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I n t r o d u c t io n

F o r  t h e  C o m m i s s i o n ’s  s e c o n d  c o n s id e r a t io n  o f  r e c e n t l y  e n a c t e d  f u l l  a c t u a r i a l  v a l u e  p r i o r  s e r v i c e  c r e d i t
p u r c h a s e  p r o v i s io n s  a n d  r e v ie w  o f  t h e  f u l l  a c t u a r i a l  v a l u e  p a y m e n t  c o m p u t a t io n  m e t h o d ,  s t a f f  h a s  p r e p a r e d
t h i s  m e m o  f o r  y o u r  r e v ie w .   T h e  f i r s t  p a r t  r e v i e w s  t h e  s e r v ic e  c r e d i t  p u r c h a s e  s t a t e m e n t  in  t h e
C o m m i s s i o n ’s  p o lic y  d o c u m e n t ,  r e v ie w s  t h e  c o d e d  g e n e r a l la w  s e r v ic e  c r e d i t  p u r c h a s e  p r o v i s io n s  e n a c t e d
s i n c e  1 9 9 8 ,  a n d  n o t e s  in c o n s i s t e n c i e s  b e t w e e n  t h e  C o m m i s s i o n ’s  p o lic y  d o c u m e n t  a n d  t h e  a p p lic a b le
p r o v i s io n s  o f  s t a t u t e .   T h e s e  p r o v i s io n s  w e r e  in i t i a l l y  s e t  f o r  r e p e a l a  f e w  y e a r s  a g o ,  b u t  d u e  t o  le g i s l a t i o n
s u p p o r t e d  b y  t e a c h e r  u n io n s  a n d  o t h e r  g r o u p s ,  t h e  s u n s e t  d a t e s  o n  t h e s e  p r o v i s io n s  h a v e  b e e n  e x t e n d e d  t o
M a y  o r  J u l y  o f  2 0 0 4 .   A n  i s s u e  f o r  t h e  2 0 0 4  L e g i s l a t u r e  i s  w h e t h e r  t o  p e r m i t  t h e s e  p r o v i s io n s  t o  e x p i r e ,  t o
e x t e n d  t h e m  a g a in ,  o r  t o  m a k e  t h e s e  p r o v i s io n s  p e r m a n e n t .   T h e  s e c o n d  p a r t  o f  t h i s  m e m o  r e v ie w s  t h e  f u l l
a c t u a r ia l  v a lu e  e s t im a t i o n  p r o c e d u r e  u s e d  t o  c o m p u t e  t h e  p r ic e  t h a t  a n  in d iv id u a l m u s t  p a y  t o  r e c e iv e
s e r v ic e  c r e d i t  u n d e r  t h e s e  p r o v i s io n s .   T h a t  r e v i s e d  m e t h o d  t e m p o r a r i l y  r e p l a c e d  t h e  p r i o r  f u l l  a c t u a r i a l
v a lu e  e s t im a t i o n  m e t h o d .   T h a t  r e v i s e d  m e t h o d o lo g y  i s  s e t  t o  e x p i r e  o n  J u l y  1 ,  2 0 0 4 ,  a t  w h ic h  t im e  t h e
p r e v io u s  f u ll  a c t u a r ia l  v a lu e  m e t h o d  in  s t a t u t e  w o u ld  b e c o m e  e f f e c t i v e .

R e v ie w  o f  S e r v ic e  C r e d i t  P u r c h a s e  P r o v i s io n s

A .  S t a t e m e n t  o f  C o m m i s s i o n  P o lic y .   P r in c ip le  I I . C . 1 0  o f  t h e  C o m m i s s i o n ’s  P r in c ip le s  o f  P e n s io n  P o lic y ,
la s t  r e v i s e d  i n  1 9 9 6 ,  c o v e r s  p u r c h a s e s  o f  s e r v ic e  c r e d i t .   I t  r e a d s  a s  f o l l o w s :

1 0 . P u r c h a s e s  o f  P r i o r  S e r v i c e  C r e d i t

P u r c h a s e s  o f  p u b l i c  p e n s i o n  p l a n  c r e d i t  f o r  p e r i o d s  o f  p r i o r  s e r v i c e  s h o u l d  b e  p e r m i t t e d  o n l y  i f ,  o n  a
c a s e - b y - c a s e  b a s i s ,  i t  i s  d e t e r m i n e d  t h a t  t h e  p e r i o d  t o  b e  p u r c h a s e d  i s  p u b l i c  e m p l o y m e n t  o r
s u b s t a n t i a l l y  a k i n  t o  p u b l i c  e m p l o y m e n t ,  t h a t  t h e  p r i o r  s e r v i c e  p e r i o d  m u s t  h a v e  a  s i g n i f i c a n t
c o n n e c t i o n  t o  M i n n e s o t a ,  t h a t  t h e  p u r c h a s e  p a y m e n t  f r o m  t h e  m e m b e r  o r  f r o m  a  c o m b i n a t i o n  o f  t h e
m e m b e r  a n d  t h e  e m p l o y e r  m u s t  e q u a l  t h e  a c t u a r i a l  l i a b i l i t y  t o  b e  i n c u r r e d  b y  t h e  p e n s i o n  p l a n  f o r  t h e
b e n e f i t  a s s o c i a t e d  w i t h  t h e  p u r c h a s e ,  a p p r o p r i a t e l y  c a l c u l a t e d ,  w i t h o u t  t h e  p r o v i s i o n  o f  a  s u b s i d y  f r o m
t h e  p e n s i o n  p l a n ,  a n d  t h a t  t h e  p u r c h a s e  m u s t  n o t  v i o l a t e  n o t i o n s  o f  e q u i t y .

T h i s  p r in c ip le  h a s  t h e  f o llo w in g  e le m e n t s :

?  I n d iv id u a l R e v ie w .   T h e  C o m m i s s i o n  c o n s id e r s  e a c h  s e r v ic e  c r e d i t  p u r c h a s e  r e q u e s t  s e p a r a t e l y ,
w h e t h e r  t h e  r e q u e s t  i s  p r o p o s e d  le g i s l a t i o n  f o r  a  s in g le  p e r s o n  o r  i s  p r o p o s e d  le g i s l a t i o n  r e la t i n g
t o  a  g r o u p  o f  s i m ila r l y  s i t u a t e d  i n d i v i d u a l s .

?  P u b lic  E m p lo y m e n t .   T h e  p e r io d  r e q u e s t e d  f o r  p u r c h a s e  s h o u ld  b e  a  p e r io d  o f  p u b lic
e m p lo y m e n t  o r  s e r v ic e  t h a t  i s  s u b s t a n t i a l l y  a k i n  t o  p u b l i c  e m p lo y m e n t .

?  M in n e s o t a  C o n n e c t io n .   T h e  e m p lo y m e n t  p e r io d  t o  b e  p u r c h a s e d  s h o u ld  h a v e  a  s ig n if ic a n t
M in n e s o t a  c o n n e c t io n .

?  P r e s u m p t io n  o f  A c t iv e  M e m b e r  S t a t u s  a t  t h e  T im e  o f  P u r c h a s e .   T h e  p r in c ip le  s t a t e s  t h a t
c o n t r ib u t io n s  s h o u ld  b e  m a d e  b y  t h e  m e m b e r  o r  in  c o m b in a t io n  b y  t h e  m e m b e r  a n d  b y  t h e
e m p lo y e r .   I t  i s  p r e s u m e d  t h a t  t h e  in d iv id u a l c o v e r e d  b y  t h e  s e r v ic e  p u r c h a s e  r e q u e s t  i s  a n  a c t i v e
e m p lo y e e ,  b e c a u s e  r e t i r e e s  g e n e r a l l y  a r e  n o t  c o n s i d e r e d  t o  b e  “m e m b e r s ”  o f  a  p l a n  a n d  t h e s e
in d iv id u a l s  n o  l o n g e r  h a v e  a  p u b lic  e m p lo y e r .

?  P r e s u m p t io n  o f  P u r c h a s e  in  a  D e f i n e d  B e n e f i t  P la n .   T h e  p r io r  s e r v ic e  c r e d i t  p u r c h a s e
c o n t r ib u t io n s  in  t o t a l  s h o u l d  m a t c h  t h e  a s s o c ia t e d  a c t u a r ia l  l ia b i l i t y .   T h e  s p e c if ic  p r o c e d u r e s  in
M in n e s o t a  S t a t u t e s  a n d  la w  f o r  c o m p u t in g  s e r v ic e  c r e d i t  p u r c h a s e  a m o u n t s ,  M in n e s o t a  S t a t u t e s ,
S e c t io n s  3 5 6 . 5 5  a n d  3 5 6 . 5 5 1 ,  p r e s u m e  t h a t  t h e  p u r c h a s e  i s  i n  a  d e f i n e d  b e n e f i t  p l a n  w i t h  a
b e n e f i t  b a s e d  o n  t h e  in d iv id u a l’s  h ig h - f i v e  a v e r a g e  s a la r y .
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?  F u ll A c t u a r ia l  V a lu e  P u r c h a s e .   T h e  p e n s io n  f u n d  s h o u ld  r e c e iv e  a  p a y m e n t  f r o m  t h e  e m p lo y e e ,
o r  f r o m  t h e  e m p lo y e e  a n d  e m p lo y e r  in  c o m b in a t io n ,  w h ic h  e q u a l s  t h e  a d d i t io n a l l ia b i l i t y  p la c e d
o n  t h e  f u n d  d u e  t o  t h e  p u r c h a s e .   T h i s  a m o u n t  i s  r e f e r r e d  t o  a s  t h e  f u l l  a c t u a r i a l  v a l u e  o f  t h e
s e r v ic e  c r e d i t  p u r c h a s e .

?  N o  V io la t i o n  o f  E q u i t y  C o n s id e r a t io n s .   P u r c h a s e s  o f  s e r v ic e  c r e d i t  s h o u ld  n o t  v io la t e  e q u i t y
c o n s id e r a t io n s .   E q u i t y  i s  a  r e s o r t  t o  g e n e r a l p r in c ip le s  o f  f a i r n e s s  a n d  j u s t i c e  w h e n e v e r  t h e
e x i s t i n g  l a w  i s  i n a d e q u a t e .

A  g e n e r a l p o lic y  c o n c e r n  r a i s e d  b y  t h e  v a r io u s  g e n e r a l la w  f u ll  a c t u a r ia l  v a lu e  s e r v ic e  c r e d i t  p u r c h a s e
p r o v i s io n s  r e v ie w e d  in  t h i s  s e c t i o n  i s  a  l a c k  o f  i n d i v i d u a l  r e v i e w .   O t h e r  p o lic y  c o n f lic t s  a r e  n o t e d
a f t e r  t h e  s u m m a r y  o f  t h e  p r o v i s io n .

B .  1 9 9 9  S e s s io n  P r o v i s io n s

G e n e r a l L a w  T e a c h e r  P la n  S e r v ic e  C r e d i t  P u r c h a s e  P r o v i s io n s

?  F u ll A c t u a r ia l  V a lu e  M i l i t a r y  S e r v ic e  C r e d i t  P u r c h a s e .   A  v e s t e d  T R A  o r  f i r s t  c l a s s  c i t y  t e a c h e r
p la n  m e m b e r  w h o  p e r f o r m e d  s e r v ic e  in  t h e  a r m e d  f o r c e s  b e f o r e  b e c o m in g  a  M in n e s o t a  t e a c h e r
p la n  m e m b e r ,  o r  w h o  d id  n o t  m a k e  c o n t r ib u t io n s  t o  o b t a in  s e r v ic e  c r e d i t  w h ile  o n  a  t e a c h e r  p la n
m i l i t a r y  l e a v e  o f  a b s e n c e ,  i s  e n t i t l e d  t o  p u r c h a s e  s e r v i c e  c r e d i t  f o r  t h e  i n i t i a l  p e r i o d  o f  e n l i s t m e n t ,
in d u c t io n ,  o r  c a l l  t o  a c t iv e  d u t y  n o t  in c lu d in g  a n y  v o lu n t a r y  e x t e n s io n .   T o  r e c e iv e  t h e  s e r v ic e
c r e d i t ,  t h e  m e m b e r  m u s t  p a y  t h e  f u ll  a c t u a r ia l  v a lu e .   T h e  p u r c h a s e  i s  n o t  p e r m i t t e d  i f  t h e
in d iv id u a l  i s  e l i g ib le  f o r  a  m i l i t a r y  p e n s i o n  o r  i f  t h e  i n d i v i d u a l  h a s  s e r v i c e  c r e d i t  i n  a n o t h e r  p l a n
d u e  t o  t h i s  m i l i t a r y  s e r v i c e .   ( L a w s  1 9 9 9 ,  C h a p t e r  2 2 2 ,  A r t ic le  1 6 ,  S e c t io n s  1  a n d  7 .   C o d e d  a s
M in n e s o t a  S t a t u t e s ,  S e c t io n  3 5 4 . 5 3 3  f o r  T R A  a n d  S e c t io n  3 5 4 A . 0 9 7  in  f i r s t  c l a s s  c i t y  t e a c h e r
p la n  s t a t u t e s . )

C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t :   M a y  la c k  a n y  M in n e s o t a  c o n n e c t io n .   R a i s e s  s e v e r a l  e q u i t y
c o n c e r n s ,  in c lu d in g  f a i l u r e  b y  s o m e  t o  t a k e  a d v a n t a g e  o f  a  m o r e  g e n e r o u s  t r e a t m e n t  u n d e r
m i l i t a r y  l e a v e  o f  a b s e n c e  p r o v i s i o n ,  a n d  l a c k  o f  a n y  r e q u i r e m e n t  t h a t  t h e  in d iv id u a l m u s t
h o n o r a b l y  s e r v e  t o  b e  e lig ib le .   O t h e r  i s s u e :   T h e  t e a c h e r  p la n s  h a v e  c o n t e n d e d  t h a t  t h e
p r o h ib i t io n  a g a in s t  p u r c h a s e s  i f  t h e  i n d i v i d u a l  i s  e n t i t l e d  t o  a  m i l i t a r y  p e n s i o n  m a y  c o n f lic t  w i t h
f e d e r a l la w .

?  O u t - o f - S t a t e  T e a c h in g  S e r v ic e  C r e d i t  P u r c h a s e .   A  v e s t e d  m e m b e r  m a y  p u r c h a s e  u p  t o  t e n  y e a r s
o f  s e r v i c e  c r e d i t  i n  t h e  a p p l i c a b l e  t e a c h e r  p l a n  f o r  o u t - o f - s t a t e  t e a c h i n g  i n  a n  e d u c a t i o n a l
in s t i t u t i o n  e s t a b l i s h e d  a n d  o p e r a t e d  b y  a n o t h e r  s t a t e ,  a  g o v e r n m e n t a l  s u b d iv i s io n  o f  a n o t h e r
s t a t e ,  o r  t h e  f e d e r a l g o v e r n m e n t ,  p r o v id in g  t h e  in d iv id u a l  i s  n o t  e lig ib le  f o r  s e r v ic e  c r e d i t  i n
a n o t h e r  p la n .   T o  r e c e iv e  t h e  s e r v ic e  c r e d i t ,  t h e  m e m b e r  m u s t  p a y  t h e  f u ll  a c t u a r ia l  v a lu e .   ( L a w s
1 9 9 9 ,  C h a p t e r  2 2 2 ,  A r t ic le  1 6 ,  S e c t io n s  2  a n d  8 .   C o d e d  f o r  T R A  a s  M in n e s o t a  S t a t u t e s ,
S e c t io n  3 5 4 . 5 3 4 ,  a n d  f o r  t h e  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n s  a s  S e c t i o n  3 5 4 . A . 0 9 8 . )

C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t :   L a c k s  a n y  M in n e s o t a  c o n n e c t io n ;  t h i s  p r o v i s i o n  p r o v i d e s
s e r v ic e  c r e d i t  i n  M in n e s o t a  p la n  f o r  s e r v ic e  p r o v id e d  t o  r e s id e n t s  o f  o t h e r  s t a t e s .

?  M a t e r n i t y  L e a v e  o f  A b s e n c e  o r  M a t e r n i t y  B r e a k  in  S e r v ic e  P u r c h a s e  o f  S e r v ic e  C r e d i t .   A
v e s t e d  m e m b e r  m a y  p u r c h a s e  u p  t o  f iv e  y e a r s  o f  s e r v ic e  c r e d i t  i n  t h e  a p p l i c a b l e  t e a c h e r  p l a n  f o r
m a t e r n i t y  l e a v e s  f o r  w h ic h  s e r v ic e  c r e d i t  w a s  n o t  r e c e iv e d ,  o r  f o r  a  m a t e r n i t y  b r e a k  i n  t e a c h i n g
s e r v ic e ,  p r o v id in g  t h e  in d iv id u a l  i s  n o t  e lig ib le  f o r  s e r v ic e  c r e d i t  i n  a n o t h e r  p l a n .   T o  r e c e iv e  t h e
s e r v ic e  c r e d i t ,  t h e  m e m b e r  m u s t  p a y  t h e  f u ll  a c t u a r ia l  v a lu e .   ( L a w s  1 9 9 9 ,  C h a p t e r  2 2 2 ,  A r t ic le
1 6 ,  S e c t io n s  3  a n d  9 .   C o d e d  f o r  T R A  a s  M in n e s o t a  S t a t u t e s ,  S e c t io n  3 5 4 . 5 3 5 ,  a n d  f o r  t h e  f i r s t
c la s s  c i t y  t e a c h e r  p l a n s  a s  S e c t io n  3 5 4 A . 0 9 9 . )

C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t .   P r o v id e s  s e r v ic e  c r e d i t  f o r  p e r io d  t o  t im e  d u r in g  w h ic h  t h e
in d iv id u a l w a s  n o t  p r o v id in g  s e r v ic e  t o  a  M in n e s o t a  e m p lo y e r .

?  P a r o c h ia l o r  P r iv a t e  S c h o o l T e a c h in g ,  P u r c h a s e  o f  S e r v ic e  C r e d i t .   A  v e s t e d  m e m b e r  m a y
p u r c h a s e  u p  t o  t e n  y e a r s  o f  s e r v ic e  c r e d i t  i n  t h e  a p p l i c a b l e  t e a c h e r  p l a n  f o r  p r i v a t e  o r  p a r o c h i a l
s c h o o l  t e a c h i n g  s e r v i c e ,  p r o v i d i n g  t h e  i n d i v i d u a l  i s  n o t  e l i g i b l e  f o r  s e r v i c e  c r e d i t  i n  a n o t h e r  p l a n .
T o  r e c e iv e  t h e  s e r v ic e  c r e d i t ,  t h e  m e m b e r  m u s t  p a y  t h e  f u ll  a c t u a r ia l  v a lu e .   ( L a w s  1 9 9 9 ,
C h a p t e r  2 2 2 ,  A r t ic le  1 6 ,  S e c t io n s  4  a n d  1 0 .   C o d e d  f o r  T R A  a s  M in n e s o t a  S t a t u t e s ,  S e c t io n
3 5 4 . 5 3 6 ,  a n d  f o r  t h e  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n s  a s  S e c t i o n  3 5 4 A . 1 0 1 . )
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C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t :   M a y  la c k  a n y  M in n e s o t a  c o n n e c t io n .   P r o v id e s  M in n e s o t a
p u b lic  p la n  c o v e r a g e  f o r  p r iv a t e  s e c t o r  o r  c h u r c h - r e la t e d  e m p lo y m e n t .   M a y  o f f e r  c o v e r a g e  f o r
p e r io d s  w h e r e  t h e  in d iv id u a l w il l fu l l y  t o o k  e m p lo y m e n t  la c k in g  a n y  r e t i r e m e n t  c o v e r a g e .

?  P e a c e  C o r p s  o r  V I S T A  ( V o lu n t e e r s  in  S e r v ic e  t o  A m e r ic a )  S e r v ic e  C r e d i t  P u r c h a s e .   A  v e s t e d
m e m b e r  m a y  p u r c h a s e  u p  t o  t e n  y e a r s  o f  s e r v ic e  c r e d i t  i n  t h e  a p p l i c a b l e  t e a c h e r  p l a n  f o r  P e a c e
C o r p s  o r  V I S T A  s e r v ic e  p r o v id in g  t h e  in d iv id u a l  i s  n o t  e lig ib le  f o r  s e r v ic e  c r e d i t  i n  a n o t h e r  p l a n .
T o  r e c e iv e  t h e  s e r v ic e  c r e d i t ,  t h e  m e m b e r  m u s t  p a y  t h e  f u ll  a c t u a r ia l  v a lu e .   ( L a w s  1 9 9 9 ,
C h a p t e r  2 2 2 ,  A r t ic le  1 6 ,  S e c t io n s  5  a n d  1 1 .   C o d e d  f o r  T R A  a s  M in n e s o t a  S t a t u t e s ,  S e c t io n
3 5 4 . 5 3 7 ,  a n d  f o r  t h e  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n s  a s  S e c t i o n  3 5 4 A . 1 0 2 . )

C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t .   M a y  la c k  a n y  M in n e s o t a  c o n n e c t io n .   P r e s u m a b l y  o f f e r s
c o v e r a g e  f o r  p e r io d s  w h e r e  t h e  in d iv id u a l w il l fu l l y  t o o k  e m p lo y m e n t  la c k in g  a n y  r e t i r e m e n t
c o v e r a g e .

?  C h a r t e r  S c h o o l T e a c h in g ,  P u r c h a s e  o f  S e r v ic e  C r e d i t .   A  v e s t e d  m e m b e r  m a y  p u r c h a s e  u p  t o  t e n
y e a r s  o f  s e r v ic e  c r e d i t  i n  t h e  a p p l i c a b l e  t e a c h e r  p l a n  f o r  c h a r t e r  s c h o o l  t e a c h i n g  s e r v i c e  p r o v i d i n g
t h e  in d iv id u a l  i s  n o t  e lig ib le  f o r  s e r v ic e  c r e d i t  i n  a n o t h e r  p l a n .   T o  r e c e iv e  t h e  s e r v ic e  c r e d i t ,  t h e
m e m b e r  m u s t  p a y  t h e  f u ll  a c t u a r ia l  v a lu e .   ( L a w s  1 9 9 9 ,  C h a p t e r  2 2 2 ,  A r t ic le  1 6 ,  S e c t io n s  6  a n d
1 2 .   C o d e d  f o r  T R A  a s  M in n e s o t a  S t a t u t e s ,  S e c t io n  3 5 4 . 5 3 8 ,  a n d  f o r  t h e  f i r s t  c l a s s  c i t y  t e a c h e r
p la n s  a s  S e c t io n  3 5 4 A . 1 0 3 . )

C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t .   M a y  la c k  a n y  M in n e s o t a  c o n n e c t io n .   M a y  r a i s e  p u b lic /  p r i v a t e
c o n c e r n s  in  s o m e  c i r c u m s t a n c e s .   M a y  o f f e r  c o v e r a g e  f o r  p e r io d s  w h e r e  t h e  in d iv id u a l w il l fu l l y
t o o k  e m p lo y m e n t  la c k in g  a n y  r e t i r e m e n t  c o v e r a g e .

T h e  f o llo w in g  p r o v i s io n  a p p lie d  o n l y  t o  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n s :

?  P r e v io u s l y  U n c r e d i t e d  P a r t - T im e  T e a c h e r  S e r v ic e ,  P u r c h a s e  o f  S e r v ic e  C r e d i t .   A  v e s t e d
m e m b e r  w i t h  p r e v i o u s l y  u n c r e d i t e d  p a r t - t i m e  t e a c h in g  s e r v ic e  m a y  p u r c h a s e  s e r v ic e  c r e d i t  i n  t h e
a p p lic a b le  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n  f o r  t h a t  t e a c h i n g  s e r v i c e  p r o v i d i n g  t h e  i n d i v i d u a l  w a s  n o t
p r e v io u s l y  e l i g i b l e  f o r  c r e d i t  f o r  t h a t  s e r v i c e .   T o  r e c e iv e  t h e  s e r v ic e  c r e d i t ,  t h e  m e m b e r  m u s t  p a y
t h e  f u l l  a c t u a r i a l  v a l u e .   ( L a w s  1 9 9 9 ,  C h a p t e r  2 2 2 ,  A r t ic le  1 6 ,  S e c t io n  1 3 .   C o d e d  a s  M in n e s o t a
S t a t u t e s ,  S e c t io n  3 5 4 A . 1 0 4 . )

C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t .   M a y  r a i s e  e q u i t y  i s s u e  i f  t h e s e  s e r v i c e  w a s  p r o p e r l y  e x c l u d e d
f r o m  la w  a t  t h e  t i m e  s e r v ic e  w a s  r e n d e r e d .

C .  2 0 0 0  S e s s io n  P r o v i s io n s

A  f u ll  a c t u a r ia l  v a lu e  m i l i t a r y  s e r v i c e  c r e d i t  p u r c h a s e  p r o v i s i o n ,  s i m ila r  t o  t h a t  p a s s e d  in  1 9 9 9  f o r
T R A  a n d  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n  m e m b e r s ,  w a s  e n a c t e d  f o r  M S R S - G e n e r a l ,  M S R S - C o r r e c t i o n a l ,
t h e  S t a t e  P a t r o l P la n ,  P E R A ,  a n d  P E R A - P & F .

?  M i l i t a r y  S e r v ic e  C r e d i t  P u r c h a s e .   A  v e s t e d  m e m b e r  o f  M S R S - G e n e r a l ,  M S R S - C o r r e c t i o n a l ,  t h e
S t a t e  P a t r o l P la n ,  P E R A ,  o r  P E R A - P & F  w h o  p e r f o r m e d  s e r v ic e  in  t h e  a r m e d  f o r c e s  b e f o r e
b e c o m in g  a  m e m b e r  o f  t h e  a p p lic a b le  p la n  o r  w h o  f a i l e d  t o  m a k e  c o n t r ib u t io n s  t o  o b t a in  s e r v ic e
c r e d i t  w h ile  o n  a  m i l i t a r y  l e a v e  o f  a b s e n c e  i s  e n t i t l e d  t o  p u r c h a s e  s e r v i c e  c r e d i t  f o r  t h e  i n i t i a l
p e r io d  o f  e n l i s t m e n t ,  i n d u c t i o n ,  o r  c a l l  t o  a c t iv e  d u t y  n o t  in c lu d in g  a n y  v o lu n t a r y  e x t e n s io n .   T o
r e c e iv e  t h e  s e r v ic e  c r e d i t ,  t h e  m e m b e r  m u s t  p a y  t h e  f u ll  a c t u a r ia l  v a lu e .   T h e  p u r c h a s e  i s  n o t
p e r m i t t e d  i f  t h e  i n d i v i d u a l  i s  e l i g i b l e  f o r  a  m i l i t a r y  p e n s i o n  o r  i f  t h e  i n d i v i d u a l  h a s  s e r v i c e  c r e d i t
in  a n o t h e r  p la n  d u e  t o  t h i s  m i l i t a r y  s e r v i c e .   ( L a w s  2 0 0 0 ,  C h a p t e r  4 6 1 ,  A r t ic le  4 ,  S e c t io n s  1  t o  4 .
C o d e d  a s  M in n e s o t a  S t a t u t e s ,  S e c t io n  3 5 2 . 2 7 5  f o r  M S R S - G e n e r a l a n d  M S R S - C o r r e c t i o n a l ,
S e c t io n  3 5 2 B . 0 1 ,  S u b d iv i s io n  3 a ,  f o r  t h e  S t a t e  P a t r o l P la n ,  a n d  S e c t io n  3 5 3 . 0 1 ,  S u b d iv i s io n  1 6 a ,
f o r  P E R A  a n d  P E R A - P & F . )

C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t :   M a y  la c k  a n y  M in n e s o t a  c o n n e c t io n .   R a i s e s  s e v e r a l  e q u i t y
c o n c e r n s ,  in c lu d in g  f a i l u r e  b y  s o m e  t o  t a k e  a d v a n t a g e  o f  a  m o r e  g e n e r o u s  t r e a t m e n t  u n d e r
m i l i t a r y  l e a v e  o f  a b s e n c e  p r o v i s i o n ,  a n d  l a c k  o f  a n y  r e q u i r e m e n t  t h a t  t h e  in d iv id u a l  s e r v i c e
h o n o r a b l y  t o  b e  e lig ib le .

I n  2 0 0 0 ,  t h e  f u ll  a c t u a r ia l  v a lu e  s e r v ic e  c r e d i t  p u r c h a s e  p r o v i s io n s  in  T R A  a n d  f i r s t  c l a s s  c i t y  t e a c h e r
p la n  la w  p e r m i t t i n g  s e r v i c e  c r e d i t  p u r c h a s e s  f o r  p r i v a t e  a n d  p a r o c h ia l  s c h o o l  t e a c h i n g  w e r e  r e v i s e d  t o
a l s o  in c lu d e  n o n p r o f i t  c o m m u n i t y - b a s e d  c o r p o r a t io n  t e a c h in g  s e r v ic e :
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?  T R A  S e r v ic e  C r e d i t  P u r c h a s e  f o r  N o n p r o f i t  C o m m u n i t y - B a s e d  C o r p o r a t io n  S e r v ic e .   T h e  T R A
a n d  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n  p r o v i s i o n s  a u t h o r i z i n g  s e r v i c e  c r e d i t  p u r c h a s e s  a t  f u l l  a c t u a r i a l
v a lu e  f o r  p r iv a t e  o r  p a r o c h ia l  s c h o o l  t e a c h i n g  s e r v i c e  a r e  r e v i s e d  t o  a l s o  a u t h o r iz e  p u r c h a s e s  o f
n o n p r o f i t  c o m m u n i t y - b a s e d  c o r p o r a t io n  t e a c h in g  s e r v ic e .   ( L a w s  2 0 0 0 ,  C h a p t e r  4 6 1 ,  A r t ic le  1 1 ,
S e c t io n s  3  a n d  5 . )

C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t :   M a y  la c k  a n y  M in n e s o t a  c o n n e c t io n .   T h e  f u l l  s e c t i o n  a s
r e v i s e d  p r o v id e s  M in n e s o t a  p u b lic  p la n  c o v e r a g e  f o r  p r iv a t e  s e c t o r  o r  c h u r c h - r e la t e d
e m p lo y m e n t ,  a n d  r a i s e s  t h e  i s s u e  o f  w h e t h e r  n o n p r o f i t  c o m m u n i t y - b a s e d  c o r p o r a t io n  i s
s u f f i c i e n t l y  a k i n  t o  p u b l i c  e m p lo y m e n t .   M a y  o f f e r  c o v e r a g e  f o r  p e r io d s  w h e r e  t h e  in d iv id u a l
w il lfu l l y  t o o k  e m p lo y m e n t  la c k in g  a n y  r e t i r e m e n t  c o v e r a g e .

D .  2 0 0 1  S e s s io n  P r o v i s io n s

I n  2 0 0 1 ,  e x i s t i n g  T R A  a n d  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n  s e r v i c e  c r e d i t  p u r c h a s e  p r o v i s i o n s  w e r e
e x p a n d e d  a s  f o llo w s :

?  O u t - o f - C o u n t r y  T e a c h in g  S e r v ic e  a n d  T r ib a l T e a c h in g  S e r v ic e  C r e d i t  P u r c h a s e .   T h e  T R A  a n d
f i r s t  c l a s s  c i t y  t e a c h e r  p l a n  o u t - o f - s t a t e  t e a c h i n g  s e r v i c e  c r e d i t  p u r c h a s e  p r o v i s i o n s  w e r e
e x p a n d e d  t o  in c lu d e  t e a c h in g  s e r v ic e  p r o v id e d  in  a n o t h e r  c o u n t r y  o r  t e a c h in g  s e r v ic e  w h e r e  t h e
e m p lo y in g  u n i t  i s  a  f e d e r a l l y  r e c o g n i z e d  A m e r i c a n  I n d i a n  t r i b e .   ( L a w s  2 0 0 1 ,  F i r s t  S p e c ia l
S e s s io n ,  C h a p t e r  1 0 ,  A r t ic le  6 ,  S e c t io n s  5  a n d  1 1 . )

C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t :   C a n  la c k  a n y  M in n e s o t a  c o n n e c t io n .   M a y  o f f e r  c o v e r a g e  f o r
p e r io d s  w h e r e  t h e  in d iv id u a l w il l fu l l y  t o o k  e m p lo y m e n t  la c k in g  a n y  r e t i r e m e n t  c o v e r a g e .

?  D e v e lo p m e n t a l A c h ie v e m e n t  C e n t e r  S e r v ic e  C r e d i t  P u r c h a s e .   T h e  T R A  a n d  f i r s t  c l a s s  c i t y
t e a c h e r  p la n  s e r v ic e  c r e d i t  p u r c h a s e  p r o v i s io n s  p e r m i t t i n g  s e r v i c e  c r e d i t  p u r c h a s e  f o r  t e a c h i n g  i n
a  n o n p r o f i t  c o m m u n i t y - b a s e d  c o r p o r a t io n ,  p r iv a t e  s c h o o l ,  o r  p a r o c h ia l  s c h o o l ,  w e r e  e x p a n d e d  t o
in c lu d e  t e a c h in g  a t  a  d e v e lo p m e n t a l a c h ie v e m e n t  c e n t e r .   ( L a w s  2 0 0 1 ,  F i r s t  S p e c ia l S e s s io n ,
C h a p t e r  1 0 ,  A r t ic le  6 ,  S e c t io n s  6  a n d  1 2 . )

C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t :   M a y  la c k  a n y  M in n e s o t a  c o n n e c t io n .   R a i s e s  i s s u e  o f  w h e t h e r
t h i s  i s  p r o p e r  c o v e r a g e  t o  a d d  t o  a  p u b lic  p la n .   M a y  o f f e r  c o v e r a g e  f o r  p e r io d s  w h e r e  t h e
in d iv id u a l w il l fu l l y  t o o k  e m p lo y m e n t  la c k in g  a n y  r e t i r e m e n t  c o v e r a g e .

A l s o  in  2 0 0 1 ,  t h e  L e g i s l a t u r e  e n a c t e d  a  f u l l  a c t u a r i a l  v a l u e  s e r v i c e  c r e d i t  p u r c h a s e  p r o v i s i o n  i n  T R A
a n d  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n  l a w  t o  e n a b le  m e m b e r s  w h o  t a u g h t  a t  t h e  U n iv e r s i t y  o f  M in n e s o t a  b u t
w h o  w e r e  n o t  c o v e r e d  b y  a  p e n s io n  p la n  f o r  t h a t  s e r v ic e  t o  p u r c h a s e  s e r v ic e  c r e d i t  i n  T R A  o r  t h e
a p p lic a b le  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n .   T h e  T R A  a n d  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n  p r o v i s i o n s  a r e :

?  P u r c h a s e  o f  S e r v ic e  C r e d i t  f o r  U n c o v e r e d  P r io r  T e a c h in g  a t  t h e  U n iv e r s i t y  o f  M in n e s o t a .   T R A
o r  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n  m e m b e r s  w h o  a r e  v e s t e d  a n d  w h o  p r o v id e d  U n iv e r s i t y  o f
M in n e s o t a  t e a c h in g  s e r v ic e  b u t  w h o  a r e  n o t  e n t i t l e d  t o  a  c u r r e n t  o r  d e f e r r e d  a g e  a n d  s e r v ic e
r e t i r e m e n t  a n n u i t y  o r  d i s a b i l i t y  b e n e f i t  r e l a t e d  t o  t h a t  s e r v i c e  m a y  p u r c h a s e  s e r v ic e  c r e d i t  i n  T R A
o r  a  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n ,  a s  a p p l i c a b l e ,  a t  f u l l  a c t u a r i a l  v a l u e  r e f l e c t i n g  t h a t  u n i v e r s i t y
s e r v ic e ,  n o t  t o  e x c e e d  t e n  y e a r s .   ( L a w s  2 0 0 1 ,  F i r s t  S p e c ia l S e s s io n ,  C h a p t e r  1 0 ,  A r t ic le  6 ,
S e c t io n s  8  a n d  1 4 .   T h e  T R A  p r o v i s io n  i s  c o d e d  a s  M in n e s o t a  S t a t u t e s ,  S e c t io n  3 5 4 . 5 4 1 ,  a n d
t h e  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n  p r o v i s i o n  i s  c o d e d  a s  3 5 4 A . 1 0 9 . )

C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t :   M a y  o f f e r  c o v e r a g e  f o r  p e r io d s  w h e r e  t h e  in d iv id u a l w il l fu l l y
t o o k  e m p lo y m e n t  la c k in g  a n y  r e t i r e m e n t  c o v e r a g e .

D u r i n g  t h e  2 0 0 1  F i r s t  S p e c ia l S e s s io n ,  a  f u ll  a c t u a r ia l  v a lu e  p a r e n t a l / f a m i l y  l e a v e  p r o v i s i o n  w a s
e n a c t e d .  T h e  p r o v i s io n  a p p lie s  t o  M S R S - G e n e r a l M S R S - C o r r e c t i o n a l ,  P E R A - G e n e r a l ,  P E R A - P & F ,
T R A ,  t h e  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n s ,  M E R F ,  M in n e a p o l i s  F i r e f i g h t e r s  R e lie f  A s s o c ia t i o n  ( M F R A )
a n d  M in n e a p o l i s  P o lic e  R e lie f  A s s o c ia t i o n  ( M P R A ) .

?  P a r e n t a l /F a m i l y  L e a v e  o r  B r e a k - in - S e r v ic e  S e r v ic e  C r e d i t  P u r c h a s e  P r o v i s io n .   A  m e m b e r  o f  a n
a p p lic a b le  p la n ,  a s  d e s c r ib e d  a b o v e ,  w h o  h a d  o r  h a s  a  f a m i l y  l e a v e  o f  a b s e n c e ,  a  p a r e n t a l  l e a v e ,
o r  a  b r e a k  in  s e r v ic e  f r o m  t h e  s a m e  e m p lo y e r  d u e  t o  p a r e n t a l o r  f a m i l y - r e l a t e d  m a t t e r s  ( d u e  t o
b i r t h  o f  a  c h i l d ,  a d o p t i o n ,  o r  c a r e  o f  a  n e a r  r e la t i v e  o r  i n - l a w s ) ,  m a y  p u r c h a s e  s e r v ic e  c r e d i t  f o r
t h e  p e r io d  o f  t h e  l e a v e  o r  b r e a k  in  s e r v ic e ,  n o t  t o  e x c e e d  f iv e  y e a r s ,  b y  p a y in g  t h e  f u ll  a c t u a r ia l
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v a lu e  o f  t h e  s e r v i c e  c r e d i t  p u r c h a s e .   ( L a w s  2 0 0 1 ,  F i r s t  S p e c ia l S e s s io n ,  C h a p t e r  1 0 ,  A r t ic le  6 ,
S e c t io n s  1  t o  4 ,  1 0 ,  1 2 ,  1 6  t o  2 0 .   T h e  p r o v i s io n  i s  c o d e d  a s  M in n e s o t a  S t a t u t e s ,  S e c t io n
3 5 6 . 5 5 5 . )

C o n fl ic t s  w i t h  P o lic y  S t a t e m e n t :   P r o v id e s  c o v e r a g e  f o r  a  b r e a k  in  s e r v ic e ,  r a t h e r  t h a n  f o r  s o m e
p e r io d  o f  u n c o v e r e d  s e r v ic e  p r o v id e d  t o  a  M in n e s o t a  p u b lic  e m p lo y e r .

R e v ie w  o f  S e r v ic e  C r e d i t  P u r c h a s e  F u ll  A c t u a r ia l  V a lu e  E s t im a t i o n  M e t h o d o lo g y

I n  1 9 9 8 ,  t h e  L e g i s l a t u r e  p a s s e d  a  r e v i s e d  f u l l  a c t u a r i a l  v a l u e  m e t h o d o lo g y  t h a t  i s  c o d e d  a s  M in n e s o t a
S t a t u t e s  S e c t io n  3 5 6 . 5 5 .   T h e  m e t h o d o lo g y  a p p lie s  t o  a ll  p u r c h a s e s  o f  s e r v ic e  c r e d i t  i n  M in n e s o t a  p u b lic
p e n s io n  p la n s  u n le s s  a n o t h e r  a p p r o a c h  w a s  s p e c if ie d  in  t h e  a p p lic a b le  s p e c ia l o r  g e n e r a l la w .   T h e  p r o v i s io n
t e m p o r a r i l y  r e p l a c e d  a n o t h e r  m e t h o d  f o r  c o m p u t in g  f u ll  a c t u a r ia l  v a lu e  s e r v ic e  c r e d i t  p u r c h a s e s ,  w h ic h  i s
c o d e d  in  s t a t u t e s  a s  S e c t io n  3 5 6 . 5 5 1 .   T h e  n e w  p r o v i s io n  w a s  r e q u e s t e d  b y  v a r io u s  p e n s io n  f u n d s ,
p a r t ic u la r l y  t h e  T e a c h e r s  R e t i r e m e n t  A s s o c ia t i o n  ( T R A )  a n d  v a r io u s  o t h e r  t e a c h e r  f u n d s ,  w h o  c o n t e n d e d
t h a t  t h e  p r io r  a p p r o a c h  p r o d u c e d  p r ic e  e s t im a t e s  t h a t  w e r e  t o o  h ig h ,  u n ju s t l y  d i s c o u r a g i n g  s e r v i c e  c r e d i t
p u r c h a s e s .   M illim a n  U S A ,  t h e  a c t u a r y  r e t a in e d  b y  t h e  L e g i s l a t i v e  C o m m i s s i o n  o n  P e n s io n s  a n d  R e t i r e m e n t
( L C P R ) ,  p l a y e d  a  k e y  r o le  in  d e v e lo p in g  t h e  r e v i s e d  m e t h o d o lo g y ,  b u t  u n d e r  c o n t r a c t  w i t h  t h e  p e n s i o n
f u n d  a d m in i s t r a t i o n s  r a t h e r  t h a n  a t  t h e  d i r e c t i o n  o f  t h e  C o m m i s s i o n .

T h e  r e v i s e d  f u l l  a c t u a r i a l  v a l u e  m e t h o d o lo g y  in  S e c t io n  3 5 6 . 5 5  in c lu d e s  a  r e q u i r e m e n t  ( S u b d iv i s io n  7 )  t h a t
t h e  C o m m i s s i o n - r e t a in e d  a c t u a r y  m u s t  in c lu d e  in  a  r e p o r t  t o  t h e  C o m m i s s i o n  in d ic a t in g  t h e  p u r c h a s e
p a y m e n t  m a d e  in  e a c h  c a s e  a n d  t h e  r e s u l t i n g  i n c r e a s e  i n  t h e  p e n s i o n  p l a n ’s  l i a b i l i t y  d u e  t o  t h e  p u r c h a s e  a s
r e f l e c t e d  i n  t h e  n e x t  a c t u a r i a l  v a l u a t i o n .   T h e  a c t u a r y  p r o v id e s  t h i s  i n f o r m a t io n  in  a  t a b le  in  t h e  S u m m a r y  o f
V a lu a t io n s ,  p r o v id e d  a n n u a l l y  t o  t h e  C o m m i s s i o n .   T h e  a p p lic a b le  t a b le s  f r o m  t h e  2 0 0 0 ,  2 0 0 1 ,  a n d  2 0 0 2
a c t u a r ia l  v a lu a t io n  s u m m a r ie s  a r e  a t t a c h e d  ( A t t a c h m e n t s  A ,  B ,  a n d  C ) .   T h e r e  w ill  b e  n o  c o m p a r a b le  t a b le
in  2 0 0 3  a n d  la t e r  a c t u a r ia l  v a lu a t io n  s u m m a r ie s .   T h e  C o m m i s s i o n  r e c e n t l y  r e c o m m e n d e d  t h a t  t h e  t a b le  b e
e lim in a t e d  a s  p a r t  o f  a  p a c k a g e  t o  c u t  c o s t s ,  d u e  t o  t h e  c o n d i t io n  o f  t h e  c u r r e n t  C o m m i s s i o n  b u d g e t .

T h e  in f o r m a t i o n  in  t h e  a t t a c h e d  t a b le s  p e r m i t s  t h e  C o m m i s s i o n  t o  d e t e r m in e  w h e t h e r  t h e  r e v i s e d  f u l l
a c t u a r ia l  m e t h o d  i s  p r o d u c in g  r e a s o n a b l y  a c c u r a t e  r e s u l t s .   I f  t h e  C o m m i s s i o n  i s  s a t i s f i e d  w i t h  t h e  r e s u l t s ,  i t
c o u ld  r e c o m m e n d  a  r e p e a l o f  t h e  e x p i r a t i o n  d a t e ,  m a k in g  t h e  p r o v i s io n  p e r m a n e n t .   I f  t h e  C o m m i s s i o n  i s
n o t  c o n v in c e d  t h a t  t h e  S e c t io n  3 5 6 . 5 5  f u ll  a c t u a r ia l  v a lu e  e s t im a t i o n  a p p r o a c h  i s  s u f f i c i e n t l y  a c c u r a t e ,  t h e
C o m m i s s i o n  c o u ld  p e r m i t  S e c t io n  3 5 6 . 5 5  t o  b e  r e p e a le d ,  w h ic h  h a s  t h e  e f f e c t  o f  r e i n s t a t i n g  t h e  p r i o r
m e t h o d o lo g y  f o r  e s t im a t i n g  f u l l  a c t u a r i a l  v a l u e .   T h e  C o m m i s s i o n  c o u ld  a l s o  r e c o m m e n d  s o m e  o t h e r
a l t e r n a t i v e .   W h e n  S e c t io n  3 5 6 . 5 5  w a s  e n a c t e d  in  1 9 9 8  i t  i n c l u d e d  a  J u l y  1 ,  2 0 0 1 ,  e x p i r a t i o n  d a t e .   T h e
e x p i r a t i o n  d a t e  w a s  la t e r  e x t e n d e d ,  f i r s t  t o  J u l y  1 ,  2 0 0 2 ,  t h e n  t o  J u l y  1 ,  2 0 0 3 ,  a n d  d u r in g  t h e  2 0 0 3  S e s s io n
w a s  e x t e n d e d  a g a in  t o  J u l y  1 ,  2 0 0 4 .

T h e  C o m m i s s i o n  m a y  w i s h  t o  c o n d u c t  a  t h o r o u g h  r e v ie w  o f  t h e  p r o c e d u r e ’s  r e s u l t s  u s i n g  t h e  i n f o r m a t i o n
in  t h i s  m e m o .   B e f o r e  b e g in n in g  t h a t  d a t a  r e v ie w ,  l e t  u s  f i r s t  c o n s id e r  t h e  c o n c e p t  o f  a  f u ll  a c t u a r ia l  v a lu e
s e r v ic e  c r e d i t  p u r c h a s e .   T h i s  p r o v id e s  s o m e  s t a n d a r d s  b y  w h ic h  t o  e v a lu a t e  t h e  r e s u l t s  o f  t h e  p u r c h a s e  o f
s e r v ic e  c r e d i t  p r ic e s  p r o d u c e d  u s in g  S e c t io n  3 5 6 . 5 5 .

A .  T h e  C o n c e p t  o f  F u ll  A c t u a r ia l  V a lu e

U n d e r  a  f u ll  a c t u a r ia l  v a lu e  s e r v ic e  c r e d i t  p u r c h a s e ,  t h e  p r ic e  s h o u ld  b e  s e t  t o  m a t c h  t h e  p e n s io n
p la n ’s  a d d i t io n a l l ia b i l i t y  c r e a t e d  b y  t h e  a d d i t i o n a l  s e r v i c e  c r e d i t  t h e  i n d i v i d u a l  w i l l  r e c e i v e .   T h e  in t e n t
i s  t o  a v o id  a n y  w in d f a l l  t o  a n y  in d iv id u a l o r  p la n .   I f  t h e  p u r c h a s e  p r ic e  a c c u r a t e l y  r e f l e c t s  t h e  f u l l
a c t u a r ia l  v a lu e  o f  t h e  s e r v i c e  c r e d i t  p u r c h a s e ,  n o  lia b i l i t y  i n  e x c e s s  o f  t h e  p u r c h a s e  p r i c e  w ill  b e  s h i f t e d
t o  t h e  p la n  ( w h ic h  w o u ld  o c c u r  i f  t h e  p u r c h a s e  p r ic e  i s  t o o  lo w ) ,  a n d  n o  w in d f a l l  s h o u ld  b e  c r e a t e d
f o r  t h e  p la n  ( w h ic h  w o u ld  o c c u r  i f  t h e  p u r c h a s e  p r ic e  i s  t o o  h ig h ,  e x c e e d in g  t h e  a d d i t io n a l l ia b i l i t y
t h a t  i s  c r e a t e d ) .   A n y  w in d f a l l  t o  t h e  in d iv id u a l w o u ld  h a r m  t h e  p la n .   A n y  h a r m  t o  t h e  in d iv id u a l
w o u ld  c r e a t e  a  w in d f a l l  t o  t h e  p la n .

B .  F u ll A c t u a r ia l  V a lu e  P r ic in g  in  P r a c t ic e

I t  i s  i m p o r t a n t  t o  r e c o g n iz e  t h a t  n o  f u ll  a c t u a r ia l  v a lu e  e s t im a t i o n  m e t h o d ,  h o w e v e r  r e f i n e d ,  w ill  b e
c o n s i s t e n t l y  a c c u r a t e .   T h e r e f o r e ,  p e r m i t t i n g  f u l l  a c t u a r i a l  v a l u e  p u r c h a s e s  w ill  a lw a y s  p la c e  r i s k  o n
t h e  p e n s io n  f u n d .   W h ile  t h e  g e n e r a l c o n c e p t  o f  f u ll  a c t u a r ia l  v a lu e  p r ic in g  i s  s t r a i g h t f o r w a r d ,  i t  i s
d i f f ic u l t  i f  n o t  im p o s s ib le  t o  p r e c i s e l y  e s t i m a t e  t h o s e  p r ic e s .   A n y  f la w  o r  b ia s  in  t h e  p r o c e d u r e  u s e d  t o
c o m p u t e  t h e  f u ll  a c t u a r ia l  p r ic e s  w ill  c r e a t e  e r r o r .   W h ile  i t  m a y  b e  p o s s ib le  t o  f u r t h e r  r e f i n e  a  f l a w e d
p r o c e d u r e ,  a n o t h e r  s o u r c e  o f  e r r o r  w ill  n e v e r  b e  o v e r c o m e :
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?  T o  p r o d u c e  a  f u ll  a c t u a r ia l  v a lu e  e s t im a t e  t h a t  p r o v e s  t o  b e  a c c u r a t e  o v e r  t im e ,  i t  w o u ld  b e
n e c e s s a r y  t o  k n o w  t h e  f u t u r e  w i t h  c e r t a i n t y .   S i n c e  n o  o n e  h a s  t h a t  k n o w le d g e ,  t h e  c a lc u la t i o n s
m u s t  b e  b a s e d  o n  a s s u m p t io n s  a b o u t  t h e  f u t u r e ,  a s s u m p t i o n s  w h ic h  in e v i t a b l y  w ill  p r o v e  t o  b e
in c o r r e c t .

C o m p u t i n g  a  f u l l  a c t u a r i a l  s e r v i c e  c r e d i t  p u r c h a s e  p r i c e  r e q u i r e s  e s t i m a t i n g  w h a t  t h e  f u l l  r e q u i r e d
r e s e r v e s  w ill  b e  f o r  a n  in d iv id u a l’s  p e n s io n  a t  t h e  t im e  o f  r e t i r e m e n t  w i t h  a n d  w i t h o u t  t h e
a d d i t io n a l  s e r v i c e  c r e d i t .   T h e  p r e s e n t  v a lu e  o f  t h e  d i f f e r e n c e ,  w i t h  s o m e  p o s s ib le  r e f i n e m e n t s ,  i s
t h e  p r ic e  o f  t h e  s e r v i c e  c r e d i t  p u r c h a s e .   T o  p r o d u c e  a n  e s t im a t e  w h ic h  h a r m s  n e i t h e r  t h e
in d iv id u a l n o r  t h e  p e n s io n  f u n d ,  t h e  f u t u r e  e v e n t s  l i s t e d  b e l o w  m u s t  b e  k n o w n  w i t h  c e r t a i n t y .
E a c h  i s  f o llo w e d  b y  t h e  p r o b le m s  t h a t  w ill  o c c u r  in  p r a c t ic e .

( a )  T h e  D a t e  t h e  I n d iv id u a l W ill  R e t i r e .   I f  t h e  i n d i v i d u a l  d e c i d e s  t o  r e t i r e  l a t e r  o r  s o o n e r  t h a n
a n t ic ip a t e d  in  t h e  f u ll  a c t u a r ia l  v a lu e  c a lc u la t i o n ,  t h e  p u r c h a s e  p r ic e  w ill  b e  in c o r r e c t ,  e i t h e r
h ig h e r  o r  lo w e r  t h a n  t h e  t r u e  a m o u n t .   T h e  e r r o r  m a y  n o t  b e  s ig n if ic a n t  i f  t h e  i n d i v i d u a l  a t
t h e  t i m e  o f  p u r c h a s e  i s  v e r y  c l o s e  t o  n o r m a l  r e t i r e m e n t  a g e  o r  u n r e d u c e d  r e t i r e m e n t  a g e ,  b u t
t h e  e r r o r  c o u ld  b e  c o n s id e r a b le  w h e n  t h e  p u r c h a s e  i s  m a d e  b y  a n  in d iv id u a l in  e a r l y  o r  m id -
c a r e e r .

( b )  T h e  H ig h - F iv e  A v e r a g e  S a la r y  T h a t  t h e  I n d iv id u a l W ill  H a v e  o n  t h e  R e t i r e m e n t  D a t e .   T h e
h ig h - f i v e  a v e r a g e  s a la r y  i s  a  k e y  d e t e r m in a n t  o f  t h e  p e n s io n  a m o u n t s .   T o  p r e d ic t  t h e  h ig h -
f iv e  a v e r a g e  s a la r y ,  i t  i s  n e c e s s a r y  t o  p r e c i s e l y  p r e d i c t  f u t u r e  s a l a r y  i n c r e a s e s  b e t w e e n  t h e
p u r c h a s e  d a t e  a n d  t h e  r e t i r e m e n t  d a t e .   C o n s id e r a b le  e r r o r  c o u ld  o c c u r  w h e n e v e r  t h e
p u r c h a s e  i s  s e v e r a l  y e a r s  o r  d e c a d e s  b e f o r e  r e t i r e m e n t .   T h e  f i r s t  c o n s id e r a t io n  m e m o  n o t e d
t h a t  t h e  s a la r y  i n c r e a s e  a s s u m p t i o n  u s e d  in  t h e  c a lc u la t i o n  i s  f i v e  p e r c e n t  p e r  y e a r .   T h i s
d i f f e r s  f r o m  t h e  s a la r y  i n c r e a s e  t h a t  i s  a p p l i c a b l e  i n  a c t u a r i a l  w o r k  f o r  t h e  p la n  p r o v id in g
c o v e r a g e .   T h e  c u r r e n t  la w  s a la r y  i n c r e a s e  p r o c e d u r e  f o r  p u r p o s e s  o f  t h e  a c t u a r ia l  r e p o r t
c o m b in e s  t w o  a s s u m p t io n s ,  t h e  s e le c t  a s s u m p t i o n  a n d  t h e  u l t im a t e  a s s u m p t i o n ,  w h ic h
c o m b in e d  r a r e l y  t o t a l  t o  f iv e  p e r c e n t .   A l s o ,  i n  t h e  y e a r s  f o l l o w in g  t h e  p u r c h a s e  o f  s e r v ic e
c r e d i t ,  t h e  C o m m i s s i o n  a n d  t h e  L e g i s l a t u r e  m a y  r e v i s e  s a l a r y  a s s u m p t i o n s  in  la w .   T h e  n e e d
t o  r e v i s e  t h e s e  a s s u m p t i o n s  m a y  f u r t h e r  u n d e r m in e  t h e  c r e d ib i l i t y  o f  t h e  f i v e  p e r c e n t  s a l a r y
a s s u m p t i o n  t h a t  w a s  u s e d  in  t h e  p u r c h a s e  p r ic e  c a lc u la t i o n .   I n  a n y  e v e n t ,  w h a t  w ill
u l t im a t e l y  m a t t e r  i s  t h e  a c t u a l  s a l a r y  i n c r e a s e s  o f  t h e  s p e c i f i c  i n d i v i d u a l .   T h o s e  in c r e a s e s
m a y  b e a r  l i t t l e  r e s e m b la n c e  t o  a n y  a s s u m p t i o n  m a d e  f o r  p la n  m e m b e r s  in  g e n e r a l .

( c )  T h e  V a lu e  o f  t h e  B e n e f i t  P a c k a g e  in  E f f e c t  o n  t h e  T e r m in a t io n  D a t e .   T h e  v a lu e  o f  t h e
b e n e f i t  p a c k a g e  o n  t h e  r e t i r e m e n t  d a t e  w ill  in f l u e n c e  t h e  t r u e  c o s t  o f  t h e  s e r v ic e  c r e d i t
p u r c h a s e .   W h e n e v e r  b e n e f i t s  a r e  e n h a n c e d  in  a  p la n  a f t e r  t h e  p u r c h a s e  i s  m a d e ,  t h e
p u r c h a s e  i s  s u b s i d i z e d  i f  t h e  b e n e f i t  i m p r o v e m e n t  w ill  a p p l y  t o  t h e  y e a r s  t h a t  w e r e
p u r c h a s e d .

( d )  I n v e s t m e n t  R e t u r n s  f r o m  t h e  C u r r e n t  D a t e  ( P u r c h a s e  D a t e )  t o  t h e  T im e  o f  R e t i r e m e n t .
B u i l t  in t o  t h e  s e r v ic e  c r e d i t  p u r c h a s e  p r ic e  c a lc u la t i o n  i s  a n  a s s u m p t i o n  t h a t  t h e  p e n s io n
f u n d  e a r n s  a n  8 . 5  p e r c e n t  a n n u a l  r e t u r n  f r o m  t h e  p u r c h a s e  d a t e  u n t i l  r e t i r e m e n t .   F u t u r e
in v e s t m e n t  r e t u r n s  a r e  u n k n o w n .   I f  t h e  p e n s i o n  f u n d  e a r n s  m o r e  t h a n  8 . 5  p e r c e n t  p e r  y e a r ,
t h e  p e n s io n  f u n d  m a y  r e c e iv e  a  w in d f a l l  f r o m  t h e  p u r c h a s e ;  i f  i t  e a r n s  l e s s ,  t h e  p e n s i o n  f u n d
i s  s u b s i d i z i n g  t h e  p u r c h a s e .

( e )  T h e  D a t e  t h e  I n d iv id u a l W ill  D ie ,  a n d  t h e  D a t e  T h a t  A n y  J o in t - a n d - S u r v iv o r  A n n u i t a n t  T h a t
t h e  I n d iv id u a l M a y  N a m e  W ill  D ie .   T h e  d a t e s  o f  d e a t h  w o u ld  n e e d  t o  b e  k n o w n  t o  e n s u r e
t h a t  n o  s u b s id y  o r  w in d f a l l  w ill  o c c u r .   I f  t h e  c o v e r e d  in d iv id u a l o r  in d iv id u a l s  l iv e  lo n g e r
t h a n  e x p e c t e d ,  t h e  p la n  s u f f e r s  a  m o r t a l i t y  l o s s  a n d  t h e  p u r c h a s e  p r ic e  i s  t o o  lo w .   I f  d e a t h
o c c u r s  b e f o r e  p r e d ic t e d ,  t h e  p u r c h a s e  p r ic e  i s  t o o  h ig h .

W h ile  r e c o g n iz in g  t h e  in h e r e n t  p r o b le m s  w i t h  a n y  m e t h o d  t o  c o m p u t e  f u ll  a c t u a r ia l  v a lu e s  f o r
s e r v ic e  c r e d i t  p u r c h a s e s ,  w e  m u s t  d e a l w i t h  t h e  s i t u a t i o n  a t  h a n d .   S e r v i c e  c r e d i t  p u r c h a s e s  a r e
c u r r e n t l y  p e r m i t t e d  u n d e r  n u m e r o u s  f u ll  a c t u a r ia l  v a lu e  s e r v ic e  c r e d i t  p u r c h a s e  p r o v i s io n s .   T h e
C o m m i s s i o n  n e e d s  t o  d e c id e  i f  i t  h a s  s u f f i c i e n t  f a i t h  i n  t h e  p r o c e d u r e  t h a t  i s  b e i n g  u s e d .   T o
a s s i s t  t h e  C o m m i s s i o n  w i t h  t h i s  t a s k ,  i n  t h e  s e c t i o n s  t h a t  f o l l o w  w e  c o n c e n t r a t e  o n  w h a t  c a n  b e
c o n c lu d e d  f r o m  t h e  c u r r e n t  d a t a  f o u n d  in  t h e  a c t u a r y ’s  s u m m a r y  r e p o r t s .   T h e  r e p o r t s  in c lu d e
t a b le s  in d ic a t in g  t h e  p u r c h a s e  p r ic e  p a id  b y  t h e  in d iv id u a l  ( t h e  f u l l  a c t u a r i a l  v a l u e  s e r v i c e  c r e d i t
p u r c h a s e  p r ic e  c o m p u t e d  u n d e r  S e c t io n  3 5 6 . 5 5 )  a n d  t h e  a d d e d  lia b i l i t y  a s  d e t e r m in e d  in  t h e  n e x t
a c t u a r ia l  v a lu a t io n  d u e  t o  t h e s e  p u r c h a s e s .   T h i s  p e r m i t s  t h e s e  t w o  a m o u n t s  t o  b e  c o m p a r e d .
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T h e s e  c o m p a r i s o n s  a r e  t h e  b e s t  in d ic a t o r s  w e  h a v e ,  a d m i t t e d l y  f a i r l y  s o o n  a f t e r  t h e  e v e n t s
o c c u r r e d ,  t o  in d ic a t e  w h e t h e r  t h e  m e t h o d o lo g y  in  S e c t io n  3 5 6 . 5 5  i s  w o r k in g  w i t h  a  l e v e l  o f
a c c u r a c y  a c c e p t a b le  t o  t h e  C o m m i s s i o n .   I f  t h e  r e s u l t s  s u g g e s t  r e a s o n a b le  c o n s i s t e n c y  b e t w e e n
t h e  p u r c h a s e  p r ic e  d a t a  a n d  t h e  a c t u a r ia l  v a lu a t io n  d a t a ,  t h a t  m ig h t  s e e m  c o m f o r t in g ,  b u t  t h e
C o m m i s s i o n  m ig h t  w i s h  t o  r e c o g n iz e  t h a t  b o t h  a r e  e f f o r t s  t o  p r e d ic t  f u t u r e  e v e n t s .   T h e
e s t i m a t e s  m ig h t  b e  s im ila r ,  b u t  b o t h  c o u ld  b e  p o o r  p r e d ic t o r s  o f  f u t u r e  lia b i l i t ie s .   I f  t h e  d a t a  s e t s
a r e  n o t  s im ila r ,  t h a t  m ig h t  a d d  t o  c o n c e r n s  a b o u t  c o n t in u in g  t h e  c u r r e n t  f u ll  a c t u a r ia l  v a lu e
e s t i m a t i o n  m e t h o d  a n d  t h e  n u m e r o u s  g e n e r a l la w  p u r c h a s e  p r o v i s io n s  t h a t  h a v e  b e e n  a d d e d  t o
s t a t u t e  s i n c e  1 9 9 8 .

O v e r v ie w  o f  D a t a

A t t a c h m e n t s  A  t h r o u g h  C  p r o v id e  a  d e t a ile d  l i s t  o f  t h e  p u r c h a s e s  o f  s e r v ic e  c r e d i t  u s in g  t h e  r e v i s e d  f u l l
a c t u a r ia l  v a lu e  m e t h o d  f o u n d  in  S e c t io n  3 5 6 . 5 5  t h a t  o c c u r r e d  d u r in g  f i s c a l  y e a r s  2 0 0 0 ,  2 0 0 1 ,  a n d  2 0 0 2 ,
r e s p e c t iv e l y ,  f o r  e a c h  o f  t h e  f o llo w in g  p la n s :

T R A T e a c h e r s  R e t i r e m e n t  A s s o c ia t i o n
D T R F A D u lu t h  T e a c h e r s  R e t i r e m e n t  F u n d  A s s o c ia t i o n
M T R F A M in n e a p o l i s  T e a c h e r s  R e t i r e m e n t  F u n d  A s s o c ia t i o n
S P T R F A S t .  P a u l T e a c h e r s  R e t i r e m e n t  F u n d  A s s o c ia t i o n
M S R S M in n e s o t a  S t a t e  R e t i r e m e n t  S y s t e m
M S R S - C o r r e c t i o n a l M S R S  C o r r e c t i o n a l S t a t e  E m p lo y e e s  R e t i r e m e n t  P la n
P E R A P u b lic  E m p lo y e e s  R e t i r e m e n t  A s s o c ia t i o n
P E R A - P & F P u b lic  E m p lo y e e s  P o lic e  a n d  F i r e  R e t i r e m e n t  P la n
M E R F M in n e a p o l i s  E m p lo y e e s  R e t i r e m e n t  F u n d

T h e  in f o r m a t i o n  i s  g r o u p e d  u n d e r  t w o  c a t e g o r ie s  –   “a c t iv e  m e m b e r ”  a n d  “ r e t i r e d  m e m b e r , ”  a l t h o u g h
a c t iv e  m e m b e r s  o f  t h e  a p p lic a b le  f u n d s  m a d e  a l l  t h e  p u r c h a s e s .   T h e s e  t e r m s  r e f e r  t o  t h e  s t a t u s  o f  t h e
in d iv id u a l o n  t h e  a c t u a r ia l  v a lu a t io n  d a t e .   T h e  “a c t iv e  m e m b e r ”  c a t e g o r y  in c lu d e s  a ll  p u r c h a s e s  d u r in g  t h e
y e a r  m a d e  b y  a c t iv e  m e m b e r s  w h e r e  t h e  m e m b e r  r e m a in e d  a c t iv e  o n  t h e  a c t u a r ia l  v a lu a t io n  d a t e .   T h e
“ r e t i r e d  m e m b e r ”  c a t e g o r y  in c lu d e s  a ll  p u r c h a s e s  m a d e  d u r in g  t h e  y e a r  b y  a n  a c t iv e  m e m b e r  w h o  h a d
r e t i r e d  b y  t h e  a c t u a r ia l  v a lu a t io n  d a t e .   T h e  a c t u a r y ’s  t a b le s  a l s o  in c lu d e  a  “d e f e r r e d  m e m b e r ”  g r o u p ,
a p p lic a b le  in  c a s e s  w e r e  t h e  in d iv id u a l w a s  a c t iv e  w h e n  t h e  s e r v ic e  c r e d i t  w a s  p u r c h a s e d  b u t  w a s  in
d e f e r r e d  s t a t u s  b y  t h e  a c t u a r ia l  v a lu a t io n  d a t e .   T h e r e  w e r e  f e w  o f  t h e s e  c a s e s ,  a n d  s o m e  p la n s  h a d  n o
in d iv id u a l s  i n  t h a t  c a t e g o r y  d u r in g  t h e  t h r e e  y e a r s  u n d e r  s t u d y .   T h e  “d e f e r r e d  m e m b e r ”  c a t e g o r y  i s  n o t
in c lu d e d  in  t h i s  a n a l y s i s .

A n  e x a m p le  o f  r e s u l t s  f o r  a  s e r v ic e  c r e d i t  p u r c h a s e  f o llo w .   T h e  e x a m p le  i s  a  P E R A  a c t i v e  m e m b e r  s e r v ic e
c r e d i t  p u r c h a s e  m a d e  d u r in g  t h e  p e r io d  e n d in g  J u n e  3 0 ,  2 0 0 0 .   ( T h i s  i s  t h e  f i r s t  p u r c h a s e  l i s t e d  i n
A t t a c h m e n t  A ) :

S e r v i c e
P u r c h a s e d

E m p l o y e e
P a y m e n t

E m p l o y e r
P a y m e n t

C h a n g e  i n
A c c r u e d  L i a b i l i t y

G a i n / ( L o s s )
t o  P l a n

A c t i v e  M e m b e r  # 1 3 . 4 1 7 $ 1 9 , 5 8 2 $ 0 $ 2 6 , 7 4 7 ( $ 7 , 1 6 5 )

I n  t h e  a b o v e  e x a m p le ,  t h e  i n d i v i d u a l  p u r c h a s e d  3 . 4 1 7  y e a r s  o f  s e r v ic e .   L ik e  m o s t  o f  t h e  s e r v i c e  c r e d i t
p u r c h a s e s ,  t h e  in d iv id u a l d id  n o t  p u r c h a s e  s e r v ic e  c r e d i t  i n  e v e n  f u l l  y e a r  i n c r e m e n t s .   T h e  p u r c h a s e
p a y m e n t  a m o u n t  d e t e r m in e d  u n d e r  S e c t io n  3 5 6 . 5 5  w a s  $ 1 9 , 5 8 2 ,  w h ic h  i s  t h e  a m o u n t  t h e  in d iv id u a l p a id
f o r  t h e  s e r v ic e  c r e d i t  a s  s h o w n  in  t h e  “e m p lo y e e  p a y m e n t ”  c o lu m n  ( t h e r e  w a s  n o  e m p lo y e r  p a y m e n t ) .   T h e
n e x t  c o lu m n  in d ic a t e s  t h e  c h a n g e  in  a c c r u e d  lia b i l i t y  r e c o g n iz e d  in  t h e  p e n s io n  f u n d  d u e  t o  t h a t  p u r c h a s e .
T o  c o m p u t e  t h a t  f ig u r e ,  t h e  a c t u a r y  d e t e r m in e d  t h e  lia b i l i t y  r e c o g n iz e d  in  t h e  p la n  o n  t h e  a c t u a r ia l
v a lu a t io n  d a t e  f o r  t h a t  in d iv id u a l in c lu d in g  t h e  s e r v ic e  c r e d i t  j u s t  p u r c h a s e d .   T h e  a c t u a r y  a l s o  c o m p u t e d
t h e  lia b i l i t y  t h a t  w o u ld  h a v e  b e e n  r e c o g n iz e d  in  t h e  a c t u a r ia l  v a lu a t io n  r e la t e d  t o  t h a t  in d iv id u a l  i f  t h e
p u r c h a s e  o f  s e r v ic e  c r e d i t  h a d  n o t  o c c u r r e d .   T h e  d i f f e r e n c e  b e t w e e n  t h e s e  t w o  a m o u n t s  i s  t h e  c h a n g e  in
p la n  lia b i l i t y  d u e  t o  t h e  s e r v ic e  c r e d i t  p u r c h a s e  a s  r e c o g n iz e d  in  t h e  s u b s e q u e n t  a c t u a r ia l  v a lu a t io n .   T h i s
a m o u n t  a p p e a r s  in  t h e  “c h a n g e  in  lia b i l i t y ”  c o lu m n .   I t  w o u ld  b e  r e a s s u r in g  i f  t h e  c h a n g e  in  a c c r u e d  lia b i l i t y
e q u a le d  t h e  s e r v ic e  c r e d i t  p u r c h a s e  a m o u n t  d e t e r m in e d  u n d e r  S e c t io n  3 5 6 . 5 5 .   I n  t h i s  c a s e ,  t h e  c h a n g e  in
lia b i l i t y  w a s  $ 2 6 , 7 4 7 ,  b u t  t h e  p u r c h a s e  o f  s e r v ic e  p r ic e  w a s  $ 1 9 , 5 8 2 ,  r e s u l t i n g  i n  a  l o s s  t o  t h e  p l a n
( i n d i c a t e d  i n  t h e  g a i n / l o s s  c o l u m n )  o f  $ 7 , 1 6 5 .   I f  t h e  r e a d e r  s c a n s  A t t a c h m e n t s  A  t h r o u g h  C  a n d  r e v ie w s
t h e  g a in / l o s s  c o lu m n ,  i t  i s  a p p a r e n t  t h a t  r e s u l t s  d e r i v e d  t h r o u g h  t h e  a c t u a r ia l  r e p o r t  a p p r o a c h  d o  n o t  t r a c k
a t  a ll  w e l l  t h e  s e r v i c e  c r e d i t  p u r c h a s e  p r i c e s  c o m p u t e d  u n d e r  S e c t io n  3 5 6 . 5 5 .   T h e  in d ic a t e d  g a in / l o s s  i s
a lm o s t  n e v e r  z e r o ,  a n d  t h e  d e v ia t i o n ,  w h e t h e r  p o s i t i v e  o r  n e g a t iv e ,  i s  o f t e n  l a r g e .
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A t t a c h m e n t s  A  t o  C  p r o v id e  a  c o n s id e r a b le  a m o u n t  o f  d a t a .   T a b le  1  s u m m a r iz e s  t h e  in f o r m a t i o n  f r o m  t h e
a t t a c h m e n t s  f o r  e a c h  p e n s io n  p la n  in  w h ic h  f u ll  a c t u a r ia l  v a lu e  s e r v ic e  c r e d i t  p u r c h a s e s  o c c u r r e d .

T a b le  1

S u m m a r y  o f  S e r v ic e  C r e d i t  P u r c h a s e  D a t a

TRA DTRFA
2000 2001 2002 Total 2000 2001 2002 Total

Active
Total 143 166 303 612 3 2 7 12
w/Gain 124 87% 126 76% 253 83% 503 82% 1 33% 1 50% 5 71% 7 58%
w/Loss 19 13% 40 24% 50 17% 109 18% 2 67% 1 50% 2 29% 5 42%
Avg. Payment $17,062 $19,079 $23,461 $20,777 $9,238 $30,719 $26,186 $22,704
Avg. Liability Change $12,713 $15,399 $18,890 $16,500 $9,001 $36,677 $22,217 $21,323
Avg. Gain/Loss $4,349 $3,680 $4,571 $4,277 $237 ($5,958) $3,969 $1,381
Retired
Total 41 34 28 103 4 1 1 6
w/Gain 16 39% 14 41% 9 32% 39 38% 1 25% 0 0% 1 100% 2 33%
w/Loss 25 61% 20 59% 19 68% 64 62% 3 75% 1 100% 0 0% 4 67%
Avg. Payment $13,199 $16,928 $18,756 $15,941 $19,550 $37,694 $60,004 $29,316
Avg. Liability Change $31,903 $17,234 $22,628 $24,540 $26,187 $66,017 $58,154 $38,153
Avg. Gain/Loss ($16,698) ($306) ($3,872) ($7,800) ($6,637) ($28,323) $1,850 ($8,837)

MTRFA SPTRFA
2000 2001 2002 Total 2000 2001 2002 Total

Active
Total 4 1 37 42 20 7 30 57
w/Gain 2 50% 1 100% 28 76% 31 74% 19 95% 3 43% 12 40% 34 60%
w/Loss 2 50% 0 0% 9 24% 11 26% 1 5% 4 57% 18 60% 23 40%
Avg. Payment $30,917 $45,815 $30,734 $31,111 $24,842 $5,544 $20,190 $20,024
Avg. Liability Change $25,256 $29,462 $25,814 $25,848 $17,186 $7,070 $22,429 $18,703
Avg. Gain/Loss $5,661 $16,353 $4,920 $5,263 $7,656 ($1,526) ($2,239) $1,320

Retired
Total 2 0 1 3 5 1 4 10
w/Gain 1 50% 0 0 0% 1 33% 2 40% 0 0 0% 2 20%
w/Loss 1 50% 0 1 100% 2 67% 3 60% 1 4 100% 8 80%
Avg. Payment $52,998 $10,030 $38,675 $18,720 $22,197 $19,625 $19,430
Avg. Liability Change $78,989 $18,615 $58,864 $23,335 $63,402 $53,584 $39,441
Avg. Gain/Loss ($25,991) ($8,585) ($20,189) ($4,615) ($41,205) ($33,960) ($20,012)

MSRS MSRS-Correctional
2000 2001 2002 Total 2000 2001 2002 Total

Active
Total 2 8 11 21 0 1 1 2
w/Gain 1 50% 5 63% 7 64% 13 62% 0 1 100% 1 100% 2 100%
w/Loss 1 50% 3 38% 4 36% 8 38% 0 0 0% 0 0% 0 0%
Avg. Payment $17,489 $15,947 $21,878 $19,201 $14,113 $15,286 $14,700
Avg. Liability Change $13,126 $13,536 $18,897 $16,305 $11,471 $10,629 $11,050
Avg. Gain/Loss $4,363 $2,411 $2,981 $2,895 $2,642 $4,657 $3,650

Retired
Total 0 3 0 3 0 1 0 1
w/Gain 0 0 0% 0 0 0% 0 1 100% 0 1 100%
w/Loss 0 3 100% 0 3 100% 0 0 0% 0 0 0%
Avg. Payment $46,364 $46,364 $12,208 $12,208
Avg. Liability Change $90,313 $90,313 $11,402 $11,402
Avg. Gain/Loss ($43,949) ($43,949) $806 $806

PERA PERA-P&F
2000 2001 2002 Total 2000 2001 2002 Total

Active
Total 4 18 27 49 0 3 12 15
w/Gain 1 25% 8 44% 19 70% 28 57% 0 3 100% 7 58% 10 67%
w/Loss 3 75% 10 56% 8 30% 21 43% 0 0 0% 5 42% 5 33%
Avg. Payment $18,418 $15,769 $23,909 $20,471 $34,721 $48,880 $46,048
Avg. Liability Change $20,879 $16,004 $21,673 $19,526 $28,586 $46,524 $42,937
Avg. Gain/Loss ($2,461) ($235) $2,236 $945 $6,135 $2,356 $3,112

Retired
Total 1 4 2 7 0 1 0 1
w/Gain 0 0% 2 50% 0 0% 2 29% 0 0 0% 0 0 0%
w/Loss 1 100% 2 50% 2 100% 5 71% 0 1 100% 0 1 100%
Avg. Payment $4,918 $25,846 $8,538 $17,911 $18,656 $18,656
Avg. Liability Change $20,962 $30,492 $10,304 $23,362 $49,910 $49,910
Avg. Gain/Loss ($16,044) ($4,646) ($1,767) ($5,452) ($31,254) ($31,254)
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MERF
2000 2001 2002 Total

Active
Total 0 0 1 1
w/Gain 0 0 1 100% 1 100%
w/Loss 0 0 0 0% 0 0%
Avg. Payment $67,184 $67,184
Avg. Liability Change $27,327 $27,327
Avg. Gain/Loss $39,857 $39,857

Retired
Total 0 0 0 0
w/Gain 0 0 0 0
w/Loss 0 0 0 0
Avg. Payment
Avg. Liability Change
Avg. Gain/Loss

N u m b e r  o f  P u r c h a s e s  ( T a b le  1 )

T R A  h a s  f a r  m o r e  s e r v ic e  c r e d i t  p u r c h a s e s  t h a n  a n y  o t h e r  p la n .   I n  f a c t ,  T R A  m e m b e r s  m a d e  m o r e  t h a n
t h r e e  t i m e s  t h e  n u m b e r  o f  s e r v i c e  c r e d i t  p u r c h a s e s  t h a n  o c c u r r e d  in  a ll  o f  t h e  o t h e r  p la n s  c o m b in e d .   F o r
t h e  t h r e e - y e a r  p e r io d ,  t h e r e  w e r e  6 1 2  T R A  s e r v ic e  c r e d i t  p u r c h a s e s  b y  in d iv id u a l s  w h o  r e m a in e d  a c t iv e  a t
t h e  n e x t  a c t u a r ia l  v a lu a t io n  d a t e ,  a n d  1 0 3  p u r c h a s e s  b y  in d iv id u a l s  w h o  r e t i r e d  b y  t h e  n e x t  a c t u a r ia l
v a lu a t io n  d a t e ,  f o r  a  t o t a l o f  7 2 5  p u r c h a s e s .   T h e  t o t a l n u m b e r  o f  p u r c h a s e s  in  a ll  o t h e r  p la n s  c o m b in e d  w a s
2 3 0 .

P a t t e r n  o f  G a in s  a n d  L o s s e s  ( T a b le  1 )

I n  n o  c a s e  d id  t h e  s e r v ic e  c r e d i t  p u r c h a s e  a m o u n t  e x a c t l y  m a t c h  t h e  a d d i t io n a l l ia b i l i t y  d u e  t o  t h e  p u r c h a s e
n o t e d  in  t h e  n e x t  a c t u a r ia l  r e p o r t ,  a n d  t h e  a m o u n t s  a r e  r a r e l y  e v e n  c lo s e .   T h e  p a t t e r n  w e  o b s e r v e  i s  t h a t
m o s t  a c t i v e  p u r c h a s e s  ( p u r c h a s e s  b y  in d iv id u a l s  w h o  r e m a in e d  a c t iv e  m e m b e r s  a t  t h e  n e x t  a c t u a r ia l
v a lu a t io n )  r e s u l t e d  i n  a  g a i n  t o  t h e  p l a n  ( t h e  a d d e d  lia b i l i t y  d u e  t o  t h e  p u r c h a s e  a s  r e c o g n iz e d  in  t h e  n e x t
a c t u a r ia l  v a lu a t io n  w a s  le s s  t h a n  t h e  p u r c h a s e  p r ic e ) .   T h e  o p p o s i t e  r e s u l t  i s  s e e n  f o r  t h o s e  i n d i v i d u a l s  w h o
p u r c h a s e  s e r v ic e  c r e d i t  a n d  t h e n  r e t i r e d  b y  t h e  n e x t  a c t u a r ia l  v a lu a t io n  ( t h e  “ r e t i r e d  p u r c h a s e s ” ) .   W h e n  t h e
p u r c h a s e  p r ic e  i s  c o m p a r e d  t o  t h e  c h a n g e  in  lia b i l i t y  r e f l e c t e d  i n  t h e  n e x t  a c t u a r i a l  v a l u a t i o n  d u e  t o  t h e
p u r c h a s e ,  m o s t  r e t i r e d  p u r c h a s e s  r e s u l t e d  i n  l o s s e s  t o  t h e  f u n d .

F o r  t h e  t h r e e - y e a r  p e r io d  a s  a  w h o le ,  t h i s  p a t t e r n  o f  a c t i v e  p u r c h a s e  g a in s  a n d  r e t i r e d  p u r c h a s e  lo s s e s  h e ld
f o r  a l l  fu n d s .   F o r  T R A ,  f o r  t h e  p e r io d  a s  a  w h o le ,  8 2  p e r c e n t  o f  t h e  a c t iv e  p u r c h a s e s  r e s u l t e d  i n  a  g a i n  t o
t h e  f u n d  c o m p a r e d  t o  t h e  a d d i t io n a l l ia b i l i t y  d u e  t o  t h e  p u r c h a s e  r e c o g n iz e d  in  t h e  n e x t  a c t u a r ia l  v a lu a t io n ,
w h ile  f o r  t h e  r e t i r e d  p u r c h a s e s  m o s t  c a s e s  ( 6 2  p e r c e n t )  r e s u l t e d  i n  a  l o s s  t o  t h e  f u n d .   T h e  t y p ic a l a c t iv e
p u r c h a s e  c a u s e d  a  g a in  o f  $ 4 , 2 7 7  f o r  t h e  f u n d ,  w h ile  t h e  t y p ic a l  r e t i r e d  p u r c h a s e  r e s u l t e d  i n  a  $ 7 , 8 0 0  l o s s .
F o r  D T R F A ,  5 8  p e r c e n t  o f  t h e  a c t iv e  p u r c h a s e  w e r e  g a in s ,  w h ile  6 7  p e r c e n t  o f  t h e  r e t i r e d  p u r c h a s e s
r e c o r d e d  lo s s e s .   I n  t h e  M T R F A ,  7 4  p e r c e n t  o f  a c t iv e  p u r c h a s e s  w e r e  g a in s  f o r  t h e  f u n d ,  w h ile  6 7  p e r c e n t
( t w o  o u t  o f  t h r e e )  r e t i r e d  p u r c h a s e s  w e r e  lo s s e s ,  c r e a t in g  a n  a v e r a g e  lo s s  f o r  t h e  r e t i r e d  g r o u p  in  t h a t  f u n d
o f  $ 2 0 , 1 8 9  p e r  c a s e .   F o r  t h e  S P T R F A ,  6 0  p e r c e n t  o f  t h e  a c t i v e  p u r c h a s e s  w e r e  g a in s ,  w h ile  8 0  p e r c e n t  o f
t h e  r e t i r e d  p u r c h a s e s  w e r e  lo s s e s ,  c r e a t in g  a n  a v e r a g e  lo s s  p e r  r e t i r e d  p u r c h a s e  o f  $ 2 0 , 0 1 2 .   F o r  M S R S ,  6 2
p e r c e n t  o f  t h e  a c t iv e  p u r c h a s e s  w e r e  g a in s ,  a n d  a l l  r e t i r e d  p u r c h a s e s  ( t h e r e  w e r e  o n l y  t h r e e )  w e r e  lo s s e s .
I n  t h a t  p la n ,  t h e  a v e r a g e  lo s s  p e r  r e t i r e e  p u r c h a s e  w a s  $ 4 3 , 9 4 9 .   I n  M S R S - C o r r e c t i o n a l ,  w h e r e  v e r y  f e w
p u r c h a s e s  o c c u r r e d ,  b o t h  a c t iv e  p u r c h a s e s  w e r e  g a in s  a n d  t h e  o n e  r e t i r e d  p u r c h a s e  w a s  a  lo s s .   I n  P E R A -
G e n e r a l ,  5 7  p e r c e n t  o f  a c t iv e  p u r c h a s e s  w e r e  g a in s  a n d  7 1  p e r c e n t  o f  r e t i r e  p u r c h a s e s  w e r e  lo s s e s ,  w i t h  a n
a v e r a g e  lo s s  p e r  r e t i r e e  p u r c h a s e  o f  $ 5 , 4 5 2 .   I n  P E R A - P & F ,  6 7  p e r c e n t  o f  t h e  a c t iv e  p u r c h a s e s  w e r e  g a in s
a n d  t h e  o n e  r e t i r e d  p u r c h a s e  w a s  a  $ 3 1 , 2 5 4  lo s s .   I n  M E R F ,  o n e  a c t iv e  p u r c h a s e  o c c u r r e d ,  w h ic h  w a s
r e c o r d e d  a s  a  s iz a b le  g a in  t o  t h e  f u n d  ( $ 3 9 , 8 5 7 )  a n d  n o  r e t i r e d  p u r c h a s e s  o c c u r r e d .

V ie w in g  e a c h  y e a r  s e p a r a t e l y  r a t h e r  t h a n  a s  a  t h r e e - y e a r  t o t a l ,  t h e r e  w e r e  a  f e w  c a s e s  w h e r e  t h e  “a c t iv e
g a in / r e t i r e d  l o s s ”  p a t t e r n  d i d  n o t  h o l d ,  b u t  t h a t  i s ,  i n  p a r t ,  a  c o n s e q u e n c e  o f  a  s m a l l  s a m p le  s iz e .   A  f e w
p u r c h a s e s  c o u ld  s ig n if ic a n t l y  s h i f t  t h e  a v e r a g e s .   I n  P E R A ,  t h e r e  w e r e  m o r e  a c t iv e  lo s s e s  t h a n  g a in s  in
2 0 0 0  a n d  2 0 0 1 ,  b u t  m o s t  p u r c h a s e s  o c c u r r e d  in  2 0 0 2  a n d  a  s t r o n g  p e r c e n t a g e  o f  t h e  2 0 0 2  a c t iv e  p u r c h a s e s
w e r e  g a in s  ( 7 0  p e r c e n t ) .   I n  D T R F A ,  t w o - t h i r d s  o f  t h e  a c t i v e  p u r c h a s e s  d u r in g  2 0 0 0  w e r e  lo s s e s ,  b u t  t h e r e
w e r e  o n l y  3  a c t i v e  p u r c h a s e s  in  t o t a l .   I n  S P T R F A ,  m o s t  a c t i v e  p u r c h a s e s  in  2 0 0 1  a n d  2 0 0 2  w e r e  r e c o r d e d
a s  f u n d  lo s s e s ,  b u t  in  2 0 0 0 ,  9 5  p e r c e n t  ( 1 9  o u t  o f  2 0 )  o f  p u r c h a s e s  w e r e  g a in s ,  r e s u l t i n g  i n  m o r e  a c t iv e
g a in s  t h a n  lo s s e s  f o r  t h e  t h r e e - y e a r  p e r io d  a s  a  w h o le .

S iz e  o f  R e p o r t e d  G a in s  ( T a b le  2 )

I n  T a b le  2 ,  T R A  a c t iv e  a n d  r e t i r e d  p u r c h a s e  g a in s  a r e  e x a m in e d  in  m o r e  d e t a i l  (T a b le  3  w ill  e x a m in e  T R A
lo s s e s  in  d e t a i l ) .   W h ile  t h i s  i n f o r m a t io n  c o v e r s  o n l y  T R A ,  b a s e d  o n  o u r  r e v ie w  o f  A t t a c h m e n t s  A
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t h r o u g h  C ,  i t  a p p e a r s  t h a t  t h e  r e s u l t s  f o r  T R A  a r e  g e n e r a l l y  i n d i c a t i v e  o f  t h e  r e s u l t s  f o r  o t h e r  f u n d s .   A l s o ,
in  e x a m in in g  T R A  w e  a r e  e x a m in in g  t h e  v a s t  m a jo r i t y  o f  a l l  t h e  s e r v i c e  c r e d i t  p u r c h a s e s  t h a t  h a v e
o c c u r r e d .   I n  s o m e  o f  t h e  o t h e r  f u n d s  t h e  s a m p le  s iz e  i s  t o o  s m a l l  t o  s u p p o r t  a n y  g e n e r a l c o n c lu s io n s .

T a b le  2

E x a m in a t io n  o f  T R A  G a in s

TRA:  Examination of Fund Gains
TRA:  Examination of Fund Gains -

Full Year Purchase Only

2000 2001 2002 Total 2000 2001 2002 Total
Active
Total # of Purchases 143 166 303 612 39 34 103 176
With Gain 124 87% 126 76% 253 83% 503 82% 30 77% 20 59% 84 82% 134 76%
Average Gain $5,465 $6,199 $6,498 $6,169 $6,214 $8,903 $8,250 $7,892
Gain $40,000 or more 3 2% 3 2% 3 1% 9 2% 1 3% 1 5% 2 2% 4 3%
Gain $20,000-$39,999 4 3% 3 2% 10 4% 17 3% 1 3% 0 0% 3 4% 4 3%
Gain $10,000-$19,999 10 8% 12 10% 31 12% 53 11% 2 7% 3 15% 16 19% 21 16%
Gain $5,000-$9,999 21 17% 24 19% 74 29% 119 24% 9 30% 5 25% 32 38% 46 34%
Gain $1,000-$4,999 59 48% 68 54% 106 42% 233 46% 10 33% 9 45% 21 25% 40 30%
Gain $1-$999 27 22% 16 13% 29 11% 72 14% 7 23% 2 10% 10 12% 19 14%

Retired
Total # of Purchases 41 34 28 103 4 5 6 15
With Gain 16 39% 14 41% 9 32% 39 38% 2 50% 3 60% 2 33% 7 47%
Average Gain $8,671 $43,094 $47,202 $29,920 $11,650 $44,988 $8,250 $30,895
Gain $40,000 or more 0 0% 4 29% 3 33% 7 18% 0 0% 1 33% 1 50% 2 29%
Gain $20,000-$39,999 2 13% 2 14% 1 11% 5 13% 0 0% 1 33% 0 0% 1 14%
Gain $10,000-$19,999 5 31% 3 21% 1 11% 9 23% 1 50% 1 33% 0 0% 2 29%
Gain $5,000-$9,999 3 19% 0 0% 0 0% 3 8% 1 50% 0 0% 0 0% 1 14%
Gain $1,000-$4,999 5 31% 3 21% 3 33% 11 28% 0 0% 0 0% 1 50% 1 14%
Gain $1-$999 1 6% 2 14% 1 11% 4 10% 0 0% 0 0% 0 0% 0 0%

T h e  f i r s t  f o u r  c o lu m n s  o f  d a t a  in  T a b le  2  p r o v id e  in f o r m a t i o n  o n  a ll  g a in s  b y  y e a r  a n d  f o r  t h e  t h r e e  y e a r s
c o m b in e d .   T h e r e  w e r e  6 1 2  T R A  a c t iv e  p u r c h a s e s  in  t o t a l ,  a n d  5 0 3  o f  t h o s e  ( 8 2  p e r c e n t )  w e r e  n o t e d  a s
c r e a t in g  g a in s  t o  t h e  f u n d .   I f  m o s t  o f  t h o s e  g a in s  w e r e  s m a l l ,  s u g g e s t in g  a  c lo s e  t r a c k in g  b e t w e e n  t h e
p u r c h a s e  p r ic e  a n d  t h e  lia b i l i t y  t h a t  r e s u l t s  f r o m  t h e  p u r c h a s e  a s  in d ic a t e d  in  t h e  n e x t  a c t u a r ia l  v a lu a t io n ,  i t
w o u ld  s e e m  t o  p r o v id e  s o m e  a s s u r a n c e  t h a t  t h e  m e m b e r s  p u r c h a s in g  t h e  s e r v ic e  c r e d i t  a r e  n o t  b e in g
h a r m e d .   T h e  t a b le  in d ic a t e s  t h a t  o n l y  1 4  p e r c e n t  o f  t h e  a c t iv e  p u r c h a s e s  t h a t  w e r e  g a in s  h a d  p u r c h a s e
p r ic e s  w i t h i n  $ 1 , 0 0 0  o f  t h e  c h a n g e  in  lia b i l i t y  i n d ic a t e d  in  t h e  n e x t  a c t u a r ia l  v a lu a t io n  d u e  t o  t h a t  p u r c h a s e .
I n  4 6  p e r c e n t  o f  t h e  c a s e s ,  t h e  d i f f e r e n c e  b e t w e e n  t h e  p u r c h a s e  p r ic e  a n d  t h e  a d d e d  lia b i l i t y  r e c o g n iz e d  d u e
t o  t h a t  p u r c h a s e  w a s  b e t w e e n  $ 1 , 0 0 0  a n d  $ 5 , 0 0 0 .   I n  2 4  p e r c e n t  o f  t h e  c a s e s ,  t h e  d i f f e r e n c e  w a s  b e t w e e n
$ 5 , 0 0 0  a n d  $ 1 0 , 0 0 0 .   E le v e n  p e r c e n t  o f  t h e  c a s e s  h a d  d i f f e r e n c e s  b e t w e e n  $ 1 0 , 0 0 0  a n d  $ 2 0 , 0 0 0 .   I n  t h r e e
p e r c e n t  o f  t h e  c a s e s ,  t h e  d i f f e r e n c e  w a s  b e t w e e n  $ 2 0 , 0 0 0  a n d  $ 4 0 , 0 0 0 .   I n  t w o  p e r c e n t  o f  t h e  c a s e s ,  t h e
d i f f e r e n c e  w a s  m o r e  t h a n  $ 4 0 , 0 0 0 .

A l t h o u g h  lo s s e s  o c c u r r e d  f a r  m o r e  f r e q u e n t l y  t h a n  g a in s  f o r  t h e  r e t i r e d  g r o u p ,  t h e r e  w e r e  3 9  c a s e s  w h e r e
g a in s  o c c u r r e d  o v e r  t h e  t h r e e - y e a r  p e r io d .   F o r  s o m e  u n k n o w n  r e a s o n ,  a  s m a lle r  p e r c e n t a g e  o f  t h e s e  r e t i r e e
g a in s  w e r e  c o m p a r a t iv e l y  s m a l l ,  u n d e r  $ 5 , 0 0 0 .   F o r  t h e  a c t iv e  g r o u p  f o r  t h e  t h r e e  y e a r s  a s  a  w h o le ,  6 0
p e r c e n t  o f  t h e  g a in s  w e r e  $ 5 , 0 0 0  o r  le s s  ( t h i s  r e s u l t s  f r o m  c o m b in in g  t h e  f i r s t  t w o  a c t iv e  g r o u p s  n o t e d
a b o v e ,  t h e  1 4  p e r c e n t  o f  t h e  c a s e s  w i t h  g a i n  u n d e r  $ 1 , 0 0 0  a n d  t h e  4 6  p e r c e n t  o f  c a s e s  w h e r e  t h e  g a in  w a s
$ 1 , 0 0 0  t o  $ 5 , 0 0 0 ) .   F o r  t h e  r e t i r e d  g r o u p ,  o n l y  3 8  p e r c e n t  o f  t h e  g a in s  w e r e  le s s  t h a n  $ 5 , 0 0 0 .   W h e n
r e c o r d e d  g a in s  o c c u r r e d  t h e y  t e n d e d  t o  b e  la r g e .   T w e n t y – t h r e e  p e r c e n t  w e r e  b e t w e e n  $ 1 0 , 0 0 0  a n d
$ 2 0 , 0 0 0 ,  1 3  p e r c e n t  w e r e  b e t w e e n  $ 2 0 , 0 0 0  a n d  $ 4 0 , 0 0 0 ,  a n d  1 8  p e r c e n t  w e r e  $ 4 0 , 0 0 0  o r  m o r e .

T h e  s y s t e m  M illim a n  U S A  u s e s  t o  c o m p u t e  t h e  a c t u a r ia l  v a lu a t io n s  d e a l s  i n  f u l l - y e a r  i n c r e m e n t s  o n l y .   T h e
a c t u a r y  h a s  r a i s e d  c o n c e r n  t h a t  e s t im a t e s  o f  g a in s  o r  lo s s e s  m a y  b e  d i s t o r t e d  ( o v e r s t a t e d )  w h e n e v e r
in d iv id u a l s  p u r c h a s e  s e r v ic e  c r e d i t  t h a t  i s  n o t  i n  f u l l - y e a r  i n c r e m e n t s .   I n  e x a m in in g  t h e  d e t a ile d  d a t a  in
A t t a c h m e n t s  A  t h r o u g h  C ,  i t  i s  e v i d e n t  t h a t  m o s t  p u r c h a s e s  a r e  n o t  f o r  e x a c t  f u l l  y e a r s .   T h e r e f o r e ,  t h e  la s t
f o u r  c o lu m n s  o f  T a b le  2  e x a m in e  T R A  c a s e s  r e p r e s e n t in g  o n l y  f u l l - y e a r  p u r c h a s e s .

W h e n  w e  e x a m in e  t h e  g a in  s i t u a t io n s ,  w e  f i n d  t h a t  u s i n g  t h e  f u l l - y e a r - o n l y  p u r c h a s e  d a t a  t e n d s  t o  in c r e a s e
v a r ia b i l i t y  r a t h e r  t h a n  r e d u c i n g  i t .   U s i n g  f u l l - y e a r - o n l y  d a t a ,  t h e  s a m p le  s iz e  d e c r e a s e s  c o n s id e r a b l y ,  f r o m
6 1 2  a c t iv e  p u r c h a s e s  t o  1 7 6 ,  a n d  f r o m  1 0 3  r e t i r e d  p u r c h a s e s  t o  1 5 .   F o r  t h e  a c t iv e  g r o u p ,  1 4  p e r c e n t  o f
f u l l - y e a r - o n l y  p u r c h a s e s  r e s u l t e d  i n  g a i n s  l e s s  t h a n  $ 1 , 0 0 0 ,  t h e  s a m e  p e r c e n t a g e  a s  o c c u r r e d  w h e n  a ll
r e c o r d s  w e r e  u s e d ,  a n d  3 0  p e r c e n t  c r e a t e d  r e c o r d e d  g a in s  o f  $ 1 , 0 0 0  t o  $ 5 , 0 0 0 ,  c o m p a r e d  t o  4 6  p e r c e n t  o f
t o t a l p u r c h a s e s .   T h e  p e r c e n t  o f  t h e  g a in s  in  t h e  $ 5 , 0 0 0  t o  $ 1 0 , 0 0 0  r a n g e  a c t u a l l y  i n c r e a s e s  t o  3 4  p e r c e n t
f o r  f u l l - y e a r - o n l y  p u r c h a s e s  f r o m  2 4  p e r c e n t  p r e v io u s l y ,  a n d  t h e r e  c o n t in u e s  t o  b e  a  la r g e  p e r c e n t a g e  o f
e v e n  h ig h e r  v a lu e  g a in s ,  i n c l u d i n g  s i x  p e r c e n t  ( s i x  c a s e s )  i n  e x c e s s  o f  $ 2 0 , 0 0 0 .
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F o r  t h e  r e t i r e d  g r o u p  t h e  f u l l - y e a r - o n l y  s a m p le  s iz e  i s  v e r y  s m a ll ;  o n l y 1 5  p u r c h a s e s  o c c u r r e d  a n d  o n l y
s e v e n  o f  t h e s e  w e r e  g a in s .   T h e r e  i s  a  h i g h  p e r c e n t a g e  in c r e a s e  in  h ig h  v a lu e  g a in s  in  t h e  $ 1 0 , 0 0 0  t o
$ 2 0 , 0 0 0  r a n g e ,  t h e  $ 2 0 , 0 0 0  t o  $ 4 0 , 0 0 0  r a n g e ,  a n d  a b o v e ,  a l t h o u g h  t h o s e  p e r c e n t a g e s  a r e  b a s e d  o n  v e r y
f e w  c a s e s .

S iz e  o f  R e p o r t e d  L o s s e s  ( T a b le  3 )

T a b le  3  p r o v id e s  t h e  s a m e  t y p e  o f  c o m p a r i s o n s  a s  T a b le  2 ,  e x c e p t  t h a t  i t  d e a l s  w i t h  c a s e s  w h e r e  lo s s e s
o c c u r r e d .   F o r  t h e  a c t iv e  g r o u p  u s in g  a ll  d a t a ,  m o s t  l o s s e s  w e r e  c lu s t e r e d  in  t h e  lo w e r  v a lu e  r a n g e s .   M o s t
o f  t h e  l o s s e s  w e r e  le s s  t h a n  $ 1 0 , 0 0 0 ,  a n d  6 1  p e r c e n t  o f  t h e  lo s s e s  w e r e  in  t h e  $ 1 , 0 0 0  t o  $ 5 , 0 0 0  r a n g e .   F o r
t h e  f u l l - y e a r - o n l y  d a t a ,  w e  a g a in  s e e  a  v e r y  h ig h  p e r c e n t a g e  o f  lo s s e s  ( 6 9  p e r c e n t )  c lu s t e r e d  a t  t h e  $ 1 , 0 0 0
t o  $ 5 , 0 0 0  r a n g e .

I n  c o n t r a s t ,  r e t i r e d  g r o u p  lo s s e s  a r e  c lu s t e r e d  in  t h e  h ig h e s t  v a lu e  r a n g e s .   W h e n  a ll  d a t a  a r e  u s e d ,  o n l y  1 3
p e r c e n t  o f  t h e  lo s s e s  w e r e  le s s  t h a n  $ 1 0 , 0 0 0 ,  w h ile  8 7  p e r c e n t  w e r e  lo s s e s  o f  $ 1 0 , 0 0 0  o r  g r e a t e r .   F o r  t h e
f u l l - y e a r  p u r c h a s e  d a t a ,  a l l  l o s s e s  a r e  a t  l e a s t  $ 5 , 0 0 0  o r  m o r e .   T h e  h ig h e s t  p e r c e n t a g e  o f  lo s s e s  ( 3 8
p e r c e n t )  o c c u r s  in  t h e  $ 2 0 , 0 0 0  t o  $ 4 0 , 0 0 0  r a n g e ,  b u t  t h e  s a m p le  s iz e  i s  v e r y  s m a l l .

T a b le  3

E x a m in a t io n  o f  T R A  L o s s e s

TRA:  Examination of Fund Losses
TRA:  Examination of Fund Losses -

Full Year Purchase Only

2000 2001 2002 Total 2000 2001 2002 Total
Active
Total # of Purchases 143 166 303 612 39 34 103 176
w/Loss 19 13% 40 24% 50 17% 109 18% 9 23% 14 41% 19 18% 42 24%
Average Loss ($2,933) ($4,255) ($5,182) ($4,450) ($3,542) ($3,286) ($3,891) ($3,615)
Loss $40,000 or more 0 0% 0 0% 1 2% 1 1% 0 0% 0 0% 0 0% 0 0%
Loss $20,000-$39,999 0 0% 0 0% 1 2% 1 1% 0 0% 0 0% 0 0% 0 0%
Loss $10,000-$19,999 1 5% 3 8% 5 10% 9 8% 1 11% 0 0% 2 11% 3 7%
Loss $5,000-$9,999 0 0% 8 20% 7 14% 15 14% 0 0% 2 14% 2 11% 4 10%
Loss $1,000-$4,999 15 79% 24 60% 27 54% 66 61% 6 67% 11 79% 12 63% 29 69%
Loss $1-$999 3 16% 5 13% 9 18% 17 16% 2 22% 1 7% 3 16% 6 14%
Retired
Total # of Purchases 41 34 28 103 4 5 6 15
w/Loss 25 61% 20 59% 19 68% 64 62% 2 50% 2 40% 4 67% 8 53%
Average Loss ($32,934) ($30,686) ($28,064) ($30,786) ($28,025) ($17,477) ($22,347)
Loss $40,000 or more 9 36% 5 25% 3 16% 17 27% 1 50% 0 0% 0 0% 1 13%
Loss $20,000-$39,999 11 44% 10 50% 10 53% 31 48% 0 0% 1 50% 2 50% 3 38%
Loss $10,000-$19,999 2 8% 2 10% 4 21% 8 13% 0 0% 0 0% 2 50% 2 25%
Loss $5,000-$9,999 2 8% 3 15% 1 5% 6 9% 1 50% 1 50% 0 0% 2 25%
Loss $1,000-$4,999 0 0% 0 0% 1 5% 1 2% 0 0% 0 0% 0 0% 0 0%
Loss $1-$999 1 4% 0 0% 0 0% 1 2% 0 0% 0 0% 0 0% 0 0%

U n u s u a l R e s u l t :  C a s e s  w h e r e  R e c o r d e d  F u n d  L ia b i l i t y  D e c r e a s e d  F o llo w in g  t h e  S e r v ic e  C r e d i t  P u r c h a s e

A n  u n e x p e c t e d  r e s u l t  o c c u r s  o c c a s io n a l l y  i n  t h e  s e r v i c e  c r e d i t  p u r c h a s e s  p r e s e n t e d  i n  A t t a c h m e n t s  A
t h r o u g h  C .   A ll o f  t h e  p l a n s  i n c l u d e d  i n  t h e s e  t a b l e s  a r e  d e f i n e d  b e n e f i t  p l a n s ,  w h e r e  t h e  b e n e f i t  i s
d e t e r m in e d  b y  t h e  in d iv id u a l’s  t o t a l  s e r v i c e  c r e d i t ,  t h e  f u n d  a c c r u a l  r a t e  o r  r a t e s ,  a n d  t h e  h i g h - f i v e  a v e r a g e
s a la r y  a t  t h e  t i m e  o f  r e t i r e m e n t .   T h e  m o r e  s e r v ic e  c r e d i t  a n  i n d i v i d u a l  h a s  t h e  h i g h e r  t h e  i n d i v i d u a l ’s
b e n e f i t  w ill  b e .   T h u s ,  a  s e r v ic e  c r e d i t  p u r c h a s e  s h o u ld  in c r e a s e  t h e  p la n ’s  l i a b i l i t y  a n d  t h e  p u r p o s e  o f  t h e
f u ll  a c t u a r ia l  v a lu e  s e r v ic e  c r e d i t  p u r c h a s e  p r ic e  i s  t o  c o v e r  t h a t  a d d e d  lia b i l i t y .   H o w e v e r ,  in  1 6  c a s e s  t h e
r e c o r d e d  lia b i l i t y  r e f l e c t e d  i n  t h e  a c t u a r i a l  r e p o r t  w a s  lower w i t h  t h e  s e r v i c e  c r e d i t  p u r c h a s e  t h a n  i t  w o u ld
h a v e  b e e n  w i t h o u t  i t .   A ll  o f  t h e  c a s e s  w e r e  f r o m  T R A  a n d  a r e  n o t e d  in  T a b le  4 ,  w h ic h  f o llo w s .   T h e  t a b le
in d ic a t e s  f o r  e a c h  c a s e  t h e  f u n d ,  t h e  y e a r  in  w h ic h  t h e  r e s u l t  o c c u r r e d ,  t h e  a m o u n t  o f  s e r v i c e  c r e d i t  t h e
in d iv id u a l p u r c h a s e d ,  t h e  s t a t u s  ( a c t iv e  o r  r e t i r e d )  o n  t h e  a c t u a r ia l  v a lu a t io n  d a t e ,  a n d  t h e  a m o u n t  o f  t h e
lia b i l i t y  d e c r e a s e .   M o s t  c a s e s  in v o lv e d  f r a c t io n a l  y e a r s  o f  s e r v i c e  c r e d i t ,  b u t  n o t  a l l .   M o s t  in v o lv e d  a
p e r s o n  w h o  p u r c h a s e d  s e r v ic e  c r e d i t  v e r y  s o o n  b e f o r e  r e t i r i n g ,  b u t  a  f e w  in v o lv e d  in d iv id u a l s  w h o
r e m a in e d  a c t iv e  o n  t h e  n e x t  a c t u a r ia l  v a lu a t io n  d a t e .   T h e  lia b i l i t y  d e c r e a s e s  w e r e  m o d e s t  in  t h e  t h r e e  c a s e s
w h e r e  t h e  s t a t u s  i s  a c t i v e ,  b u t  t h o s e  f o r  r e t i r e e s  t e n d e d  t o  b e  la r g e .   I n  t h r e e  c a s e s ,  t h o s e  d e c r e a s e s  w e r e  in
e x c e s s  o f  $ 1 0 0 , 0 0 0 .
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T a b le  4

C a s e s  W h e r e  L ia b i l i t y  D e c r e a s e s
a s  a  R e s u l t  o f  t h e  S e r v ic e  C r e d i t  P u r c h a s e

Fund Year
Service Credit

Purchased Status
Liability

Decrease

TRA 2000 0.14 Active $60
TRA 2000 0.42 Retired $3,982
TRA 2000 0.30 Retired $5,395
TRA 2000 0.01 Retired $4,497
TRA 2000 0.16 Retired $8,251
TRA 2001 0.56 Active $31
TRA 2001 0.14 Active $185
TRA 2001 2.90 Retired $62,745
TRA 2001 0.32 Retired $33,653
TRA 2001 0.05 Retired $172,181
TRA 2001 1.00 Retired $76,676
TRA 2001 0.46 Retired $120,229
TRA 2002 1.00 Retired $40,249
TRA 2002 0.91 Retired $81,753
TRA 2002 0.19 Retired $36,680
TRA 2002 1.95 Retired $166,628

C o m m i s s i o n  s t a f f  h a s  n o  in d e p e n d e n t  e x p la n a t io n  f o r  t h e s e  e n t r ie s .   I n  d i s c u s s i n g  t h e s e  c a s e s  w i t h  M r .
T h o m a s  K .  C u s t i s ,  t h e  a c t u a r y  r e t a i n e d  b y  t h e  C o m m i s s i o n ,  M r .  C u s t i s  s u g g e s t e d  t h a t ,  a t  le a s t  i n  t h e
r e t i r e d  c a s e s ,  t h e  r e s u l t s  s t e m  f r o m  in d iv id u a l s  w h o  p u r c h a s e d  s e r v ic e  c r e d i t  b u t  t h e n  r e t i r e d  j u s t  b e f o r e
t h e y  w o u ld  h a v e  b e e n  e lig ib le  f o r  t h e  R u le  o f  9 0 .   Q u e s t io n s  a b o u t  h o w  t h a t  s i t u a t i o n  w o u ld  c a u s e  t h e
r e c o r d e d  lia b i l i t y  d e c r e a s e ,  w h e t h e r  t h a t  e x p la n a t io n  c a n  c o v e r  a ll  o f  t h e  r e t i r e e  c a s e s  i n  T a b le  4 ,  a n d  w h y
t h e r e  i s  a  l i a b i l i t y  d e c r e a s e  i n  a  f e w  a c t iv e  m e m b e r  c a s e s ,  m a y  b e s t  b e  a d d r e s s e d  b y  t h e  a c t u a r y .

I n t e r p r e t a t i o n  o f  R e s u l t s

L i t t l e  c o n s i s t e n c y  i s  o b s e r v e d  b e t w e e n  t h e  f u ll  a c t u a r ia l  v a lu e  p a y m e n t s  c o m p u t e d  u n d e r  S e c t io n  3 5 6 . 5 5
a n d  t h e  r e s u l t s  r e f l e c t e d  i n  t h e  a c t u a r i a l  v a l u a t i o n  –  t h e  d i f f e r e n c e  b e t w e e n  t h e  lia b i l i t y  i n  t h e  v a l u a t i o n  f o r
t h e  in d iv id u a l w i t h  a n d  w i t h o u t  t h e  s e r v ic e  c r e d i t  p u r c h a s e .   T h i s  m a y  b e  d u e  t o  f la w s  i n  t h e  f u l l  a c t u a r i a l
v a lu e  m e t h o d o lo g y  o r  d u e  t o  in c o n s i s t e n c i e s  b e t w e e n  t h e  t w o  a p p r o a c h e s .   I t  i s  d i f f ic u l t  t o  d e t e r m in e  t h e
r e l a t i v e  i m p a c t  o f  t h e s e  t w o  f a c t o r s .   E a r lie r  w e  c o m m e n t e d  o n  in c o n s i s t e n t  s a l a r y  i n c r e a s e  a s s u m p t i o n s
a n d ,  f o r  s o m e  f u n d s ,  in c o n s i s t e n t  i n v e s t m e n t  r e t u r n  a s s u m p t i o n s .   B u t  t h e r e  a r e  o t h e r  s o u r c e s  o f  d i f f e r e n c e .

T h e  n a t u r e  o f  t h e  c a lc u la t i o n s  d i f f e r s .   T h e  f u ll  a c t u a r ia l  v a lu e  m e t h o d o lo g y  r e c o g n iz e s  t h a t  w e  a r e  d e a lin g
w i t h  a  s e l f - s e l e c t e d  g r o u p .   W h ile  f o r  t h e  p la n ’s  c o v e r e d  m e m b e r s h ip  a s  a  w h o le ,  t u r n o v e r  a s s u m p t i o n s
( p r o b a b i l i t ie s  o f  t e r m in a t in g  e m p lo y m e n t  a t  e a c h  g iv e n  a g e )  a r e  r e le v a n t ,  in d iv id u a l s  w h o  p u r c h a s e  s e r v ic e
c r e d i t  a r e  e x p e c t i n g  t o  r e m a in  w i t h  t h e  f u n d  f o r  t h e  l o n g  t e r m  a n d  t o  d r a w  a n  a n n u i t y  u p o n  r e t i r e m e n t .
T h e r e f o r e ,  t h e  f u ll  a c t u a r ia l  v a lu e  c a lc u la t i o n  d o e s  n o t  d i s c o u n t  c o m p u t e d  a m o u n t s  b y  p r o b a b i l i t ie s  o f
t u r n o v e r ,  a n d  t h e  p r o c e d u r e  f u r t h e r  s p e c if ie s  t h a t  n o  m o r t a l i t y  d e c r e m e n t s  w ill  b e  u s e d  ( S e c t io n  3 5 6 . 5 5 ,
S u b d iv i s io n  2 ,  p a r a g r a p h  ( b ) ,  c la u s e  ( 6 ) ) .   C o m p u t e d  a m o u n t s  a r e  d i s c o u n t e d  o n l y  b y  t h e  a s s u m e d  lo n g -
t e r m  in v e s t m e n t  r a t e  o f  r e t u r n ,  8 . 5  p e r c e n t  a n n u a l l y ,  t o  o b t a in  a  p r e s e n t  v a lu e .   T h e  a c t u a r ia l  v a lu a t io n ,  in
c o n t r a s t ,  i s  b a s e d  o n  t h e  h y p o t h e t ic a l a v e r a g e  e m p lo y e e ,  w i t h  v a r i o u s  p r o b a b i l i t ie s  o f  w i t h d r a w in g  f r o m
s e r v ic e  a t  e a c h  a g e ,  a n d  p r o b a b i l i t ie s  o f  d e a t h .   T h e  a c t u a r ia l  v a lu a t io n  lia b i l i t ie s  w i t h  a n d  w i t h o u t  t h e
s e r v ic e  c r e d i t  p u r c h a s e  p r e s u m a b l y  w o u ld  b e  d i s c o u n t e d  b y  e x p e c t e d  t u r n o v e r ,  b y  m o r t a l i t y ,  a n d  b y  t h e
e x p e c t e d  r a t e  o f  r e t u r n .   T h e  d i f f e r e n c e  b e t w e e n  t h e  t w o  c a lc u la t i o n s  d e r iv e d  f r o m  t h e  a c t u a r ia l  v a lu a t io n
( t h e  c o m p u t e d  p r e s e n t  v a lu e  o f  t h e  l i a b i l i t y  w i t h  t h e  s e r v i c e  c r e d i t  p u r c h a s e ,  a n d  t h e  e x p e c t e d  p r e s e n t  v a lu e
o f  t h e  l i a b i l i t y  w i t h o u t  t h a t  p u r c h a s e ,  b o t h  h e a v i l y  d i s c o u n t e d )  m ig h t  t e n d  t o  b e  le s s  t h a n  t h e  a m o u n t
c o m p u t e d  u n d e r  t h e  f u ll  a c t u a r ia l  v a lu e  m e t h o d o lo g y .

I f  t h e  r e s u l t s  s e e n  i n  t h e  t a b l e s  w e r e  la r g e l y  d u e  t o  t h e  t u r n o v e r  a n d  m o r t a l i t y  d e c r e m e n t  a s s u m p t i o n s
r e f l e c t e d  i n  t h e  a c t u a r i a l  v a l u e  m e t h o d o lo g y  b u t  n o t  in  t h e  f u ll  a c t u a r ia l  v a lu e  m e t h o d o lo g y ,  t h e n  o n e
w o u ld  e x p e c t  a  g r e a t e r  d i f f e r e n c e  t h e  l o n g e r  t h e  p e r i o d  o f  y e a r s  in  w h ic h  t h o s e  d e c r e m e n t  a s s u m p t i o n s
w e r e  u s e d  in  a  c a lc u la t i o n .   I n  o t h e r  w o r d s ,  t h e  y o u n g e r  t h e  a g e  o f  t h e  p u r c h a s in g  e m p lo y e e  ( t h e  lo n g e r  t h e
p e r io d  p r io r  t o  r e t i r e m e n t ) ,  t h e  m o r e  l i k e l y  i t  i s  t h a t  t h e  f u l l  a c t u a r i a l  p u r c h a s e  p r i c e  w o u ld  e x c e e d  t h e
c h a n g e  in  lia b i l i t y  r e f l e c t e d  i n  t h e  a c t u a r i a l  v a l u a t i o n  a p p r o a c h ,  r e s u l t i n g  i n  a  c o m p u t e d  g a in .
U n f o r t u n a t e l y ,  i n f o r m a t io n  in  t h e  a c t u a r y ’s  t a b le s  d o e s  n o t  in c lu d e  in f o r m a t i o n  o n  a g e  o r  le n g t h  o f  s e r v ic e
a t  t h e  p u r c h a s e  d a t e .   W h a t  w e  d o  h a v e  i s  i n f o r m a t io n  b a s e d  o n  t h e  s t a t u s  o f  t h e  in d iv id u a l o n  t h e  a c t u a r ia l
v a lu a t io n  d a t e .   T h e  a c t iv e  g r o u p  m e m b e r s  r e m a in e d  a s  a c t iv e  e m p lo y e e s  o n  t h e  a c t u a r ia l  v a lu a t io n  d a t e .
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T h e  r e t i r e d  g r o u p  m e m b e r s  w e r e  r e t i r e d  o n  t h a t  d a t e ,  in d ic a t in g  t h a t  t h e y  r e t i r e d  w i t h i n  a  y e a r  o f
p u r c h a s in g  t h e  s e r v ic e  c r e d i t .

I f  t h i s  d e c r e m e n t  i s s u e  i s  i m p a c t in g  r e s u l t s ,  w e  w o u ld  e x p e c t  t o  s e e  g a in s  f o r  t h e  a c t iv e  g r o u p ,  a n d  in
e a r lie r  t a b le s  w e  d id  n o t e  a  t e n d e n c y  f o r  a c t iv e  p u r c h a s e s  t o  p r o d u c e  r e p o r t e d  g a in s .   H o w e v e r ,  i f  t h e
d e c r e m e n t  a r g u m e n t  i s  v a l i d ,  i t  i s  f a r  f r o m  a  c o m p le t e  e x p la n a t io n  o f  t h e  r e s u l t s .   F l a w s  i n  t h e  f u l l  a c t u a r i a l
v a lu e  m e t h o d o lo g y  a n d  v a r io u s  o t h e r  f a c t o r s ,  w h a t e v e r  t h e y  m a y  b e ,  a r e  a l s o  im p o r t a n t .   W h ile  g a in s  w e r e
m o r e  l i k e l y  o n  a c t i v e  m e m b e r  p u r c h a s e s ,  t h e r e  a r e  m a n y  in d iv id u a l c a s e s  w h e r e  t h a t  d id  n o t  o c c u r ,  a n d  f o r
s o m e  f u n d s  in  s o m e  y e a r s  t h e  a c t iv e  m e m b e r  p u r c h a s e s  a s  a  g r o u p  p r o d u c e d  a  n e t  lo s s  r a t h e r  t h a n  a  n e t
g a in .   E a r lie r  i n  t h i s  m e m o  w e  n o t e d  y e a r s  w h e r e  t h i s  o c c u r r e d  in  D T R F A ,  P E R A ,  a n d  S P T R F A .

T h e  r e t i r e d  m e m b e r  r e s u l t s  a r e  t r o u b l i n g .   D i f f e r e n c e s  b e t w e e n  t h e  a c t u a r ia l  v a lu a t io n  d e r iv e d  r e s u l t s  a n d
t h e  f u l l  a c t u a r i a l  v a l u e  p u r c h a s e  m e t h o d ,  a s s u m in g  d e c r e m e n t s  a r e  a n  i s s u e ,  s h o u ld  b e  d i s a p p e a r in g  n e a r
r e t i r e m e n t ,  a s  p r o b a b i l i t ie s  o f  t u r n o v e r  a p p r o a c h  z e r o  a n d  m o r t a l i t y ,  e v e n  n e a r  r e t i r e m e n t ,  r e m a in s  a
n e g lig ib le  f a c t o r .   O n e  w o u ld  e x p e c t  s im ila r  r e s u l t s  w i t h o u t  a n y  b ia s  ( n e i t h e r  a  t e n d e n c y  t o  p r o d u c e  g a in s
n o r  a  t e n d e n c y  t o  p r o d u c e  lo s s e s ) .   O n e  w o u ld  a l s o  e x p e c t  le s s  d i s p e r s io n  ( s m a lle r  g a in s  o r  lo s s e s  w h e n
t h e y  d o  o c c u r )  t h a n  o c c u r r e d  in  t h e  a c t iv e  m e m b e r  r e s u l t s .   T h a t  i s ,  h o w e v e r ,  n o t  w h a t  i s  o b s e r v e d .   W e
f in d  t h a t  w h e n  p u r c h a s e s  o c c u r  w i t h i n  a  y e a r  o f  r e t i r i n g ,  t h e  f u l l  a c t u a r i a l  v a l u e  m e t h o d  t e n d s  t o  p r o d u c e  a
lo s s  c o m p a r e d  t o  t h e  r e s u l t s  d e r i v e d  f r o m  t h e  a c t u a r ia l  v a lu a t io n .   T h i s  r a i s e s  a  c o n c e r n  t h a t  t h e  f u l l
a c t u a r ia l  v a lu e  m e t h o d  in  u s e  i s  p r o d u c in g  a  p u r c h a s e  p r ic e  t h a t  i s  t o o  lo w .   W h ile  t h a t  i s  t h e  t e n d e n c y
n o t e d  in  p r io r  t a b le s ,  t h e r e  a r e  a l s o  n u m e r o u s  c a s e s  o f  g a in s .   T h e  d i s p e r s io n  i s  u n e x p e c t e d  a n d  t r o u b lin g .
G a in s  a n d  lo s s e s  w h e n  t h e y  o c c u r  t e n d  t o  b e  f a r  la r g e r  t h a n  t h e  t y p ic a l a c t iv e  m e m b e r  g a in  o r  lo s s .   F o r
T R A  r e t i r e d  c a s e s ,  w h ic h  w e r e  e x a m in e d  in  d e t a il  in  T a b le  3 ,  6 2  p e r c e n t  o f  r e t i r e d  g r o u p  p u r c h a s e s  f o r  t h e
t h r e e - y e a r  p e r io d  a s  a  w h o le  r e s u l t e d  i n  l o s s e s .   T h e  a v e r a g e  lo s s  p e r  c a s e  w h e r e  lo s s e s  o c c u r r e d  w a s
$ 3 0 , 7 8 6 .   O f  t h o s e  lo s s e s ,  o n l y  1 3  p e r c e n t  w e r e  le s s  t h a n  $ 1 0 , 0 0 0 .   F o r t y - e ig h t  p e r c e n t  o f  t h o s e  lo s s e s
w e r e  in  t h e  $ 2 0 , 0 0 0  t o  $ 4 0 , 0 0 0  r a n g e ,  a n d  2 7  p e r c e n t  o f  t h e  lo s s e s  w e r e  g r e a t e r  t h a n  $ 4 0 , 0 0 0 .   E x a m in in g
f u l l - y e a r  p u r c h a s e s  o n l y  d i d  n o t  s i g n i f i c a n t l y  c h a n g e  a n y  g e n e r a l  t e n d e n c i e s ,  a l t h o u g h  s a m p le  s iz e  i s  q u i t e
s m a l l .   F o r  t h e  t h r e e - y e a r  p e r io d ,  5 3  p e r c e n t  o f  t h o s e  p u r c h a s e s  ( e ig h t  c a s e s )  w e r e  lo s s e s ,  a n d  n o n e  o f
t h o s e  lo s s e s  w e r e  le s s  t h a n  $ 5 , 0 0 0 .   T h r e e  lo s s e s  w e r e  in  t h e  r a n g e  o f  $ 2 0 , 0 0 0  t o  $ 4 0 , 0 0 0 ,  a n d  o n e  w a s  in
e x c e s s  o f  $ 4 0 , 0 0 0 .

O b s e r v a t io n s

T h e  m a t e r ia l  c o v e r e d  in  t h i s  m e m o  s u g g e s t s  o b s e r v a t io n s  in  a  n u m b e r  o f  a r e a s :

A .  L a c k  o f  C o n s i s t e n c y  B e t w e e n  A c t u a r ia l V a lu a t io n  a n d  F u ll  A c t u a r ia l  V a lu e  M e t h o d .   T h e  m o s t
o b v io u s  c o n c lu s io n  i s  t h a t  r e s u l t s  d e r i v e d  f r o m  t h e  a c t u a r ia l  v a lu a t io n  a n d  t h e  r e s u l t s  d e r i v e d  f r o m  t h e
f u ll  a c t u a r ia l  p u r c h a s e  p r ic e  m e t h o d  d o  n o t  a g r e e .

N o  c a s e s  w e r e  f o u n d  w h e r e  t h e r e  w a s  e x a c t  a g r e e m e n t .   D i f f e r e n c e s  t e n d e d  t o  b e  la r g e  r a t h e r  t h a n
s m a l l .   F o r  a l l  fu n d s ,  a c t iv e  p u r c h a s e s  t e n d e d  t o  p r o d u c e  a  g a in  a n d  r e t i r e d  p u r c h a s e s  t e n d  t o  p r o d u c e
a  lo s s .   F o r  T R A ,  w h ic h  h a d  t h r e e  t im e s  m o r e  s e r v ic e  c r e d i t  p u r c h a s e s  t h a n  t h e  r e s t  o f  t h e  f u n d s
c o m b in e d ,  T a b le  1  in d ic a t e d  t h a t  a c t iv e  p u r c h a s e s ,  o n  a v e r a g e ,  p r o d u c e d  a  g a in  o f  $ 4 , 2 7 7  p e r
p u r c h a s e  w h ile  r e t i r e d  p u r c h a s e s  p r o d u c e d  a  lo s s  o f  $ 7 , 8 0 0  p e r  p u r c h a s e .   S e p a r a t e  e x a m in a t io n  o f
t h e  c a s e s  w i t h  g a i n  a n d  t h e  c a s e s  w i t h  l o s s  in d ic a t e d  w id e  d i s p e r s io n .   V ie w in g  o n l y  c a s e s  w h e r e  g a in s
o c c u r r e d ,  T a b le  2  in d ic a t e d  t h e  a v e r a g e  g a in  w a s  $ 6 , 1 6 9  f o r  a c t iv e  m e m b e r s .   F o r  r e t i r e d  p u r c h a s e s
w h e r e  g a in s  o c c u r r e d ,  t h e  a v e r a g e  g a in  w a s  $ 2 9 , 9 2 0 .   V ie w in g  o n l y  c a s e s  w h e r e  lo s s e s  o c c u r r e d ,
T a b le  3  in d ic a t e d  a n  a v e r a g e  lo s s  f o r  a c t iv e  m e m b e r s  o f  $ 4 , 4 5 0 .   F o r  r e t i r e d  p u r c h a s e s  w h e r e  lo s s e s
o c c u r r e d ,  t h e  a v e r a g e  lo s s  w a s  $ 3 0 , 7 8 6 .

T h e  a c t u a r ia l  m o d e l u s e d  b y  t h e  a c t u a r y ,  M illim a n  U S A ,  h a s  a  s h o r t c o m in g  in  t h a t  i t  c a n  n o t  h a n d le
f r a c t i o n a l  y e a r s  o f  s e r v i c e  c r e d i t ,  o n l y  f u l l  y e a r s .   W h e n  w e  e x a m in e d  o n l y  f u l l - y e a r  s e r v i c e  c r e d i t
p u r c h a s e s ,  w e  w e r e  h a m p e r e d  b y  s a m p le  s iz e  b e c a u s e  m o s t  p u r c h a s e s  a r e  f o r  f r a c t io n a l  y e a r s ,  b u t  t h e
r e s u l t s  d o  n o t  s i g n i f i c a n t l y  c h a n g e  e x c e p t  t h a t  i n  a  f e w  c a s e s  t h e  d i s p e r s io n  a p p e a r s  t o  w o r s e n  r a t h e r
t h a n  im p r o v e .

B .  I m p lic a t io n s  a b o u t  t h e  A c c u r a c y  o f  t h e  P u r c h a s e  P r ic e .   T h i s  m e m o  r e v ie w s  d a t a  p r o v id e d  b y  t h e
a c t u a r y  in  t h e  a n n u a l S u m m a r y  o f  V a lu a t io n s  f o r  2 0 0 0 ,  2 0 0 1 ,  a n d  2 0 0 2 .   T h i s  i n f o r m a t io n  w a s
in t e n d e d  t o  p e r m i t  t h e  C o m m i s s i o n  t o  d e t e r m in e  w h e t h e r  t h e  r e v i s e d  f u l l  a c t u a r i a l  m e t h o d  in  c u r r e n t
u s e  i s  p r o d u c in g  r e a s o n a b l y  a c c u r a t e  r e s u l t s .   T h a t  a p p r o a c h  ( S e c t io n  3 5 6 . 5 5  o f  s t a t u t e )  i s  s e t  t o
e x p i r e  t h i s  y e a r .   W h ile  a t  le a s t  s o m e  o f  t h e  b i a s e s  t h a t  w e r e  o b s e r v e d  m a y  b e  e x p la in a b le ,  t h e  r e v ie w
r a i s e s  s e v e r a l  s t r o n g  r e s e r v a t i o n s  a n d  f a l l s  f a r  s h o r t  o f  d e m o n s t r a t in g  t h e  a c c u r a c y  o f  t h e  a p p r o a c h .

G iv e n  r e s u l t s  p r e s e n t e d  h e r e ,  t h e  C o m m i s s i o n  m a y  w i s h  t o  c o n s id e r  w h e t h e r  i t  h a s  s u f f i c i e n t
c o n f id e n c e  in  t h e  a p p r o a c h  t o  c o n t in u e  i t s  u s e .   T h e  C o m m i s s i o n  m a y  a l s o  w i s h  t o  c o n s id e r  w h e t h e r
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t o  c o n t in u e  t h e  n u m e r o u s  g e n e r a l la w  s e r v ic e  c r e d i t  p u r c h a s e  p r o v i s io n s  in  T R A ,  f i r s t  c l a s s  c i t y
t e a c h e r  p la n  la w ,  a n d  la w s  i n v o l v i n g  o t h e r  p l a n s .   T h e s e  p r o v i s io n s  a r e  a l s o  g e n e r a l l y  s e t  t o  e x p i r e  i n
2 0 0 4 .   F u n d  m e m b e r s  c o n s id e r in g  a  p u r c h a s e  o f  s e r v ic e  c r e d i t  m a y  a l s o  w i s h  t o  m a k e  a  s im ila r
a s s e s s m e n t .   P e r h a p s  t h i s  s y s t e m  i s  t r e a t i n g  t h e m  w i t h  r e a s o n a b le  f a i r n e s s ,  b u t  t h e  d a t a  s u g g e s t  t h a t
t h e y  m ig h t  b e  u n d e r c h a r g e d  o r  o v e r c h a r g e d  b y  la r g e  a m o u n t s ,  a n d  t h e  o u t c o m e  m a y  n o t  b e
p r e d ic t a b le  in  a ll  c a s e s  b y  t h e  m e m b e r  p u r c h a s in g  t h e  s e r v ic e .

T h e  f u ll  a c t u a r ia l  v a lu e  e s t im a t i o n  m e t h o d  in  c u r r e n t  u s e  w a s  d e v e lo p e d  b y  M r .  C u s t i s ,  t h e  p r i n c i p l e
a c t u a r y  u n d e r  t h e  C o m m i s s i o n ’s  c o n t r a c t  w i t h  M illim a n  U S A ,  b u t  t h e  p r o c e d u r e  w a s  d e v e lo p e d  b y
h im  w h ile  w o r k in g  a t  t h e  d i r e c t i o n  o f  t h e  t e a c h e r  p e n s io n  f u n d s .   T h e r e  i s  v a l u e  i n  h a v i n g  t h e
C o m m i s s i o n  h e a r  f r o m  M r .  C u s t i s  r e g a r d i n g  t h i s  p r o c e d u r e ,  b u t  t w o  p r o b le m s  a r i s e .   T h e  f i r s t  i s  c o s t .
G iv e n  t h e  C o m m i s s i o n  b u d g e t  s i t u a t io n ,  h a v in g  M r .  C u s t i s  a d d r e s s  t h e  C o m m i s s i o n  a t  a  m e e t in g
w o u ld  r e q u i r e  a n  e x p e n d i t u r e  f r o m  t h e  C o m m i s s i o n  b u d g e t ,  a  b u d g e t  t h a t  i s  c u r r e n t l y  s e v e r e l y
s t r a i n e d .   T h e  s e c o n d  c o n c e r n  i s  o b je c t iv i t y .   M r .  C u s t i s  a n d  M illim a n  U S A  d e v e lo p e d  t h e  a p p r o a c h .
T h e y  c a n  n o t  o b je c t iv e l y  a s s e s s  t h e  p r o c e d u r e ’s  f l a w s .

T o  a d v i s e  t h e  C o m m i s s i o n ,  t h e  C o m m i s s i o n  m a y  w i s h  t o  r e t a in  a n  a c t u a r y  o r  a c t u a r ia l  f i rm  w i t h  n o
t i e s  t o  t h e  c u r r e n t  p r o c e d u r e .   T h i s  w o u ld  e lim in a t e  o r  le s s e n  t h e  o b je c t iv i t y  c o n c e r n ,  b u t  t h e  o t h e r
p r o b le m  w o u ld  r e m a in  –  h o w  t o  p a y  f o r  t h e  r e v ie w  g iv e n  t h e  c o n d i t io n  o f  t h e  C o m m i s s i o n  b u d g e t .

C .  I m p lic a t io n s  f o r  E m p lo y e r s  a n d  E m p lo y e e s  C o v e r e d  b y  t h e  F u n d .   W h e n  s e r v ic e  c r e d i t  i s  p u r c h a s e d ,
t h e  a n n u i t y  t h e  i n d i v i d u a l  w i l l  r e c e i v e  a t  r e t i r e m e n t  i s  i n c r e a s e d  d u e  t o  t h e  a d d i t io n a l a m o u n t  o f
c o v e r e d  s e r v ic e .   A s s e t s  i n  t h e  f u n d  m u s t  c o v e r  t h e s e  a d d i t io n a l l ia b i l i t ie s .   H o p e f u l l y ,  t h e  n e c e s s a r y
a d d i t io n a l a s s e t s  a r e  p r o v id e d  t h r o u g h  t h e  s e r v ic e  c r e d i t  p u r c h a s e  p r ic e .   T h i s  r e v i e w ,  h o w e v e r ,  h a s
r a i s e d  r e s e r v a t i o n s  t h a t  t h a t  m a y  n o t  b e  h a p p e n in g ,  a t  le a s t  n o t  w i t h  a n y  c o n s i s t e n c y .   T h e  f u n d  a n d  i t s
c o n t r ib u t o r s  m a y  r e c e iv e  a  w in d f a l l  o r  m a y  b e  h a r m e d .

T h e  a c t u a r y ,  in  d i s c u s s i n g  t h e  s e r v i c e  c r e d i t  p u r c h a s e  t a b l e s  i n  t h e  S u m m a r y  o f  V a lu a t io n s ,  h a s  n o t
d i r e c t l y  a d d r e s s e d  t h e  i s s u e  o f  a c c u r a c y .   R a t h e r ,  t h e  a c t u a r y  h a s  c o m m e n t e d  in d i r e c t l y  o n  t h i s  i s s u e
b y  f o c u s in g  o n  t h e  im p a c t  p u r c h a s e s  h a d  o n  t h e  f u n d in g  s t a t u s  o f  t h e  p la n s  a s  in d ic a t e d  in  t h e  a c t u a r ia l
v a lu a t io n s .   T h e  2 0 0 0  S u m m a r y  o f  V a lu a t io n s  in c lu d e d  a  s t a t e m e n t  t h a t  s e r v ic e  c r e d i t  p u r c h a s e s
r e v ie w e d  in  t h e  2 0 0 0  a c t u a r ia l  v a lu a t io n s  h a r m e d  t h e  f u n d in g  s t a t u s  o f  t h e  p la n s  b e c a u s e  s e r v ic e
c r e d i t  p u r c h a s e s  in  t o t a l w e r e  le s s  t h a n  t h e  r e s u l t i n g  l i a b i l i t y  r e c o r d e d  i n  t h e  a c t u a r i a l  v a l u a t i o n s  f o r
t h e  p la n s .   I n  t h e  la s t  t w o  y e a r s  t h e  s i t u a t io n  r e v e r s e d ,  a n d  t h e  t o t a l a m o u n t s  r e c e iv e d  t h r o u g h  s e r v ic e
c r e d i t  p u r c h a s e s  w e r e  g r e a t e r  t h a n  t h e  a d d e d  lia b i l i t y  r e c o g n iz e d  in  t h e  a c t u a r ia l  v a lu a t io n s .   T h u s ,  in
t h e  la s t  t w o  y e a r s ,  t h e s e  p u r c h a s e s  m o v e d  t h e  p la n s  m a r g in a l l y  a h e a d  i n  t h e i r  r e p o r t e d  f u n d i n g
c o n d i t io n ,  g iv e n  t h e  m e t h o d o lo g y  u s e d  in  a c t u a r ia l  v a lu a t io n s .

W h ile  t h e s e  f u n d in g  r a t io  e f f e c t s  m a y  b e  o c c u r r in g ,  i t  w a s  n e v e r  t h e  in t e n t io n  o f  t h e  L e g i s l a t u r e  t o
in f l u e n c e  p la n  f u n d in g  r a t io s  t h r o u g h  s e r v ic e  c r e d i t  p u r c h a s e s .   T h e  in t e n t io n  w a s  t o  c h a r g e  e a c h
in d iv id u a l p u r c h a s in g  s e r v ic e  c r e d i t  t h e  a m o u n t  n e c e s s a r y  t o  h o ld  h a r m le s s  t h e  e m p lo y e r s  w h o
c o n t r ib u t e  t o  t h e  p la n  a n d  a ll  o f  t h e  o t h e r  p la n  m e m b e r s .   T h e  d a t a  r a i s e  a  c o n c e r n  t h a t  a n y  g iv e n
in d iv id u a l  i s  n o t  b e in g  c h a r g e d  t h e  n e c e s s a r y  a m o u n t  ( w in d f a l l s  t o  s o m e  p u r c h a s e r s  a n d  e x c e s s iv e
p a y m e n t s  b y  o t h e r s  m a y  b e  o c c u r r in g ) ,  a n d  e v e n  o n  a v e r a g e  t h e  p a y m e n t s  m a y  n o t  b e  c o r r e c t ,  a s
s u g g e s t e d  b y  t h e  t e n d e n c y  t o  h a v e  r e p o r t e d  g a in s  o n  a c t iv e  m e m b e r  p u r c h a s e s  b u t  r e p o r t e d  lo s s e s  o n
p u r c h a s e s  ju s t  p r io r  t o  r e t i r e m e n t .   I n  a n y  g iv e n  y e a r ,  d e p e n d in g  u p o n  t h e  m ix  o f  a c t i v e  a n d  r e t i r e d
p u r c h a s e s  a n d  m a n y  o t h e r  f a c t o r s  n o t  a s  e v id e n t ,  t h e  e m p lo y e r s  a n d  b r o a d  m e m b e r s h ip  m a y  b e
p r o v id in g  s u b s id ie s  o r  m a y  b e  r e c e iv in g  a  w in d f a l l .

D .  P u b lic  P e n s io n  P o lic y  I s s u e s  R a i s e d  b y  t h e  R e v ie w

1 .  B e n e f i t  f o r  a  M in o r i t y  o f  M e m b e r s h ip .   A  v e r y  s m a ll p e r c e n t a g e  o f  p la n  m e m b e r s  p u r c h a s e
s e r v ic e  c r e d i t ,  w h ile  t h e  e m p lo y e r s  a n d  t h e  o t h e r  m e m b e r s  b e a r  t h e  r i s k s .   I n  T R A ,  w h ic h  h a d  b y
f a r  t h e  m o s t  s e r v i c e  c r e d i t  p u r c h a s e s ,  a n  a v e r a g e  o f  2 0 0  p u r c h a s e s  o c c u r r e d  p e r  y e a r  f r o m  2 0 0 0
t h r o u g h  2 0 0 2 .   T R A  h a s  7 1 , 7 0 0  a c t iv e  m e m b e r s .   T h u s ,  in  a n y  g iv e n  y e a r ,  c o n s id e r a b l y  l e s s  t h a n
o n e  p e r c e n t  o f  t h e  a c t iv e  m e m b e r s h ip  ( 0 . 2 7  p e r c e n t  o f  a c t iv e  m e m b e r s )  p u r c h a s e d  s e r v ic e  c r e d i t .
T h o s e  t h a t  d id  p u r c h a s e  s e r v ic e  c r e d i t  h a d  t h e  f i n a n c i a l  r e s o u r c e s ,  o f t e n  m a n y  t e n s  o f  t h o u s a n d s
o f  d o lla r s ,  t o  m a k e  t h o s e  p u r c h a s e s .   G iv e n  t h e  c o n s id e r a b le  a m o u n t  o f  C o m m i s s i o n  t im e  s p e n t
o n  f u ll  a c t u a r ia l  v a lu e  i s s u e s  a n d  t h e  h a r m  t h a t  m a y  b e  o c c u r r in g  t o  v a r io u s  g r o u p s ,  t h e
C o m m i s s i o n  m a y  w i s h  t o  c o n s id e r  d i s c o u r a g in g  f u ll  a c t u a r ia l  v a lu e  p u r c h a s e s .   O n e  r e a s o n  i s  t h e
m in u t e  f r a c t i o n  o f  p la n  m e m b e r s  w h o  u t il iz e  t h e s e  p r o v i s io n s  a n d  t h e  h a r m  o r  w in d f a l l  t h a t  m a y
b e  o c c u r r in g  t o  t h o s e  p u r c h a s e r s  u n d e r  e x i s t i n g  m e t h o d s .   A n o t h e r  i s  t h e  r i s k  t o  t h e  e m p lo y e r s
a n d  o t h e r  e m p lo y e e s  c o v e r e d  b y  t h e  p la n ,  e m p lo y e e s  w h o  d o  n o t  h a v e  t h e  r e s o u r c e s  t o  c o n s id e r
a  p u r c h a s e  o f  s e r v ic e  c r e d i t .   A llo w in g  S e c t io n  3 5 6 . 5 5  t o  e x p i r e  w o u ld  d i s c o u r a g e  p u r c h a s e s .
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T h e  C o m m i s s i o n  m a y  a l s o  w i s h  t o  p e r m i t  t h e  n u m e r o u s  f u ll  a c t u a r ia l  v a lu e  p u r c h a s e  p r o v i s io n s
a d d e d  t o  g e n e r a l la w  in  t h e  la s t  f e w  y e a r s  t o  a l s o  e x p i r e .

2 .  E a r l y  R e t i r e m e n t  T o o l.   S e r v ic e  c r e d i t  p u r c h a s e s  a r e  b e in g  u s e d  b y  t h o s e  n e a r in g  r e t i r e m e n t  t o
r e t i r e  e a r l i e r  t h a n  t h e y  o t h e r w i s e  w o u ld .   T h e  p u r c h a s e  p e r m i t s  t h e  i n d i v i d u a l  t o  q u a l i f y  u n d e r
t h e  R u le - o f - 9 0  o r  o t h e r  e a r l y  r e t i r e m e n t  p r o v i s io n .   T h e r e f o r e ,  t h e s e  s e r v ic e  c r e d i t  p u r c h a s e
p r o v i s io n s  a r e  a n  e a r l y  r e t i r e m e n t  t o o l ,  b u t  w i t h o u t  a n y  s p e c if ic  t a r g e t in g  t o  t h e  e m p lo y e r ’s
w o r k f o r c e  n e e d s .   T h e  C o m m i s s i o n  m a y  w i s h  t o  b e  c o n c e r n e d  a b o u t  p e r m i t t i n g  e a r l y  r e t i r e m e n t
p r o v i s io n s  t o  b e c o m e  p e r m a n e n t  p r o v i s io n s  o f  la w .   T h e r e  a r e  t im e s  w h e n  i t  m a y  b e  a p p r o p r ia t e
t o  e n c o u r a g e  e a r l y  r e t i r e m e n t s  a n d  t im e s  w h e n  i t  m a y  n o t .   I f  t h e s e  p r o v i s io n s  a r e  m a d e
p e r m a n e n t ,  t h e  L e g i s l a t u r e  g i v e s  u p  s o m e  o f  i t s  f l e x i b i l i t y .   T h e  C o m m i s s i o n  m a y  a l s o  w i s h  t o  b e
c o n c e r n e d  t h a t  w h e n  s e r v ic e  c r e d i t  i s  p u r c h a s e d  ju s t  b e f o r e  r e t i r i n g ,  a  l o s s  t o  t h e  f u n d  ( a  g a i n  t o
t h e  in d iv id u a l )  i s  l i k e l y  t o  o c c u r .   T h e  b e s t  in f o r m a t i o n  a v a ila b le  t o  t h e  C o m m i s s i o n  in d ic a t e s
t h a t  t h e  p e n s io n  f u n d  i s  h a r m e d .   T h e  C o m m i s s i o n  m a y  a l s o  b e  c o n c e r n e d  t h a t  t h e  g r o u p  w h o
a r e  u s in g  t h e  s e r v ic e  c r e d i t  p u r c h a s e  p r o v i s io n s  a r e  t h o s e  w i t h  c o n s i d e r a b l e  f i n a n c i a l  r e s o u r c e s
t o  f i n a n c e  t h e  s e r v ic e  c r e d i t  p u r c h a s e s ;  w h ile  t h o s e  w i t h o u t  t h e  r e s o u r c e s  a r e  e f f e c t iv e l y
e x c lu d e d  f r o m  t h e  p u r c h a s e  p r o v i s io n s .

3 .  I m p lic a t io n s  o f  P u r c h a s e s  b y  Y o u n g e r  E m p lo y e e s .   P r e s u m a b l y ,  a t  l e a s t  s o m e  o f  t h e  i n d i v i d u a l s
p u r c h a s in g  s e r v ic e  c r e d i t  u n d e r  t h e  v a r io u s  p r o v i s io n s  e n a c t e d  in  T R A  a n d  f i r s t  c l a s s  c i t y  t e a c h e r
la w  a r e  r e la t i v e l y  y o u n g  a n d  a r e  n o t  c lo s e  t o  r e t i r e m e n t .   D e s p i t e  s o m e  d a t a  in  t h i s  r e p o r t  t h a t
s u g g e s t s  p o s s ib le  g a in s  o n  t h o s e  p u r c h a s e s ,  t h e  C o m m i s s i o n  m a y  c h o o s e  t o  b e  c o n c e r n e d  a b o u t
e v e n t u a l  fu n d  lo s s e s  s t e m m in g  f r o m  t h o s e  p u r c h a s e s .   T h e  lo n g e r  b e f o r e  r e t i r e m e n t  t h a t  a
p u r c h a s e  o f  s e r v ic e  c r e d i t  o c c u r s ,  t h e  m o r e  e r r o r  i s  l ik e l y  t o  b e  in v o lv e d  in  e s t im a t i n g  t h e
p u r c h a s e  p r ic e .   T h e  r e a s o n  i s  t h a t  a n y  e s t i m a t e  m u s t  b e  b a s e d  o n  a s s u m p t io n s  a b o u t  s a la r y
in c r e a s e s  a n d  in v e s t m e n t  r e t u r n s  t h a t  w ill  p r o v e  in c o r r e c t  o v e r  t im e .   T h e  lo n g e r  t h o s e  m u s t  b e
p r o je c t e d ,  t h e  m o r e  l i k e l y  a n  e r r o r ,  p o s s i b l y  o f  s u b s t a n t i a l  p r o p o r t i o n s ,  w ill  o c c u r .   I f  s a la r y
in c r e a s e s  a r e  g r e a t e r  t h a n  t h e  a s s u m e d  f iv e  p e r c e n t  a n n u a l  s a l a r y  i n c r e a s e  r a t e ,  t h e  p r i c e  i s  t o o
lo w .   I f  t h e  p e n s i o n  f u n d  c a n  n o t  e a r n  a n  8 . 5  p e r c e n t  r e t u r n  a f t e r  i t  r e c e i v e s  t h e  p u r c h a s e  p r ic e ,
t h e  p r ic e  w ill  b e  t o o  lo w .   T h e  f in a l  r e a s o n  i s  t h a t  t h e  p u r c h a s e  p r ic e  i s  e s t i m a t e d  b a s e d  o n  t h e
p la n  a t  t h e  t im e  o f  t h e  p u r c h a s e .   I f  b e n e f i t  i m p r o v e m e n t s  o c c u r  a f t e r  t h e  p u r c h a s e  ( a n d  t h a t  i s
in c r e a s in g ly  l ik e l y  t h e  l o n g e r  b e f o r e  r e t i r e m e n t  a  p u r c h a s e  o c c u r s ) ,  t h e  p u r c h a s e  p r ic e  i s  t o o  lo w
a n d  t h e  in d iv id u a l  r e c e i v e s  a  w in d f a l l ,  a l t h o u g h  i t  i s  i m p o s s ib le  t o  d e t e c t  t h a t  v ie w in g  d a t a  s o o n
a f t e r  t h e  p u r c h a s e  o c c u r s .

4 .  C o n fl ic t  w i t h  C o m m i s s i o n ’s  P o lic y  S t a t e m e n t .   T h e  p o lic y  s t a t e m e n t  in d ic a t e s  t h a t  t h e  p e r io d
b e in g  p u r c h a s e d  s h o u ld  h a v e  a  M in n e s o t a  c o n n e c t io n ,  a n d  s h o u ld  b e  a  p e r io d  o f  p u b lic
e m p lo y m e n t  o r  q u a s i - p u b lic  e m p lo y m e n t .   T h e  C o m m i s s i o n  m a y  w i s h  t o  c o n s id e r  t h a t  in  n e a r l y
a ll  c a s e s  c o v e r e d  u n d e r  t h e  T R A  a n d  f i r s t  c l a s s  c i t y  t e a c h e r  p l a n  s e r v i c e  c r e d i t  p u r c h a s e
p r o v i s io n s ,  t h e  s e r v ic e  b e in g  p u r c h a s e d  i s  f o r  a  p e r io d  o f  t i m e  in  w h ic h  t h e  in d iv id u a l w a s  n o t
p r o v id in g  s e r v ic e  t o  a  M in n e s o t a  p u b lic  e m p lo y e r .   T h e  p r o v i s io n s  c o v e r  b r e a k s  in  s e r v ic e ,  o r
s e r v ic e  p r o v id e d  t o  o t h e r  s t a t e s ,  t o  t h e  n a t io n a l g o v e r n m e n t ,  o r  t o  p r iv a t e  e m p lo y e r s .   G iv e n  t h e
c u r r e n t  r e v ie w  a n d  t h e  d i s c u s s i o n  o f  r i s k s ,  t h e  C o m m i s s i o n  m a y  w i s h  t o  c o n s id e r  w h e t h e r
M in n e s o t a  p u b lic  e m p lo y e r s  a n d  o t h e r  p u b lic  e m p lo y e e s  s h o u ld  b e  b u r d e n e d  w i t h  t h e  s h o r t - t e r m
a n d  lo n g - t e r m  r i s k s  r e l a t e d  t o  t h e s e  s e r v i c e  c r e d i t  p u r c h a s e  p e r io d s .

5 .  B e n e f i t  W in d f a l l  P r o b le m .   I f  t h e  C o m m i s s i o n  a n d  t h e  L e g i s l a t u r e  c o n t i n u e  t o  s u p p o r t  t h e  u s e  o f
s e r v ic e  c r e d i t  p u r c h a s e s ,  t h e y  m a y  w i s h  t o  c o n s id e r  a  r e q u i r e m e n t  t h a t  t h e  in d iv id u a l w h o
p u r c h a s e d  s e r v ic e  c r e d i t  m u s t  m a k e  a n  a d d i t io n a l p a y m e n t  t o  c o v e r  a t  le a s t  t h e  o b v io u s  s o u r c e s
o f  a  w in d fa l l ,  l i k e  a  b e n e f i t  im p r o v e m e n t  t h a t  o c c u r s  a f t e r  t h e  in i t i a l  p u r c h a s e  a n d  p r io r  t o
r e t i r e m e n t .

C o n c lu d in g  C o m m e n t s

T h e  m e m o  f o r  t h e  C o m m i s s i o n ’s  n e x t  a n d  p r e s u m a b l y  f i n a l  c o n s id e r a t io n  o f  t h e  f u l l  a c t u a r i a l  v a l u e  s e r v i c e
c r e d i t  p u r c h a s e  p r o v i s io n s  a n d  m e t h o d o lo g y  w i l l  su m m a r iz e  f i n d i n g s ,  r e v i e w  p o lic y  i s s u e s ,  a n d  s u g g e s t
c o u r s e s  o f  a c t io n  f o r  t h e  C o m m i s s i o n .
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    356.55 Prior service credit purchase payment amount determination procedure.

    Subdivision 1.    Application.  (a) Unless the prior service credit purchase
authorization special law or general statute provision explicitly specifies a
different purchase payment amount determination procedure, this section governs the
determination of the prior service credit purchase payment amount of any prior
service credit purchase.

    (b) The purchase payment amount determination procedure must recognize any
service credit accrued to the purchaser in a pension plan enumerated in section
356.30, subdivision 3.

    (c) Any service credit in a Minnesota defined benefit public employee pension
plan available to be reinstated by the purchaser through the repayment of a refund of
member or employee contributions previously received must be repaid in full before
any purchase of prior service credit payment is made under this section.

    Subd. 2.    Determination.  (a) Unless the prior service credit purchase minimum
purchase payment amount determined under paragraph (d) is greater, the prior service
credit purchase amount is the result obtained by subtracting the amount determined
under paragraph (c) from the amount determined under paragraph (b).

    (b) The present value of the unreduced single life retirement annuity, with the
purchase of the additional service credit included, must be calculated as follows:

    (1) the age at first eligibility for an unreduced single life retirement annuity,
including the purchase of the additional service credit, must be determined;

    (2) the length of total service credit, including the period of the purchase of
the additional service credit, at the age determined under clause (1) must be
determined;

    (3) the highest five successive years average salary at the age determined under
clause (1), assuming five percent annual compounding salary increases from the most
current annual salary amount at the age determined under clause (1), must be
determined;

    (4) using the benefit accrual rate or rates applicable to the prospective
purchaser of the service credit based on the prospective purchaser's actual date of
entry into covered service, the length of service determined under clause (2), and
the final average salary determined under clause (3), the annual unreduced single
life retirement annuity amount must be determined;

    (5) the actuarial present value of the projected annual unreduced single life
retirement annuity amount determined under clause (4) at the age determined under
clause (1), using the same actuarial factor that the plan would use to determine
actuarial equivalence for optional annuity forms and related purposes, must be
determined; and

    (6) the discounted value of the amount determined under clause (5) to the date of
the prospective purchase, using an interest rate of 8.5 percent and no mortality
probability decrement, must be determined.

    (c) The present value of the unreduced single life retirement annuity, without
the purchase of the additional service credit included, must be calculated as
follows:

    (1) the age at first eligibility for an unreduced single life retirement annuity,
not including the purchase of additional service credit, must be determined;

    (2) the length of accrued service credit, without the period of the purchase of
the additional service credit, at the age determined under clause (1), must be
determined;

    (3) the highest five successive years average salary at the age determined under
clause (1), assuming five percent annual compounding salary increases from the most
current annual salary amount to the age determined under clause (1), must be
determined;

    (4) using the benefit accrual rate or rates applicable to the prospective
purchaser of the service credit based on the prospective purchaser's actual date of
entry into covered service the length of service credit determined under clause (2),
and the final average salary determined under clause (3), the annual unreduced single
life retirement annuity amount must be determined;

    (5) the actuarial present value of the projected annual unreduced single life
retirement annuity amount determined under clause (4) at the age determined under
clause (1), using the same actuarial factor that the plan would use to determine
actuarial equivalence for optional annuity forms and related purposes, must be
determined;
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    (6) the discounted value of the amount determined under clause (5) to the date of
the prospective purchase, using an interest rate of 8.5 percent and no mortality
probability decrement, must be determined; and

    (7) the net value of the discounted value determined under clause (6), must be
determined by applying a service ratio, where the numerator is the total length of
credited service determined under paragraph (b), clause (2), reduced by the period of
the additional service credit proposed to be purchased, and where the denominator is
the total length of service credit determined under clause (2).

    (d) The minimum prior service credit purchase payment amount is the amount
determined by multiplying the most current annual salary of the prospective purchaser
by the combined current employee, employer, and any additional employer contribution
rates for the applicable pension plan and by multiplying that result by the number of
years of service or fractions of years of service of the potential service credit
purchase.

    Subd. 3.    Source of determination.  The prior service credit purchase payment
amounts under subdivision 2 must be calculated by the chief administrative officer of
the public pension plan using a prior service credit purchase payment amount
determination process that has been verified for accuracy and consistency under this
section by the commission-retained actuary.  That verification must be in writing and
must occur before the first prior service credit purchase for the plan under this
section is accepted and every five years thereafter or whenever the preretirement
interest rate, postretirement interest rate, payroll growth, or mortality actuarial
assumption for the applicable pension plan is modified under section 356.215,
whichever occurs first.

    Subd. 4.    Prior service credit purchase processing fee .  A public pension plan
may establish a fee to be charged to the prospective purchaser for processing a prior
service credit purchase application and the prior service credit purchase payment
amount calculation.  The fee must be established by the governing board of the
pension plan and must be uniform for comparable service credit purchase situations or
actuarial calculation requests.  The prior service credit purchase processing fee
structure must be published by the chief administrative officer of the applicable
retirement plan in the State Register.

    Subd. 5.    Payment responsibility; employer option .  Unless the prior service
credit purchase authorization special law or general statute provision explicitly
specifies otherwise, the prior service credit purchase payment amount determined
under subdivision 2 is payable by the purchaser.  However, the former employer of the
purchaser or the current employer of the purchaser may, at its discretion, pay all or
a portion of the purchase payment amount in excess of an amount equal to the employee
contribution rate or rates in effect during the prior service period applied to the
actual salary rates in effect during the prior service period, plus annual compound
interest at the rate of 8.5 percent from the date on which the contributions would
have been made if made contemporaneous with the service period to the date on which
the payment is actually made.

    Subd. 6.    Report on prior service credit purchases .  (a) As part of the regular
data reporting provided to the consulting actuary retained by the legislative
commission on pensions and retirement annually, the chief administrative officer of
each public pension plan that has accepted a prior service credit purchase payment
under this section shall report for any purchase, the purchaser, the purchaser's
employer, the age of the purchaser, the period of the purchase, the purchaser's
prepurchase accrued service credit, the purchaser's postpurchase accrued service
credit, the purchaser's prior service credit payment, the prior service credit
payment made by the purchaser's employer, and the amount of the additional benefit or
annuity purchased.

    (b) As a supplemental report to the regular annual actuarial valuation for the
applicable public pension plan prepared by the consulting actuary retained by the
legislative commission on pensions and retirement, the actuary shall provide a
comparison for each purchase showing the total prior service credit payment received
from all sources and the increased public pension plan actuarial accrued liability
resulting from each purchase.

    Subd. 7.    Expiration of purchase payment determination  procedure.  (a) This
section expires and is repealed on July 1, 2003.

    (b) Authority for any public pension plan to accept a prior service credit
payment that is calculated in a timely fashion under this section expires on October
1, 2003.

    HIST: 1998 c 390 art 4 s 1; 1999 c 222 art 16 s 14,15; 1Sp2001 c 10 art 6 s 16;
2002 c 392 art 11 s 40

*   NOTE:  The amendment to subdivision 7 by Laws 2001, First Special Session
*   chapter 10, article 6, section 16, expires May 16, 2003.  Laws 2001, First
*   Special Session chapter 10, article 6, section 21.

Copyright 2002 by the Office of Revisor of Statutes, State of Minnesota.
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    356.551 Post July 1, 2003, prior service credit purchase payment amount
determination procedure.

    Subdivision 1.    Application.  Unless the prior service credit purchase
authorization special law or general statute provision explicitly specifies a
different purchase payment amount determination procedure, and if section 356.55 has
expired, this section governs the determination of the prior service credit purchase
payment amount of any prior service credit purchase.

    Subd. 2.    Determination.  The prior service credit purchase amount is an amount
equal to the actuarial present value, on the date of payment, as calculated by the
chief administrative officer of the pension plan and reviewed by the actuary retained
by the legislative commission on pensions and retirement, of the amount of the
additional retirement annuity obtained by the acquisition of the additional service
credit in this section.  Calculation of this amount must be made using the
preretirement interest rate applicable to the public pension plan specified in
section 356.215, subdivision 4d, and the mortality table adopted for the public
pension plan.  The calculation must assume continuous future service in the public
pension plan until, and retirement at, the age at which the minimum requirements of
the fund for normal retirement or retirement with an annuity unreduced for retirement
at an early age, including section 356.30, are met with the additional service credit
purchased.  The calculation must also assume a full-time equivalent salary, or actual
salary, whichever is greater, and a future salary history that includes annual salary
increases at the applicable salary increase rate for the plan specified in section
356.215, subdivision 4d.  Payment must be made in one lump sum within one year of the
prior service credit authorization.  Payment of the amount calculated under this
section must be made by the applicable eligible person.  However, the current
employer or the prior employer may, at its discretion, pay all or any portion of the
payment amount that exceeds an amount equal to the employee contribution rates in
effect during the period or periods of prior service applied to the actual salary
rates in effect during the period or periods of prior service, plus interest at the
rate of 8.5 percent a year compounded annually from the date on which the
contributions would otherwise have been made to the date on which the payment is
made.  If the employer agrees to payments under this subdivision, the purchaser must
make the employee payments required under this subdivision within 290 days of the
prior service credit authorization.  If that employee payment is made, the employer
payment under this subdivision must be remitted to the chief administrative officer
of the public pension plan within 60 days of receipt by the chief administrative
officer of the employee payments specified under this subdivision.

    Subd. 3.    Documentation.  The prospective purchaser must provide any relevant
documentation required by the chief administrative officer of the public pension plan
to determine eligibility for the prior service credit under this section.

    Subd. 4.    Payment precondition for credit grant .  Service credit for the
purchase period must be granted by the public pension plan to the purchaser upon
receipt of the purchase payment amount specified in subdivision 2.

    HIST: 1998 c 390 art 4 s 2; 2002 c 392 art 11 s 41
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