel, League of Minnesota Cities 
Harvey Schmidt, Executive Director, Teachers Retirement Association 
Mike Scully, Secretary-Treasurer, Minneapolis Police Relief Association 
Franklin Smith, Stennes & Associates 
Steve Wellington, Budget Analyst, Office of the Mayor, St. Paul 
Gus Welter, Minnesota State Fire Departments Association 
Robert E. Wetherille, Jr., Secretary, Minneapolis Fire Department Retirement ~ss'n 
Don Wicklund, Office of Personnel, Minnesota Department of Transportation 
Beryl Wright, State Planning Agency, Office of Local & Urban Affairs 

In addition, special thanks is due to the staff of the Legislative Commission on Pen- 
sions & Retirement. John Mandeville and Larry Martin followed the committee's work 
closely, provided valuable information and comments on committee discussion. 



ACTION BY THE CITIZENS lZAGUE BOARD OF DIRECTORS 

The Ci t izens  League Board of Directors  discussed t h i s  r e p o r t  a t  i ts regular  
November and December meetings. I n  addi t ion  t o  t h e  committee's r epor t ,  three  
minority r epor t s  were a l s o  considered. 

Board discussion focused on th ree  top ics :  

-The autonomy of l o c a l  p o l i c e  and f i r e  pension plans.  

-Policy f o r  paying t h e  c o s t  of b e n e f i t s  which have already accrued b u t  f o r  
which no money has been p u t  as ide .  

-The process f o r  changing pension policy.  

It was the  consensus of the  Board t h a t  t h e  merging of  t h e  l o c a l  p o l i c e  and f i r e  
p lans  was a necessary f i r s t  s t e p  t o  making po l i ce  and f i r e  b e n e f i t s  more s i m i l a r  
t o  those of o the r  pub l i c  employees. A s  independent p lans ,  the  l o c a l  po l i ce  and 
f i r e  p lans  can work d i r e c t l y  with the  Legis la ture .  I f  they were p a r t  of a l a r g e r  
system, it seems more l i k e l y  t h a t  t h e i r  pension needs w i l l  be balanced aga ins t  
those of o the r  pub l i c  employees. 

The study committee d id  not  f e e l  t h a t  merger was necessary. A s  such the  Board 
adopted amendments c a l l i n g  f o r  the  merger of  l o c a l  po l i ce  and f i r e  p lans  with 
PERA Pol ice  and F i re .  

One of t h e  minority r epor t s  recommended t h a t  t h e  Board endorse a funding pol icy  
c a l l i n g  f o r  f u l l  funding of a l l  pension b e n e f i t s  over a spec i f i ed  period of time ... thereby r e j e c t i n g  the  pol icy  recommended by t h e  committee. In  i t s  discussion 
the  Board concurred with the  committee. It was thought t h 3 t  the  committee's pro- 
posal  would spread t h e  c o s t  of pensions among taxpayers i n  a more equ i t ab le  
fashion. And, over a long period of  time, the  committee's recommendation would 
r e s u l t  i n  funding f o r  a l l  promised benef i t s .  

The Board adopted an amendment c a l l i n g  f o r  a one-year wai t ing  period between t h e  
passage of pension l e g i s l a t i o n  and i ts implementation. Some committee recommenda- 
t i o n s  were aimed a t  improving t h e  discussion of proposed policy.  The Board f e l t  
these  recommendations were j u s t i f i e d .  However, it was f e l t  t h a t  a "back up" 
measure was needed. The one-year wai t ing  period was recommended only i f  the  
Governor and Legis la ture  f a i l  t o  implement t h e  committee's o ther  recommendations 
with r e spec t  t o  pension pol icy  and administrat ion.  



APPENDIX A 

THE FLOW OF MONEY M PUBLIC PENSION PLANS, 
I T S  INVESTMENT, AND PAYMENT AS PENSION BENEFITS 

by board o r  - under c o n t r a c t  .under  c o n t r a c t  
w i t h  investment w i t h  investment w i t h  investment 

*Some employee groups make no 
contribution. e. g., judges. 

I ' 5 returned t o  - 
b original fund 
for disbursement 

I 



APPENDIX B 

COMPARISON OF MONTHLY RETIREMENT BENEFITS 

1. The t a b l e  on t h e  next page shows t h e  following: 

-Monthly re t i rement  b e n e f i t s  for persons i n  p lans  with defined benef i t s .  

-Monthly re t i rement  income as a p e r  cent  o f  t h e  employee's f i n a l  yea r ' s  
sa lary .  In  each case  t h e  f i n a l  s a l a r y  was adjus ted  on an annual b a s i s  f o r  
i n f l a t i o n .  

Assumptions : 

-Our hypothet ica l  employees were a l l  65 years  o l d  on January 1, 1974. None 
were policemen o r  firemen. And, they each had 30 years  of  pub l i c  se rv ice  
during t h e i r  working careers .  And, they each began drawing b e n e f i t s  a s  
soon a s  they were e l i g i b l e  f o r  f u l l  pension b e n e f i t s  given t h e i r  length of  
service .  For example, none r e t i r e d  a t  age 62 with reduced benef i t s .  

-Each r e t i r e e  i s  s i n g l e  ... drawing t h e  maximum b e n e f i t  with no j o i n t  o r  
survivor annuity. 

-For 1974-1977, t h e  a c t u a l  r a t e  of s a l a r y  increase  f o r  s t a t e  and l o c a l  
employees was appl ied  t o  the  r e t i r e e ' s  assumed 1973 s a l a r y  and used t o  
compute the  pension b e n e f i t  a s  a p e r  cent  of income. 

For 1978-1982, it was assumed t h a t  a l l  s a l a r i e s  would increase  a t  an annual 
r a t e  of 7%. And f o r  t h e  purposes of  computing s o c i a l  s e c u r i t y ,  it was 
assumed t h a t  t h e  consumer p r i c e  index would increase  a t  a r a t e  of  6% p e r  
year.  

2. The defined contr ibut ion  b e n e f i t s  i n  Table 2 on page 9 were ca lcu la ted  f o r  
t h e  committee by t h e  TRA. The assumptions l i s t e d  above were used. 



APPENDIX B (continued) 

VINAL SALARY = 
$10,480 $19,213 $36,679 

Date . - A =  - = . . = : . . - ; , : .- =- DCZ?f& Sirnonth1 _anA&~I,acemen$. Rate_ J%)_ _ _ =  _;_ 

Jan.  1974 6 5  
.- 

S o c i a l  S e c u r i t y  (SS) $300 $328 $ 328 
P u b l i c  Pens i on  (PP)  - 323 - 592 1130 
T o t a l  B e n e f i t  and 623 ( 6 9 " )  920 ( 5 6 : )  1458 (463 )  

Replacement Rate  
a s  a % o f  F i n a l  

- S a l a r y  (TI 

J an .  1976 
67 I :: 

COORDINATED 
LT 

PLANS: J an .  1978 6 9  
-TRA 
-MSRS 
-PERA 
-MMER* Jan .  1980 71 

Jan .  1982 73 

J an .  1974 6 5  

BASIC 
PLANS : 

-TRA 
-MSX 
-PEW4 
-MMER 

Jan .  1980 71 SS 

[Y 
Jan.  1982 73 SS I: 

~ ~. . .~-- ~- . . - . . . . . . .  . . . . - . .  - .  - ~ . . . . . .. .~ - . . ...=.z - - . . - . . . . . -  ~ . > ? ~ .  . 
*MMDR; c o o r d i n a t i o n  is manbatory f o r  new employees a s  o f  7/1/78. 

**Inc ludes  a 4% i n c r e a s e  t h rough  t h e  Minnesota Ad jus t ab l e  F ixed  B e n e f i t  Fund (MAFB). 
***Ar;:;um~,c; i l  4". ir~c:rr~a::~. I l l r { ~ ~ ~ r l l ,  I t i c  CIAPII. 



APPENDIX C 

COMPARISON OF MAJOR BENEFITS* 

The following table presents hypothetical retirement benefits for a range of service 
periods for the various public pension funds, programs and plans. The benefits are 
calculated on a $12,000 highest five succes$ive years average salary, the l a s t  five 
years salary increasing a t  a 3.5% annual progression, and with a f ina l  year's salary 
of $12,840. 

Those funds, programs or plans providing a benefit which is coordinated with social 
security are indicated by the symbol (C) .  Only a portion of the to ta l  coordinated 
retirement benefit is  provided by the fund, program or plan. Where the coordinated 
benefit is an offset benefit (Guaranteed benefit amount - social security benefit 
a t  retirement = benefit provided) , this  is indicated by the symbol (C-0). 

Fund, Program, or Plan 
DTRFA (C) 
Elected State Officers 
Highway Patrol 
Judges ((2-0) 
Legislators - New Basic 
Legislators - Old Basic 
Local Paid Fire Funds 
Local Police Funds 
MTC/TOD (C) 
MMER - New Coord.(C) 
MMER - Basic 
Mpls TRFA - New Crd. (C) 
Mpls TRFA - New Basic 
Mpls TRFA - Old Basic 
MSRS (C) 
MSRS - Correctional (C-0) 
PERA - Basic 
PE RA - Coordinated (C) 
PE RA - Police & Fire 
St. PTRFA - New Crd. (C) 

.- St. PTRFA - New Basic 
St. Paul TRFA - Old Basic 
TRA - Basic 
TRA - Coordinated (C) 
Univ. Faculty Supp. ((2-0) 
University Police 

10 years 
$1,380 (1 151mo) 

4,714 (393lmo) 
3,000 (250lmo) 
3,000 (250lmo) 
3,000 (250lmo) 
5,400 (450lmo) 

- 
- 

1,200 ( 1 OOImo) 
1,200 (1 001mo) 
2,400 (2OOImo) 
1,200 (1 001mo) 
2,700 (225lmo) 
2,000 (167lmo) 
1,200 (1001mo) 
3,000 (250lmo) 
2,400 (200Imo) 
1,200 ( 1001mo) 
3,000 (2501mo) 
1,200 ( 1 001mo) 
2,400 (200/rno) 
2,160 (180lmo) 
2,400 (2001mo) 
1,200 ( 1 001mo) 
2,000 (167lmo) 
2,400 (2001mo) 

20 years 
$2,760 (2301mo) 
6,857 (571lmo) 
6,000 (500Imo) 
6,000 (500Imo) 
6,000 (5001mo) 
8,400 (7001mo) 
5.1 36 (4281mo) 
5,136 (4281mo) 
2,520 (2101mo) 
3,000 (2501mol 
5,400 (450lmo) 
3,000 (250lmo) 
5,400 (450lmo) 
4,000 (3331mo) 
3,000 (250lmo) 
6,000 (50Olmo) 
5,400 (45Olmo) 
3,000 (25Qlmo) 
6,000 (5001mo) 
3,000 (250lmo) 
4,800 (4001mo) 
4,320 (360lmo) 
5,400 (4501ma) 
3,000 (250lmo) 
4,000 (333lmo) 
4,800 (40011~10) 

25 years 
$3.450 (288lmo) 

7,928 (661lmo) 
7,200 (6001mo) 
7,500 (625lmo) 
6.000 (50Olmo) 
9,900 (825)mo) 
6,260 (522lmo) 
6,260 (522lmo) 
3,240 (270lmo) 
3,900 (325lmo) 
6,900 (575lmo) 
3,900 (325lmo) 
6,750 (563lmo) 
5,000 (4 171mo) 
3,900 (325lmo) 
7,200 (6001mo) 
6,900 (575lmo) 
3,900 (325lmo) 
7,200 (600/mo) 
3,900 (325lmo) 
6,000 (5001mo) 
5,400 (450Imo) 
6,900 (575lmo) 
3,900 (325lmo) 
5,000 (4 171mo) 
6,000 (5001mo) 

30 years 
$4,140 (345Imo) 
9,000 (750lmo) 
8,400 (7001mo) 
.9,000 (750lmo) 
6,000 (50Olmo) 

1 1,400 (950lmo) 
6,260 (522lmo) 
6,260 (5221mo) 
3,960 (330Imo) 
4,800 (4001mo) 
8,400 (7001mo) 
4,800 (400lmo) 
8,100 (675tmo) 
6,000 (5001mo) 
4,800 (400lmo) 
8,400 (7001mo) 
8,400 (7001mo) 
4,800 (4001mo) 
8,400 (7001mo) 
4,800 (4001mo) 
7,200 (6001mo) 
6,480 (540lmo) 
8,400 (7001mo) 
4,800 (4001mo) 
6.000 (50Olmo) 
6,000 (500/mo) 

40 years 
$ 5,520 (4601mo) 

10,07 1 (839lmo) 
10,800 (90Olmo) 

12,000 (1000/mo) 
6,000 (5001mo) 

14,400 (1 200Imo) 
6,260 (522lmo) 
6,260 (522lmo) 
5,520 (460lmo) 
6.600 (550lmo) 

11,400 (950lmo) 
6,600 (550lmo) 
8,100 (6751mo) 
8,000 (667lmo) 
6,600(550/mo) 
9,000 (7501mo) 

11,400 (950lmo) 
6,600(550/mo) 

10,800 (90Olmo) 
6,600 (5501mo) 
9,600 (80Olmo) 
8,640 (720lmo) 

1 1,400 (950lmo) 
6.600 (550lmo) 
6,000 (500lmo) 
6,000 (5001mo) 

*SOURCE: Report to the 1977-1978 Minnesota State Legislature, Legislative COXIUII~SS~O~ 
on Pensions and Retirement. Benefits a s 'o f  1977. Does not ref lec t  changes approved 
during 1978. 



APPENDIX D 

GROWTH OF ACCRUED LIABILITIES AND ASSETS OVER TIME* 

The char ts  s e t  fo r th  the  re la t ionship of a s se t s  t o  accrued l i a b i l i t i e s  annually f o r  
the l a s t  several  years f o r  the  various retirement funds. For MSRS, PERA, PERA Police 
and F i re ,  TRA, and the Highway Patrol ,  there were substant ia l  benef i t  increases i n  
1973. The i n t e r e s t  assumption has changed over time, l imit ing t o  some extent the 
comparability of the accrued l i a b i l i t y  f igures year t o  year. The following is  the  
s ta tutory i n t e r e s t  assumption f o r  the  period 1964 t o  1975: 1964-1968, 3.0%; 
1968-1972, 3.5%; 1973-1975, 5.0%. 

*SOURCE: Overview of Minnesota Public Pension Plans, Supplementary Report t o  the 
Minnesota Legislature, 1977 Session; Legislat ive Commission on Pensions and Retirement. 

NSRS: Growth of assets and Accrued Llab~lrty S ~ n c e  1964 

1100 .j ig,Pll Percent Funded 

Scale ln Millions 

PEM-PcF 6 Highway Patrol: Grwth of Assets c Accrued Liability since 1966 

50.0% Percent Funded - 
Scale in n~lllons 

P E W  : Grwth of Ass-*- 6nd 

First clasi city Funds I ~ W E R ,  I D T V ~ . A .  YTRFA. 

500 1 Scale I" Millions 



l3 MRS. changed its plan year from a calendar year bas i s  t o  a July 1 to  uune 30 
f i s c a l  year bas i s  i n  1969 and did not f i l e  a valuation in  the  year 1970. 

l4 N o  valuations of PERA were made i n  1964 and 1965. The most current  valuation 
pr ior  t o  1966 was made a s  of 6/30/1963. 

l5 No valuations fo r  PERA-P&F were made i n  1964 and 1965, and the  most Curtent 
valuation p r i o r  t o  1966 was made a s  of 6/30/63. The Highway Patrol  Fund (and 
the Sta t e  Police ?und which was consolidated i n to  thm Highway Pa t ro l  Fund i n  
i n  1969) has made continwus valuations s ince 1964. 

l6 The F i r s t  Class City Funds were not required t o  submit annual f inancial  
reports  and ac tuar ia l  valuations under Minnesota S ta tu tes ,  Chapter 356, 
~ m t i l  1969. 

17unlike the  a s se t  and accrued l i a b i l i t y  f i g ~ ~ r e s  f o r  the major pension funds. these 
f igures f o r  t he  l oca l  pol ice and paid f i r e  funds used i n  compiling the char t  were 
not reviewed by the  Commission's actuary. 

l8 "Current" includes the most recent valuation data reported, but repeats the  
1972 valuation data i n  many instances. 

St.PTRFA): Growth of A s s e t s  6 Accrued L i a b i l i t y  
S ince  1969 

J TRA: Growth o f  A s s e t s  and Accrued L l a b l l l t y  Slncr O i :  

1200 r 
Pcrcent Funded 

Unfunded 

A s s e t s  

Scale i n  M i l l i o n s  

Local  Pard F i r e  6 P o l i c e  ~ u n d s :  ~ m v t h  of A s s e t s  6 Accrued L l a b l l l .  y ..:x- 1 9 5 s '  

7004 +q Percent  Funded 

S c a l e  i n  H i l l z o n s  



APPENDIX E - Part  I 

CONTRIBUTION TO MEET NORMAL COST: EMPLOYER AND EMPLOYEE SHARE* 

The char t  compares the  normal cost  requirement fo r  the  various funds and plans, 
dist inguishing between Basic programs, where there is not soc ia l  secur i ty  coverage, 
and Coordinated programs, where there is  soc ia l  secur i ty  coverage. In  addit ion,  
the  char t  compares the  share of normal cos t  a s  a percentage of the  t o t a l  normal 
cost  paid by the  employee and employer. The Commission policy a s  s t a t ed  i n  the  
1973 Report t o  the  Legislature is tha t  the  contribution t o  normal cost  should be 
met by matching contributions by the  employer and employee. 

BASIC FUNDS (funds not covered by soc ia l  secur i ty)  
St. Paul TRFA 

PERA-B 

Highway Patrol 

PERA-PF 

TRA-B 

Mpls. TRFA 

Univ. Police 

Constit.Officer 

MMER 

Legislators 

Local Paid Fire 

Local Police 

m Employee Contribution 
U Employer Contribution 

Basic Average 

COORDINATED FUNDS (funds covered by socia l  secur i ty)  

TCL 

MSRS-Regular 

MSRS-Correct. 

PERA-C 

Duluth TRFA 

TRA-C 

Judges 

Univ. Faculty 

Coord. Average 

b 1 a I 1 ,  

O 8 12 16 20 24 28 32 (Scale as percentage of covered 
payroll) 

"SOURCE: Overview of Minnesota Public Pension Plans, Supplementary Report t o  the Minnesota 
Legislature, 1977 Session - ~ e g i s l a t i v e  Commission on Pensions and ~e t i rement .  



APPENDIX E - PART I1 

CONTRIBUTION BY FUND TO MEET NORMAL COST PLUS INTEREST I N  THE DEFICIT: 
EMPLOYER AND EMPLOYEE SHARE* 

The c h a r t  compares the  normal c o s t  p lus  i n t e r e s t  on t h e  d e f i c i t  funding requirement 
f o r  the  various funds and plans ,  d is t inguishing between Basic programs, where t h e r e  
is no t  s o c i a l  secur i ty  coverage, and Coordinated programs, where t h e r e  i s  s o c i a l  
secur i ty  coverage. The char t  a l s o  compares the  share of  t h e  funding requirement 
a s  a percentage of the  t o t a l  funding requirement paid  by the  employee and the  
employer. The funding requirement i s  the  m i n i m u m  contr ibut ion l e v e l  necessary f o r  
a p lan  with a d e f i c i t  i n  meeting the  p l a n ' s  p r i o r  se rv ice  l i a b i l i t y  which is being 
financed on a prefunded bas i s .  

BASIC FUNDS (funds not  covered by s o c i a l  securj.ty) 

PERA-PF 

TRA-B 

S t .  Pau l  
TRFA 

U n i v e r s i t y  
P o l i c e  
Highway 
P a t r o l  

Mpls. TRFA 

C o n s t i t .  
O f f i c e r s  

L e g i s l a t o r  

Local  
P o l i c e  

Local  Pa id  
F i r e  

B a s i c  
Average 

PERA-C 

TCL 

MSRS 
Regular  
Dulu th  
TRFA 
MSRS- 
C o r r ' l .  

J udges  

Un ive r s j  
F a c u l t y  

u Employee C o n t r i b u t i o n  

I I Employer C o n t r i b u t i o n  

De f i c i ency  i n  C o n t r i b u t  

COORDINATED FUNDS (funds covered by s o c i a l  secur i ty )  

Coord . 
Average 

i o n  

( S c a l e  as p e r c e n t a g e  o f  covered  p a y r o l l )  



APPENDIX E - P a r t  IXI 
CONTRIBUTION BY FUND TO MEET NORMAL COST PLUS AMORTIZATION: EMPLOYEE AND EMPLOYER SHARE* 

The c h a r t  compares the  normal c o s t  p lus  amortization funding requirement f o r  t h e  
various funds and plans,  d is t inguishing between Basic programs, where t h e r e  is not  
s o c i a l  s e c u r i t y  coverage, and Coordinated programs, where the re  is s o c i a l  s e c u r i t y  
coverage. The c h a r t  a l s o  p resen t s  a comparison of  t h e  share  of t h e  funding require- 
ment a s  a percentage of the  t o t a l  funding requirement pa id  by t h e  employee and t h e  
employer. The funding requirement is the  f u l l  cont r ibut ion  necessary t o  insure  t h a t  
t h e  ret irement fund o r  p lan  is financed on a prefunded bas is . l  

BASIC FUNDS (funds not  covered by s o c i a l  secur i ty )  

PERA-PF 

TRA-B 

PERA-B 

St. Paul TRFA 

University P~lice 

Mpls. TRFA 

Highway Patrol 

MMER 

Constit. Officers 

Legislators 

Local Police 

Local Paid Fire 

Basic Average 51.8% 

C ~ ~ ~ I N A T E D  FUNDS (funds covered by s o c i a l  secur i ty )  

PERA-C 

MSRS-Regular 

Duluth TRFA 

TCL 

MSRS-Correct'l. 

TRA-C 

Judges 

Univ. Faculty 

Coord. Average 

(Scale as percentage of covered payroll) 

'contribution to meet no~nlsll cost and amortization is based on amortization by 
1997. The employer appropriation to the Legislators Plan is the amount required 
in 1975 to fully fund the MAFB reserves for retiring legislators and does not 
represent an annual contribution. The employer appropriation for the Judges 
Plan is handled in the same manner. The employer appropriation for the Consti- 
L..L: - - - 3  - E E >  -. . . .. ~. 



APPENDIX F 

COMPARISON OF MEMBERSHIP OF BOARDS OF DIRECTORS OF PUBLIC PENSION PLANS 

FUND MEMBERS TERM . SELECTION PROCESS 

Teachers 8 members. .4 years f o r  .teachers are e lec ted by 
Retirement -4 a c t i v e  a c t i v e  members. a c t i v e  membership. 
Associat ion teachers. .2 years f o r  . r e t i  red  member e lec ted 
(TRA) -1 r e t i r e d  r e t i r e d  by r e t i r e e s .  

teacher. teachers. .Commissioners serve by 
-Comm. o f  Ed. o f f i ce .  
-Comm. o f  Fin. 
-Comm. o f  Ins.  

Pub1 i c 15 members. ' .elected members 
Empl oyees -10 a c t i v e  serve 4 years. 
Retirement emp 1 oyees . Terms are 
Associat ion -1 represen ta- staggered. 
(PERA) t i v e  from the: .appo.inted members 

-League o f  MN serve a t  the 
C i t i es .  pleasure o f  t he  

-School Boards appoint ing body. 
Associat ion. 

-Asshn o f  MN 
Counties. 

-State AFL-CIO. 
-1 r e t i r e d  

emp 1 oyee . 

.9 e lec ted by d i s t r i c t  
by the members from the 
d i s t r i c t .  The th ree 
d i s t r i c t s  are: 
-Northern Minnesota. 
-Southern Minnesota. 
-Hennepi n , Ramsey , Anoka , 
and Washington Counties. 

,1 e lec ted by the  members 
o f  the po l  i c e  and f i r e  
fund. 

.1 e lec ted by re t i rees .  

M i  nnesota 9 members. 4 years. 
S ta te  -4 representa- 
Re t i remen t t i v e s  o f  the  
Sys tem general member- 
(MSRS) ship. 

-1 representa- 
t i v e  o f  highway 
patrolmen. 

-1 r e t i r e e .  
-3 representa- 
t i v e s  o f  t he  
pub l ic .  

.employee representa t i  ves 
are  e lec ted by a c t i v e  
membership . 

. re t i ree  e lec ted by 
r e t  i rees . 

.pub1 i c members appointed 
by governor. One must 
be a department head. 

1/79 another 4 years. .appointed by the opera- 
member w i l l  be t i n g  d i v i s i o n  o f  t he  MTC. 
added represent- 
i n g  the MTC. * 
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APPENDIX F (continued) 

FUN D - 
M i  nneapol 
Municipal 
Empl oyees 
Ret i  remen 
(MMER) 

is 7 members. 2 years. 
-4 employees o r  
r e t i  red  members 

t Fund ( a l l  members 
must have l i v e d  
i n  Mpls. a t  
l e a s t  5 years 
t o  be e l i g i b l e ) .  

-Comptrol l e r -  
t reasurer .  

-1 alderman. 
-Mayor o r  h i s  
appointee. 

.employee member3 E iected 
by fund members. 

.comptrol ler-treasurer by 
o f f i c e .  

.a1 derman appointed by 
c i t y  counci 1 . 

- -- 

Minneapol i s  7 members. 
Teachers -1 representa- 
Retirement t i v e  o f  t h e  
Associat ion board . 
(MTRA) -6 empl oyee 

representa- 
ti ves . 

- 

.3 years f o r  .employee representat ive 
e l  ected member. e lec ted by a1 1 members 

.board representa- o f  t he  fund. 
t i v e  serves a t  .board representa t i  ve 
pleasure o f  the  chosen by the president  
president  o f  o f  t h e  school board. 
school board. 

Minneapolis -6  members o f  3 year staggered .6 e lec ted  by a c t i v e  
F i  r e  Department the  department. terms. members o f  t he  department . 
Ret i  renient -ch ie f .  .2 are members by o f f i c e .  
Associat ion - c i t y  attorney. 

M i  nneapol i s  8 d i rec to rs .  5 year staggered .5 employee representa t i  ves 
Pol i c e  -5 employee terms f o r  employee are e lec ted by a c t i v e  mem- 
Re1 i e f  representa- representat ives. bership. 
Associat ion ti ves. .3 a re  members by o f f i c e .  

-mayor. 
- c h i e f  o f  

pol  i ce .  
-comptro l ler-  

t reasurer .  

S t .  Paul 10 members. 3 years 
Teachers -9 members o f  
Retirement the  plan. 
Associ a t  i o n  -president  o f  

school board. 

.9 chosen by e l e c t i o n  by 
a c t i v e  and r e t i r e d  members. 

.1 ex o f f i c i o .  



APPENDIX F (continued) 

S t .  Paul F i r e  -7 members o f  .Off icers o f  the A1 1 members are elected 
Department the board o f  board o f  exapiqers by the general membership. 
Re1 i e f  examiners . serve 1 year. 
Association 6 are ac t i ve  .Members o f  board 

firemen. 1 o f  examiners serve 
i s  a physician, 3 years. 

-22 members ctf .Directors serve a 
the board of 1 year term. 
d i  rec tors  : 
-16 ac t i ve  
f i remen. 

-5 re t i rees .  

S t .  Paul Pol ice 5activemembers 5 y e a r s t a g g e m d  ,5  elected by ac t i ve  
Department -mayor terms membership. 
Re1 i e f  - ch ie f  o f  po l i ce  - 3  are members by o f f i ce .  
Association - c i t y '  s chief 

f inancial  
o f f i c e r .  



APPENDIX G 

VARIETIES OF ACTUARIAL FUNDING POLICIES* 

1. Tilove makes the  following general  observations with respect  t o  funding and 
funding po l i c i e s :  

-Funding p o l i c i e s  vary g rea t ly .  

-Basic t o  each pol icy  is  a "goal and a schedule by which t o  reach it ...." 
-The schedule is  b u i l t  around ' an t i c ipa ted  experience'  with respect  t o  cer- 

t a i n  f ac to r s  (e. g. , b e n e f i t s ,  l i f e  expectancy, years  of se rv ice  I e t c -  ) 

-"There i s  a wide va r i e ty  of choice of funding goals and a f u r t h e r  choice 
of t h e  per iod  of years  and t h e  cont r ibut ion  schedule by which t o  achieve 
the  des i red  goal.  " 

-No s ing le  goal  and schedule is  "correc t"  ...." The choice i s  a matter  of 
policy.  " 

2. Alternat ive  method of a c t u a r i a l  funding: 

-Terminal funding: Each year  a contr ibution i s  made based on the  t o t a l  
value of benef i t s  accumulated by employees r e t i r i n g  t h a t  year.  The value 
is  discounted by the  expected y i e l d  on investment. 

Contributions vary from year t o  year ,  depending on the  number of employees 
r e t i r i n g .  And, a s  a r e s u l t ,  publ ic  p lans  have been r e l u c t a n t  t o  use t h i s  
method. 

-Unit Credit  Funding: Under this method, the  annual cont r ibut ion  has two 
components: a current  service  cont r ibut ion  and a p a s t  service  contribu- 
t ion .  The current  service  cont r ibut ion  i s  determined by ca lcu la t ing  " the  
amount of benef i t s  a t t r i b u t a b l e  t o  the  current  year  of se rv ice  by covered 
employees" .... and then reducing it by the  expected y i e l d  on investments 
between t h e  current  year and the  da te  of ret i rement. .  . . t h i s  i s  a l s o  known 
a s  the  "normal cos t . "  

The p a s t  service  cont r ibut ion  i s  made t o  fund benef i t s  f o r  service  before 
the  p lan  began. Pas t  se rv ice  contr ibutions a r e  t y p i c a l l y  spread out  over 
twenty t o  f o r t y  years. Once t h e  p a s t  service  is  paid o f f  ( o r  amort ized),  
contr ibutions drop s ign i f i can t ly .  

A s  was t r u e  w i t h  terminal  funding, contr ibutions f o r  the  u n i t  c r e d i t  method 
f luc tua te  .... the  current  service  cont r ibut ions  tend t o  increase a s  the  

*SOURCE: Public  Employee Pension Funds, Robert Tilove, Columbia University Press ,  
1976. 
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covered employees ge t  o lder  and the  pas t  service  contribution w i l l  drop 
abruptly when it i s  paid i n  f u l l .  

-Entry Age Normal: This method is widely used. The contribution under this 
method is based on t h e  same bwo components a s  t he  u n i t  c r e d i t  method, t h a t  
is,  a current  service  contribution and a pa s t  service  contribution. 

However, the  current  service  contribution i s  calcula ted so  t h a t  it i s  
" level  from entry  t o  retirement." Thus, i n  t h e  ea r l y  years of  employment, 
contributions exceed t h e  ac tua l  amount of accrued benef i t s  and, i n  the l a t e r  
years,  they a re  l e s s  than accrued benef i ts .  

When a plan using t he  "entry age normal" method reaches f u l l  funding ( i . e - ,  
a l l  pas t  service  is  paid o f f ) ,  i t s  a s se t s  w i l l  be g rea te r  than t he  value o f -  
accrued benef i ts .  This is because of the  way current  se rv ice  contributions 
a r e  made. By contras t ,  under t he  un i t  c r e d i t  method, assets a t  f u l l  funding 
w i l l  be equal t o  the  value of accrued benef i ts .  

-Entry-Age-Normal, "Interest-Only" Funding: The contribution under this 
method a l so  has two components: F i r s t ,  the  current  service  contribution 
calculated so  t h a t  it i s  leve l  from entry  t o  retirement; and, second, 
i n t e r e s t  a t  some assumed r a t e  on any unfunded accrued l i a b i l i t y .  

This is t h e  only method which r e s u l t s  i n  a t o t a l  contribution which is level .  
Tilove points  ou t  t h a t  t h i s  funding method is "advocated by some a s  pa r t i -  
cu la r ly  re levant  f o r  publ ic  employee retirement systems where permanence can 
be taken f o r  granted ...." 

1 
Two major problems with t h i s  method are: F i r s t ,  i n  a plan where a large  
number of employees a r e  approaching ret irement a t  the  same t i m e ,  addi t ional  
contributions a r e  l i k e l y  t o  be needed; and, second, t he  method tends t o  hide 
the  p r ice  of bene f i t  changes. For example, i f  an increase is granted t o  
r e t i r e e s ,  it w i l l  not change the  current  se rv ice  contribution,  bu t  it w i l l  
increase the  unfunded accrued l i a b i l i t y  and reduce reserves. This increase 
w i l l  only show up i n  higher i n t e r e s t  payments and therefore it may look 
cheaper than it ac tua l ly  is. 

-Entry-Age Normal, Freeze t he  Def ic i t :  The same a s  above except addi t ional  
Payments a r e  made t o  freeze t h e  d e f i c i t .  By doing so, the  cos t  of benef i t  
improvements is ea s i e r  t o  see. 

-Perpetual Period of Amortization: Under t h i s  method, a time schedule is 
Se t  up f o r  paying o f f  t he  pas t  service  l i a b i l i t y ,  f o r  example, twenty Years. 
However, t h i s  i s  a r o l l i n g  date. ... it i s  always twenty years out. Fu l l  
funding is pursued bu t  never reached. 

-Individual Level Premium Funding: This method makes no d i s t i nc t i on  between 
pas t  and current  service.  Rather, fo r  each employee, a pension i s  projected 

' and then the  annual contribution is  calcula ted a t  t he  l eve l  amount "necessary 
t o  fund each person's  pension over t h e  period from h i s  a t t a ined  age t o  h i s  
ret irement age. 

This method r e s u l t s  i n  high i n i t i a l  cos t s ,  especia l ly  i f  there  is a l a rge  
number of employees about t o  r e t i r e .  ~ l s o ,  contributions must be re- 
calculated with each benef i t  change. 
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-Aggregate Funding: This method takes  t h e  accrued l i a b i l i t y  of a  plan ( f o r  
both p a s t  and cur ren t  se rv ice )  and pays it of f  over approximately the  aver- 
age fu tu re  se rv ice  period of the  current  employees. This,  while not  used 
i n  Minnesota, is widely used f o r  pub l i c  funds because it works on t h e  prin-  
c i p l e  t h a t  an employee be f u l l y  funded a t  retirement. 

Contributions a t  t h e  s t a r t  a r e  high because they include payments f o r  bene- 
f i t s  accrued through p a s t  service .  But, i f  no changes i n  benef i t s  a r e  made, 
they w i l l  dec l ine  and eventual ly become constant .  

-Attained-Age-Normal Funding: This i s  a hybrid of t h e  aggregate funding 
method. Separate ca lcu la t ions  a r e  made f o r  current  se rv ice  and p a s t  service .  - 

The schedule f o r  paying cur ren t  se rv ice  might be s h o r t e r  than t h a t  f o r  
paying o f f  any p a s t  se rv ice  l i a b i l i t y .  The e f f e c t  of t h i s  i s  t o  lower t h e  
cont r ibut ions ,  a t  l e a s t  i n i t i a l l y .  

-Fixed-Period Projec t ion  Method: This method is based on year-to-year pro- 
jec t ions  of b e n e f i t  payments, employee and employer cont r ibut ions ,  expenses, 
investment y i e l d ,  and fund balances. With t h i s  information, the  actuary can 
compute a cont r ibut ion  r a t e  t h a t  a t  t h e  end of  a  spec i f i ed  number of years  
w i l l  produce "any des i red  re l a t ionsh ip  among a s s e t s ,  l i a b i l i t i e s ,  contribu- 
t i o n s ,  and benef i t s . "  

The disadvantages of t h i s  method a r e :  I t  requi res  some extremely complex 
computations. The number of years  used t o  compute the  cont r ibut ion  r a t e  i s  
a r b i t r a r y  and sub jec t  t o  change. 

-The Unfunded Present  Value Funding Method: According t o  t h i s  method, t h e  
annual cont r ibut ion  is a predetermined percent  of  t h e  " t o t a l  unfunded pre- 
s e n t  value of a l l  fu tu re  benef i t s . "  No d i s t i n c t i o n  is made between payments - 
f o r  cu r ren t  and p a s t  service .  And, t h e  percent  i s  f ixed  depending on t h e  
"ul t imate (funding) objec t ive ."  

This method o r  some v a r i a t i o n  i s  a t t r a c t i v e  because it does s e t  contr ibutions 
a t  a  f ixed  percent  of accrued benef i t s .  And, a s  benef i t s  a r e  changed, the  
d o l l a r  amount of cont r ibut ions  automatical ly ad jus t s .  

This method is not  widely used by t h e  p r i v a t e  s e c t o r  because of some uncer- 
t a i n t y  regarding i t s  accep tab i l i ty  t o  t h e  In te rna l  Revenue Service. The 
uncertainty a r i s e s  because the re  i s  no f i rm schedule f o r  paying o f f  benef i t s  
accrued f o r  p a s t  service .  Tilove po in t s  ou t  t h a t  the  publ ic  s e c t o r  use has 
been "held back by i n e r t i a . "  The method is  new and "has not  been s a n c t i f i e d  
by t r a d i t i o n  and general  p rac t i ce . "  



Table 8.1 + Illustrative Projections Of Traditional Funding Sckd& 

. . (1 (2 ) V )  (6 ) - (7) (8) (9 )  Etltjy age Attailled age Indtrdual 
Pay-as- Terminal UnL credit, normal. 20-yar  nonnal, 20-year 

Ymrs you-go funding interest only i&erest only amortirotioll amortization amortizdion ' Aggregate $fLn 
Beginning of year: Contributions (000%) Co~ltributwns (000's) - 

1 ........... None None $ 36.9 $ 68.5 $ 77.9 $ 95.6 $ lhd i 
2 ........... $ 0.8 $ 10.2 37.9 68.5 75.9 89.9 102.4 ' 
3 ........... 2.1 15.2 38.8 68.5 74.1 84.7 1$1 '5 
4 ........... 3.5 18.5 39.6 68.5 72.5 80.0 8.' 8 
3 ........... 5.3 23.1 40.2 68.5 71.0 75.7 8:) 1 

17.3 39.0 ........... 42.3 10 68.5 63.3 59.2 a7.P 
I5 ........... 30.0 42.3 43.4 68.5 61.5 43.3 4-0 
20 ........... 40.6 44.1 44.4 68.5 58.9 37.7 B-4 l ........... 2 1 42.4 44.4 44.5 27.1 31.5 36.9 3% 0 
25- ........... 48.2 45.3 45.2 27.1 30.2 34.0 80 0 
30 ........... 54.4 55.8 45.5 . 27.1 29.1 31.6 e9 g 
33 ........... 63.0 63.4 44.0 27.1 28.4 29.9 PT 1 
40 ........... 65.6 50.4 43.6 27.1 27.9 28.9 87.8 g 
30 ........... 64.2 49.2 49.9 27~1 27.4 27.9 97 1 
Limit ........ 63.0 50.8 44.1 27.1 27.1 27.1 z 

27 i K I 

End ofyar:  Fuledr (0003) Funds (000's) . Q 03 1 
h h, 

1 ........... None None $ 37.8 $ 70.2 $ 79.8 $ 93.0 $ lbr 8 I 
2 ........... None .. $ 9.5 76.8 141.3 158.8 191.7 2479 3 
3 ........... None 23.2 1 16.3 212.9 236.5 281.1 1 3.'159 ........... 4 None 39.1 156.1 284.8 313.1 366.5 453 6 
5 ........... None 58.3 195.8 35E6 388.3 447.8 

g 
548.7 g 

........... 178.2 380.6 a 10 None 707.3 737.4 794.1 91Pb ' 
15 ........... None 289.0 528.1 1.035.1 1.039.1 * 1,090.1 1.160 8 
20 ............ None 364.7 638.1 1.343.7 1,302.0 1.251.7 1,315 9 ........... 21 None 375.9 656.3 1,36 1.7 1,323.5 1,275.3 1,339 9 ........... 4 10.1 719.6 ' ' 25 None 1.395.2 1.362.7 1.413 8 1,151.5 ; 1.422.1 

>.- 30 ........... None 455.0 781.3 1.476.9 1,459.7 1,438.8 1 ,4&.9 
I ........... 35 None 528.2 803.5 1,495.9 1,484.8 ' 1.47 1.4 1,4% 9 

........... 40 None 536.1 793.6 1,487.9 1.480.7 ‘ 1.472.0 1.487.9 ........... 501.0 770.1 1,467.6 50 None 1,464.6 - 1,461.0 '. 1.467.6 : 

Limit ........ None 502.1 775.0 1.47 1.9 1.471.9 1.471.9 1.h 0' - '. 
Ratio offvnd d l a  to: ._ . - 5 . 1  

(a) year's benefit payments 0 8.0 12.3 I 23.4 23.4 23.4 29.4 : 
(b) lisibiliry for pensioners 0 1 .O 1.5 2.9 2.9 2.9 ' 2 9  

i @) value of accrued benefits 0 0.4 0.6 1.2 -1.2- 1.2 - ' W  
1 (d) value of all future benefits 0 .0.3 0.4 0.9 0.9 - 0.9 . ' 8.9 

-- . 
il kuir: 4% hypothetical plan and employee group. The group consists of 1, L. Trowbridge, "Fundamental? of Pension Funding." Tt-8. 

emplo!.ees. distributed from age 30 to 64, assumed to be kplenished with new entrants , Vol. 4, 1952. (Radios added.) ' 

each year. and with no retired persons initially. The benefit is $420 annually payable at 
age 65: the investment yield is assumed to be 2%%. 
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THE CITIZENS LEAGUE 

. . . Formed i n  1952, i s  an independent, nonpartisan, non-profit, educational 
corporation dedicated t o  improving 1 ocal government and t o  prov id ing 1 eadership 
i n  so lv ing the complex problems o f  our metropol i t a n  area. 

Volunteer research comiiittees o f  the CITIZENS LEAGUE develop recomnendations for  
so lu t ions t o  pub l i c  problems a f t e r  months o f  in tens ive work. 

Over the  years, the League's research repor ts  have been among the most helpful 
and re1 i a b l e  sources o f  informat ion f o r  g o v e r m n t a l  and c i v i c  leaders, and 
others concerned w i t h  the problems o f  our area. 

The League i s  supported by membership dues o f  i nd iv idua l  members and membership 
cont r ibut ions from businesses, foundations, and other  organizations throughout 
the metropol i tan area. 

You are i n v i t e d  t o  j o i n  the League or, i f  already a member, i n v i t e  a f r iend t o  
jo in .  An appl ica t ion blank i s  provided f o r  your convenience on the reverse side. 

Off icers (1978-79) 

President 
Wayne 6. Popttam 

Vice Presidents 
Francis PI. Boddy 
A1 l an  R. Boyce 
John Cairns 
E l  eanor Col born 
A. Kent Shamblin 

Secretary 
Wayne H. Olson 

Treasurer 
Lloyd L. Brandt 

S ta f f  

Executive D i rec to r  
Ted Kolderie 

Associate D i rec to r  
Paul A. G i l  j e  

Members h i p  D i rec to r  
Calvin W. Clark 

Research Associates 
Wi l l iam A. Blazar 
Berry Richards 
Brad Richards 
Margo Stark 

Directors 1978-79) 

Raymond D. Black 
Francis M. Boddy 
W. Andrew Boss 
A l lan  R. Boyce 
Lloyd L. Brandt 
Fred C. Cady 
John Cairns 
Eleanor Col born 
Pat Davies 
Joseph L. Easley 
Leo Foley 
Joan Forester 
Scotty G i  11 e t t e  
David Graven 
Paul H i l s t a d  
Peter Hutchinson 
B. K r i s t i n e  Johnson 
Dean Lund 
Harry Meimeyer 
Martha Morton 
Wayne H. Olson 
Robert D. Owens 
Roger Palmer 
Medora Perlman 
Daniel K. Peterson 
James R. P r a t t  
Sol vei  g Premack 
Rosemary Rockenbach 
Mary Ro l l  wagen 
A1 1 en I. Saeks 
A. Kent Shamblin 
James P. Shannon 
G l  en S kovhol t 
Imogene Treichel  
Robert W. Wall ace 
Wi l l iam 0. White 

Past Presidents 

Charles H. Be1 1 ows 
Francis M. Boddy 
Charles H. Clay 
E l  eanor Col born 
Rol l  i n  Crawford 
Waite D. Durfee 
John F. Finn 
Richard J. FitzGeral d 

+Walter S. Harr is, J r .  
Peter A. Heegaard 
James L. Hetland, Jr .  
Verne C. Johnson 
Stuar t  W. Leck, S r .  
Greer E. Lockhart 
John W. Mooty 
Arthur Maftal i n  
Norman L. Mewhall , Jr .  
Wayne H. Olson 

*Lesl ie C. Park 
Malcolm G. Pfunder . 
James R. P r a t t  
Leonard F. Ramberg 
Char1 es T. S i  1 verman 
Archi bal  d Spencer 
Frank Wal t e r s  

*John W. W i  ndhorst 



WHAT THE CITIZENS LEAGUE DOES 

Study Committees Community Leadership Breakfasts 

-- 6 major s tud ies  a r e  i n  progress 
r e g u l a r l y .  

-- Add i t i ona l  s tud ies  w i l l  begin soon. -- Each committee works 2% hours pe r  
week, normal ly  f o r  6-10 months. -- Annual ly over 250 resource persons 
make presenta t ions  t o  an average o f  
25 members per  session. -- A f u l l t i m e  pro fess iona l  s t a f f  o f  7 
prov ides d i r e c t  committee assistance. -- An average i n  excess of 100 persons 
f o l  low committee hearings w i t h  sum- 
mary minutes prepared by s t a f f .  -- F u l l  r epo r t s  (normal ly  40-75 pages) 
a re  d i s t r i b u t e d  t o  1,000-3,000 per- 
sons, i n  a d d i t i o n  t o  3,000 summaries 
prov ided through t h e  CL NEWS. 

C i t i zens  League NEWS 

-- 6 pages; pub1 ished tw i ce  monthly, 
except once a month i n  June, Ju ly ,  
August and December; mai led t o  a l l  
members . -- Reports a c t i v i t i e s  o f  the  League, 
meetings, pub l i ca t i ons ,  s tud ies  i n  
progress, pending appointments. -- Analysis,  data and general background 
in format ion on p u b l i c  a f f a i r s  issues 
'in t he  Twin C i t i e s  n ie t ropo l i tan  area. 

Publ i c  A f f a i r s  

-- Members o f  League stud.y comni t t ees  

-- Held from September through June - 
7:30-8:30 a.m. -- Minneapol is breakfasts  a re  h e l d  each 
Tuesday a t  t h e  Grain Exchange Cafe- 
t e r i a .  -- St .  Paul b reak fas ts  a re  he ld  on 
a1 te rna te  Thursdays a t  t he  P i  l o t  
House Restaurant i n  t he  F i r s t  
Nat iona l  Bank Bu i l d i ng .  -- Suburban breakfasts  a re  h e l d  t he  l a s t  
F r iday  o f  each month a t  t he  Northwest 6 

Financ ia l  Center Cafe te r ia ,  Bloomington. : -- An average o f  35 persons a t tend  the  .- 

64 break fas ts  each year.  -- The break fas t  programs a t t r a c t  good 
news coverage i n  the  d a i l y  press, 
t e l e v i s i o n  and rad io .  

Ques t i  on-and-Answer Luncheons 

-- Feature na t i ona l  o r  l o c a l  a u t h o r i t i e s ,  
who respond t o  quest ions from a panel 
on key p u b l i c  p o l i c y  issues. -- Each year  severa l  Q & A luncheons a r e  
he1 d throughout the  metropol i t a n  area. 

Publ i c  A f f a i r s  .D i rec to ry  

-- A d i r e c t o r y  i s  prepared f o l l o w i n g  
even-year general e l e c t i o n s  , and 
d i s t r i b u t e d  t o  t he  membership. 

In fo rmat ion  Assistance 

have been c a l l e d  on f requent ly  t o  -- The League responds t o  many requests 
pursue the  work f u r t h e r  w i t h  govern- f o r  in fo rmat ion  and prov ides speakers 
menta 1 o r  non-governmental agencies, t o  community groups on top i cs  s tudied.  b 
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