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PREFACE

These standards were adopted by the Legislative Commission on Pensions and Retirement

as of June 30, 1985, and amended on July 21, 1986, July 28, 1986, August 26, 1987, August 22,

1988, September 20,1989, July 8,1992, June 13,1996, August 23, 2001, and AUbJUst 20,2007.

An actuarial work for retirement plans subject only to Minnesota Statutes, Section 356.215 and

not subject to Minnesota Statutes, Section 356.216, as of dates after June 30, 1988, must be

prepared in accordance with the appropriate standards in effect as of the date of the valuation.

The standards set out herein contain a number of technical pension actuaiìal terms.

Definitions of these terms ai'e found in Section X. Actuarial terminology used herein is in

accordance with the terminology adopted by the American Academy of Actuaries. Where such

te1l1inology conflicts with the tennin010gy of the Minnesota Statutes, the statutory term is noted

in the definition.

These standards may be amended at any time by the Legislative Commission on Pensions

and Retircment. Any such amendment is cffcctive for the actuarial valuation perf01l1ed as of the

first valuation date f()llowing the effective date of the amendment except as otherwise provided by

the Legislative Commission on Pensions and Retirement.

For each retirement plan subject to Minnesota Statutes, Section 356.215, the valuation

date fòr each valuation perfòrmed under these standards shall be July i.

These standards are adopted Ü)r actuarial purposes only. They do not constitute or reflect

terms of a contract between the state, or a fund, and the members of a fund; nor do they constitute

or reflect a promise by the state, or a fund, to maintain a current benefit or pension plan practice,

or to implement a projected or authorized benefit or practice. A member of a fund should not rely

upon the implementation or maintenance of a benefit or pension plan practice because of an

assumption reflected in these standards.
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1. Introduction

A. These standards have been promulgated by the Legislative Commission on Pension

and Retirement in order to implement Minnesota Statutes, Section 356.215.

B. The purposes of these standards are:

(1) To ensure that sound actuarial procedures are utilized in developing

actuarial assumptions, actuarial valuations, and cost estimates for proposed

legislation for each retirement plan.

(2) To establish sufficient uniformity of actuarial procedure that financial

comparability of the retirement plans of the State of Minnesota is

maximized.

(3) To facilitate the development of sound public policy decision making in the

pension area by the Legislature and the Legislative Commission on

Pensions and Retirement.

C. Scope of the standards

(1) These standards apply to the following retirement plans. When "plan" or

"retirement plan" is used, such te1l1S refer to statutory retirement

provisions as constituted on the date of valuation of the following:

(a) Minnesota State Retirement System ("MSRS"), including:

(i) General State Employees - Minnesota Statutes, Chapter 352

(ii) Correctional Employees - Minnesota Statutes, Chapter 352

(iii) Legislators - Minnesota Statutes, Chapter 3A

(iv) Judges - Minnesota Statutes, Chapter 490

(v) State Patrol - Minnesota Statutes, Chapter 352B

(vi) Elective State Officers - Minnesota Statutes, Chapter 352C

(vii) Military Affàirs Department Special Coverage Program -

Minnesota Statutes, Chapter 352
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(viii) Transportation Department Pilot Special Coverage Program

- Minnesota Statutes, Chapter 352

(ix) State Fire Marshal Division Employee Special Coverage

Program - Minnesota Statutes, Chapter 352

(x) University Hospital Employee Speeial Retirement Coverage

- Minnesota Statutes, Chapter 352F.

(b) Public Employee Retirement Association (PERA)

(i) General Employees - Minnesota Statutes, Chapter 353

(ii) Police and Fire - Minnesota Statutes, Chapter 353

(iii) Local Police and Fire Relief Association Consolidation

Accounts - Minnesota Statutes, Chapters 353A and 353B

(iv) Local Govellment Correctional Service Retirement Plan -

Minnesota Statutes, Chapter 353 E

(v) Privatized Public Employee Special Retirement Coverage -

Minnesota Statutes, Chapter 353F.

(c) Teachers Retirement Association (TRA) - Minnesota Statutes,

Chapter 354.

(d) Minneapolis Employees Retirement Fund (MERF) - Minnesota

Statutes, Chapter 422A.

(e) Minneapolis Teachers Retirement Fund Association - Minnesota

Statutes, Chapter 354A.

(f) St. Paul Teachers Retirement Fund Association - Minnesota

Statutes, Chapter 354A.

(g) Duluth Teaehers Retirement Fund Association - Minnesota Statutes,

Chapter 354A.

(2) AU aetuai1al valuations performed by an Actuary retained to do the work

for any retirement plan as of a date on or after July 1, 1985 must be
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developed in accordance with these standards. Special procedures for the

Relief Association Accounts are contained in Section VII.

(3) An experience studies perf01l1ed by an Actuary retained to do the work for

any retirement plan as of a date on or after July l, 1985 must be developed

in accordance with these standards.

(4) An cost estimates relative to proposed legislative changes in the eligibiliy

or benefit provisions of any retirement plan perfonned by an Actuary

retained to do the work on or after July 1, 1985 must be developed in

accordance with these standards.

D. Altemative to the Standards

(1) The board of a retirement plan may use a different basis or assumptions as

pennitted by Minnesota Statutes, Section 356.23 for submitting altemative

repoi1s and valuations to the Legislature, if the different assumptions and

basis are clearly disclosed.

(2) The board of a retirement plan that prepares an alternative valuation must

also prep arc a supplemental valuation in accordance with Minnesota

Statutes, Section 356.21 5, and these standards.
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n. Actuarial Assumptions

A. General

(1) Any aetuarial valuation is based upon a projection of expected benefits to

be paid in future years by a retirement plan. Any projection of future

events requires the use of assumptions relative to the forces which affect

those future events.

(2) There are two general types of actuarial assumptions used 11 actuarial

valuations of a retirement plan:

(a) Economic Assumptions

(b) Demographic Assumptions

(3) Any event which triggers or tenninates a benefit should be reflected in the

set of actuarial assumptions. However, such aii event need not be reflected

in the assumptions if the impact of that omission on the results of the

actuarial valuation is reasonably deemed by the Actuary not to be materiaL.

Any omission must be disclosed in the actuarial valuation along with a

statement of the rationale for the omission.

(4) Actuaiìal assumptions that are not set by statute may be initiany established

or subsequently changed only with the approval of the Commission.

(5) Special assumptions for the Relief Association Accounts are in Section VI1.

B. Economic Assumptions

(l) The purposc of economic assumptions is to project the effect of economic

fòrees on the retirement plan.

(2) Primary economic assumptions are:

(a) Rates of annual investment retull

(b) Rates of annual individual compensation increase

(c) Rates of annual payroll growth (if applicable)
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(3) Each of these primary assumptions may be reviewed as having a base

component and a plan specific component. The base component is related

to general economics and market conditions which apply to an plans in a

similar manner. The statutes have established the following base economic

assumptions:

First Class City
Teachers Retirement
Fund Associations MERF

All
Others

Investment Retull Rates

Pre-retirement
Post - retirement

8.50%*
8.50%*

6.00%
5.00%

8.50%
6.00%

* Adjusted as appropriatefor plan specifìc post-retirement C-O-L-A provisions.

Individual Compensation
Increase Rates 5.00% 4.00% 5.00%

Payroll Growth Rates 5.00% N/A 5.00%

(4) The following plan specifÌc components have been adopted by statute as of

July 31,1995:

First Class City Teachers
Retirement Fund Associations

Individual
Compensation

Increase
Rates

Payroll
Growth
Rates

Public Employces' Retirement Association

* 0.00%)

* 0.00

* i .00

* 0.00

0.00% 0.00%

Teachers' Retirement Association

State Employees' Retirement Fund

All Others

* Plan-specifìc, age-related nierit and seniority scale as shOlvn in Appendix G.

For the Legislators Plan, the Judges Plan, and the Elective State Offcers

Plan, the Individual compensation increase and payroll growth rates must
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be adjusted to the extent of known future salary levels as provided 11

statute or in the recommendations fì-om the Compensation CounciL.

C. Demographic Assumptions

(1) The purpose of demographic assumptions is to project the flow of members

through and out of the retirement plan.

(2) There are a number of demographic assumptions:

(a) Primaiy Demographic Assumptions

(i) Rates of Tumover - reflect patterns of member terminations

from the retirement plan for reasons other than retirement,

death and disability. These patterns must be based on sex,

age and years of service unless experience shows otherwise.

(ii) Rates of Retirement - reflect patterns by which members

retire under the service retirement provisions of the plan.

These patterns must be based on sex, age and years of

service unless expeiìence shows otherwisc.

(iii) Rates of M011ality (Post-Retirement) reflect mortality

patterns of retired members. This detennines the expected

period over which benefits are to be paid. These patterns

must be based on sex and age unless experience shovvs

otherwise. Any use of sex-related rates are fhr funding

purposes only and do not affect benefits.

(b) Other Demographic Assumptions

(i) Rates of Disablement - reflect pattells by which members

become disabled under the plan. These patterns must be

based on sex, age and type of disability (i.e., occupational,

non-occupational) unless experience shows otherwise.
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(ii) Rates of Mortality (Pre-Retirement) - ref1eet moiiality

pattems of active members prior to retirement. These

pattems must be based on sex and age unless experience

shows otherwise.

(iii) Rates of Survivor Mortality - reflect m011ality patterns of

survivors of deceased members. These pattems must be

based on sex and age unless experience shows otherwise.

(iv) Rates of Tennination of Disability - reflect moi1ality and

recovery pattems of disabled members. These pattems must

be based on age and sex unless experience shows otherwise.

(3) No change in a demographic assumption may be made unless that change

has been established by a formal study of experience of the plan.

(i) Primary demographic assumptions must be set in close accordance

with actual experience. The other assumptions should follow the

pattems of actual experience but may deviate more fì'om that

expeiience than may the primary assumptions. Assumptions should

reference the experience period on which they are based and the

extent they deviate fi'om actual experience. Assumptions should

not be ehanged based on experience which may be distorted by

temporary conditions such as an early retirement program.

(ii) Demographic assumptions may be established by reference to a

standard table so long as the Actuary can establish that such table,

with appropriate age adjustments or projections to ref1eet m011ality

changes, relates reasonably to actual experience.

(iii) Cei1ain deerements are as much a function of years of service as of

age. As trends are observed from the experience studies, these
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assumptions may be established on a basis that takes into account

years of service under the plan, as well as years of age.

(iv) Rates of Retirement - Based on trends observed from the experience

studies, actuarial valuations must be completed using rates of

retirement for various ages and, when appropriate, periods of

service.

(4) The occunence of demographic assumptions must be assumed to be mid-

year, with an exception for the Rates of Retirement for certain teacher

plans. The occunence of retirements for the Teachers Retirement Fund,

Minneapolis Teachers Retirement Fund, the St. Paul Teachers Retirement

Fund and the Duluth Teachers Retirement Fund must be assumed to be on

the valuation date nearest the attainment of the retirement age or service.

D. Miscellaneous Assumptions

(1) Social Security - Any Social Secuiìty benefit estimates required to estimate

future benefìt ofIscts of a plan must be calculated in accordance with the

assumption that the Social Security laws in effect on the valuation date will

remain unchanged. Economic tàctors used tc)r such projected benefíts wil

be consistent with the tàctors used to project plan benetìts.

(2) Future Expense - The future administrative and investment expenses of

each retirement system must be estimated based on the assumption that

such expenses \vil be a percentage of system payrolL. For all plans other

than MERF, that percentage must be equal to the ratio of such expenses to

total covered payroll under the plan in the tìscal year preceding the

valuation date. For MERF, the expenses for the prior year must be

increased 3-1/2% and must be expressed as a percentage of the total

covered payroll projected for the fìscal year fonowing the valuation date.
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