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Executive Summary of Commission Staff Materials

Affected Pension Plan(s):

Relevant Provisions of Law.

General Nature of Pro/Josaf.

Date of Summary

PERA-General

Special Law Provision

Service Coverage Transfer

January 26, 2006

Specific Proposed ChanQes

. Authorizes Randy Kelly to transfer coverage for service as Mayor of St. Paul from the PERA
Defined Contribution Plan to the PERA-General Employees Retirement Plan.

Policy Issues Raised bv the Proposed Legislation

1. Appropriateness of reversing a knowledgeable benefit coverage election.

2. Equitable considerations related to the coverage election issue.

3. Combined service annuity impact and the potential insufficiency of the required payment
amount.

4. Appropriateness of transfer in light of the legislative policy favoring elected official defined
contribution plan coverage.

5. Appropriate portion of the additional payment amount to be borne by the city of St. PauL.

6. Appropriateness of a local approval requirement.

7. Precedent.

Potential Amendments

LCPR05-384 requires incorporation of Combined Service Annuity impact in service credit purchase
payment amount. (Substantive)

LCPR05-385 reduces permissible city portion of payment amount to reflect PERA-General
employer contribution portion. (Substantive)

LCPR05-386 adds local approval requirement. (Substantive)

LCPR05-383 Summary



\ LEGISLATIVE COMMISSION ON NSIONS AND RETIREMENT

TO: Members of the Legislative Commission on Pensions and Retirement

Lawrence A. Martin, Executive Directoilli

S.F. xxx (Pogemiller); H.F. xxx: PERA; Coverage Transfer Election tÌom
PERA-Defìned Contribution Plan to PERA-General for St. Paul Mayor Service

(Document LCPROS-383)

FROM:

RE:

DATE: January 26,2006

Summary of Document LCPROS-383

Document LCPROS-383 permits Randy Kelly, identified as the intended lone member of a class of local
government employees based on demographic factors which, in combination, are unique to him rather
than named, in conformance with the Minnesota Constitution, Article XII, Section 1, to elect coverage for
the four-year period 2002-2006 by the Coordinated Program of the General Employees Retirement Plan of
the Public Employees Retirement Association (PERA-General) rather than the PERA-Defìned
Contribution Retirement Plan upon the transfer of his PERA-Defined Contribution Plan assets and the
payment of an additional amount to the extent that the transferred PERA-Defined Contribution Plan assets
are less than the required reserves for the PERA-General retirement annuity payable upon initial
retirement eligibility, potentially split between Mr. Kelly and the City of St. Paul, with St. Paul's share
discretionary and capped at S7 percent of the total payment amount. The special legislation would be
effective immediately and would expire on January 1, 2007.

Public Pension Problem of Randy Kelly

Randy Kelly, a former state legislator and the recent mayor of St. Paul, elected retirement coverage by the
Defined Contribution Retirement Plan of the Public Employees Retirement Association (PERA-Defined
Contribution) in 2002, upon becoming St. Paul mayor, although he was eligible instead for coverage by
the General Employees Retirement Plan of the Public Employees Retirement Association (PERA-
General). Mr. Kelly is no longer in public employment, is eligible to retire with a reduced early retirement
annuity, now understands that this 2002 coverage election did not provide him the most beneficial
possible retirement coverage, and seeks to reverse his prior retirement coverage election and to obtain
PERA-General Coordinated Program coverage for the period 2002-2006.

During Mr. Kelly's coverage by the PERA-Defined Contribution Plan, he made a five percent
contribution to the plan and the City of St. Paul made a five percent contribution to the plan. If Mr. Kelly
had been covered by the PERA-General Coordinated Program, the member contribution would have been
S.10 percent of covered pay for the period January 1,2002, to January 1,2006, and S.SO percent of
covered pay for the period after December 31, 200S, and the employer contribution would have been S .S3
percent of covered pay for the period January 1,2002, to January 1,2006, and 6.00 percent of covered pay
for the period after December 31, 200S.

Discussion and Analysis

Document LCPROS-383 authorizes a transfer of retirement coverage by Randy Kelly from the Defined
Contribution Retirement Plan of the Public Employees Retirement Association (PERA-Defined
Contribution) to the Coordinated Program of the PERA General Employees Retirement Plan (PERA-
General) for his four years of service as mayor of the City of St. Paul, \vith a transfer of his PERA-Defìned
Contribution Retirement Plan account and the payment of any balance between his account value and the
actuarial required reserves for the PERA-General retirement annuity that he would be eligible for by virtue
ofthe transfer, with authorization for the City of St. Paul to pay at its discretion up to 57 percent of that
payment amount.

Document LCPROS-383 raises several pension and related public policy issues for Commission
consideration and discussion, as follows:

1. Appropriateness of Reversing a Knowledgeable Benefit Coverage Election. The policy issue is the
appropriateness of special legislation reversing a retirement coverage election made by an individual
who should have been knowledgeable. PERA indicates that Randy Kelly enrolled in the Defìned
Contribution Plan using a stock PERA form that is supplied to all participating employers, dated the
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form on January 15, 2002, signed the form personally, did not contact PERA for any benefit advice,
and sent the form to PERA, which received it on January 25,2002. In retrospect, now that his future
career as mayor has been altered, the Deiined Contribution Plan choice does not seem to be the
optimal choice, but it is not clear that the January 15, 2002, decision that Randy Kelly made was not
indicative of his intent at the time. Many decisions relating to retirement plans, such as optional
annuity form elections, are open to potential second-guessing with the passage of time, but the
Commission rarely permits a reopening of these time-sensitive decisions. The Commission may wish
to take testimony about the circumstances of the January 25,2002, retirement coverage election.

2. Equitable Considerations Related to the Coverage Election Issue. This policy issue is closely related
to the first policy issue. The policy issue is the appropriateness of overturning a retirement coverage
choice based on equitable considerations and how the various equitable considerations balance in this
instance. If the Commission is to permit a change in a prior benefit coverage election, it probably
would be because equitable considerations, in balance, support the change. The sole favorable
equitable consideration currently available from press accounts is that Randy Kelly, as a newly elected
mayor entering into his initial term in office, operated in a blur and allegedly signed the election form
without much thought or consideration. Mr. Kelly may have further equitable considerations to offer
or may wish to elaborate on this equitable consideration and should be provided an opportunity to
testify. The contrary equitable considerations also relate to the circumstances of the election. Randy
Kelly was not an unseasoned neophyte offce holder who lacked familiarity with government, but was
in middle age, was a veteran politician, had sponsored pension legislation as a legislator, and was a
legislator and presumably voted when the PERA-General law was amended to require PERA-Defined
Contribution Plan coverage for local elected officials. Mr. Kelly had access to information Üom St.
Paul city human relations staff and Üom PERA before he made the retirement coverage decision, but
reportedly did not avail himself of any PERA counseling. The Commission will need to weigh
whether assertions of unfamiliarity, of a lack of attention, of a significant workload, and of whatever
other considerations that Mr. Kelly may forward are greater than the factors that would argue that Mr.
Kelly was capable of making and did make a considered judgment on the issue in 2002.

3. Combined Service Annuity Impact and the Potential Insufficiency of the Required Payment Amount.
The policy issue is whether or not the required payment amount for the coverage transfer to ofTset the
full actuarial cost of the change in fact covers the cost of the total retirement benefit impact from the
transfer under the Combined Service Annuity. Randy Kelly has 27 years of service credit in the
Legislators Retirement Plan, which translates to 77.5 percent of an average salary of approximately
$37,000, payable without reduction at age 62 and reduced at age 60 (or earlier with an additional
actuarial reduction under Minnesota Statutes, Section 3A.02, Subdivision 1 b) without the Combined
Service Annuity. Under the Combined Service Annuity, which would be available to Mr. Kelly with
PERA-General coverage for his St. Paul service, but not available with PERA-Defined Contribution
Plan coverage for his St. Paul service, he would be eligible for a Legislators Retirement Plan
retirement annuity equal to 72.5 percent of a five-year average salary of his last year's legislative
salary and of his four years of salary as a mayor, also reduced for an early receipt if taken before age
62, plus a PERA-General retirement annuity under the "Rule of90" provision. PERA has calculated a
full actuarial value payment amount based on the four years of potential PERA -General service and
salary credit transfer only, without apparently also calculating the impact of the Combined Service
Annuity which allows the use of Mr. Kelly's mayor's salary in calculating a highest five-year average
salary. The transfer authority requested in the draft proposed legislation is indistinguishable from a
prior service credit purchase and Minnesota Statutes, Section 356.30, Subdivision 2a, requires the
Combined Service Annuity impact required reserves amount to be paid 'as part of the purchase.
Amendment LCPR05-384 requires a transfer payment amount including the Combined Service
Annuity impact. Without the additional payment, the State General Fund would be liable for the
additional cost caused by the requested transfer, although that circumstance replicates the situation Mr.
Kelly would have had ifhe elected the PERA-General coverage in 2002.

4. Appropriateness of Transfer in Light of the Legislative Policy Favoring Elected Offcial Defined
Contribution Plan Coverage. The policy issue is the appropriateness of this proposed transfer from
defined contribution plan coverage to defined benefit plan coverage for an elected official when the
Legislature has been mandating defined contribution plan coverage for most elected offcials. In 1997

(Laws 1997, Chapter 233, Article 2), the Legislators Retirement Plan and the Elected State Officers
Retirement Plan were closed to new entrants, with future legislators, future constitutional offcers, and
elected existing legislators and constitutional officers covered by the Unclassiiied Employees
Retirement Program of the Minnesota State Retirement System (MSRS-Unc1assified). During the
1997 -1998 interim, the Commission reassessed the coverage change for legislators and constitutional
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offcers and declined to recommend a modification in the 1997 law. In 2001 (First Special Session
Laws 2001, Chapter 10, Article 11), future elected local government officials other than county
sheriffs were excluded fì-om the General Employees Retirement Plan of the Public Employees
Retirement Association (PERA-General) in favor ofthe PERA-Defined Contribution Retirement Plan.
Thus, with the exception of judges and county sheriffs, all recently elected officials in the State have
defined contribution plan coverage. The proposed change, substituting defined benefit plan coverage
for previously elected defined contribution plan coverage, runs contrary to the policy decisions of the
Legislature in 1997 and 2001 to provide defined contribution plan retirement coverage to most local
elected officials.

5. Appropriate Portion of the Additional Payment Amount to be Borne by the City ofSt. PauL. The
policy issue is the appropriate portion of the payment required in addition to the account transfer to be
borne by the City of St. Paul as part ofthe proposed retirement coverage transfer. PERA has
estimated that the required reserves for the PERA-General retirement annuity payable to Randy Kelly
on June 30, 2006, will exceed his PERA-Defined Contribution Plan account value by about $6,600.
Press accounts and materials supplied by former St. Paul Deputy Mayor Dennis J. Flaherty, indicate
that the St. Paul City Council was requested to pay $7,900 plus interest towards this required payment
total, while Mr. Kelly would pay $6,000 plus interest. The policy basis for the assumption of any
obligation by the City of St. Paul toward Mr. Kelly's retirement coverage transfer proposal is unclear.
The election of retirement coverage was made by Mr. Kelly independently, apparently without any
provision of advice or counseling by city staff Press accounts indicate that the city obligation during
his service as mayor, ifMr. Kelly had elected PERA-General coverage in 2002, would have been
$3,600, but Mr. Kelly is requesting a city payment of$7,900 plus interest. lIthe city was determined
to have been remiss in properly counseling Mr. Kelly, there would be some basis for a city payment,
but absent that, the payment appears to be more in the nature of a gift. With a larger city payment than
the amount payable at the time, the requested payment amount takeson additional characteristics of a
gift. The proposed legislation sets a maximum on a voluntary St. Paul contribution towards the
required additional payment amount of 57 percent of the total, which reflects the differential in press
accounts and the Flaherty materials (i.e., $7,900 -; $13,900 = 0.5683). The differential in PERA-
General Coordinated Program contribution rates during the period 2002-2006 was a member
contribution rate of 4.75 percent of covered salary and an employer contribution rate of 5.18 percent of
covered salary. Reflecting that differential would produce an employer maximum of 52 percent
(i.e., 5.18 -; 9.93 = 0.5216). If the Commission wou1dprefer to reflect the current PERA-General
contribution rate differential, Amendment LCPR05-385 would replace the proposed 57 percent limit
with a 52 percent limit.

6. Appropriateness of a Local Approval Requirement. The policy issue is whether a local approval
requirement is appropriate. Article XII of the Minnesota Constitution regulates local and special
legislation and, in Section 2 of that article, provides that legislation that applies to a single local
governmental unit is a special law and is effective only upon local approval. This legislation does not
obligate St. Paul to do anything, but authorizes the city to pay a portion of a pension obligation, and
hence is not likely to be special legislation absolutely requiring local approval to become effective. If
the Legislature wishes to avoid any contention that it is local legislation requiring local approval and
potential future litigation that could find otherwise, a local approval section could be added.
Amendment LCPR05-386 would add a local approval requirement.

7. Precedent. The policy issue is whether or not there are precedents in past legislation for this proposed
legislation and whether or not this proposed legislation, if recommended by the Commission and
enacted by the Legislature, could constitute a binding precedent for similar future legislative requests.
In the past, a service credit purchase has been enacted for elected officia1s who failed to elect General
Employees Retirement Plan of the Public Employees Retirement Association (PERA-General)
retirement coverage, including St. Paul (see First Special Session Laws 2001, Chapter 10, Article 17,
Section 9, relating to Jormer St. Paul Council member and former Transportation Department
Commissioner Len Levine), and that special legislation covers situations essentially identical to this
proposal and could be considered to be a precedent. The 2001 St. Paul special legislation, however,
was premised on either misinformation by the city, a clerical error by another city employee, or an
error by PERA, and no comparable third party error or culpability has been alleged in this case. This
proposed special legislation, if enacted, would likely be cited by any other local governmental elected
offcial who does not have PERA-General coverage for that elected service but would benefit from the
coverage. The distinguishing feature could be the fact that Randy Kelly was grandparented in for
PERA-Generalcoverage eligibility, which grandparenting ended on June 30, 2002, and any elected
offcials taking offce after that date would not have had that PERA-General option.
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CITY OF SAI PAUL
Randy C. Kelly, Mayor

390 City Hall Telephone: 651-266-8510
15 West Kellogg Boulevard ' Facsimile: 651-266-8513

Saint Paul, MN 55102

December 27,2005

The Honorable Lawrence J. Pogemiler
75 Rev. Dr. Marin Luther Kig Boulevard, Room 235
Sant Paul, Minnesota 55155~' /1
Dear sena~mil1er,~(

As a follow up to our recent phone conversation, enclosed you will find a City Council
Resolution unanmously adopted on December 14, 2005 indicating their support of a
legislative remedy that allows Mayor Randy Kelly to transfer his pension contribution
from a defined contrbution plan to a defined benefit plan allowing him to coordinate his
contrbutions to MSRS and PERA.

Nancy Haa, of our staf, spoke with Representative Steve Smith's assistat regarding this
problem and he has indicated his support; therefore, I am sending ths resolution to hi as

welL.

If I can be of fuher assistace, please do not hesitate to contact me.

c: Representative Steve Smith

Wendy Underwood, City of Saint Paul Legislative Liaison

Enclosure

lOP'&'t", J,' n', 0 fJ. 2,OO~,,' ni I"J1'" Q
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RESOLUTION

;!~Oírlli,MJNNëSOTA
(/

1 WHEREAS, the Cíty ofSaínt Paul has approved the following ítems as a par of its 2006.Legislative
2 Agenda;
3
4 NOW, THEREFORE, BE IT RESOL VEn that the Cíty of Sait Paul lists its 2006 Legislative Agenda
5 as follows:

6
7 Policy Items

8 . Establish reasonable policy on emient domai

9 . Full fudig of Local Governent Aid

10 . Dedicated tranit and tranporttion fudig

11 · Support curent moratorium on limited market value phase-out

12 . Remove puntive damages cap

13 · Fake ID statute change to enhance penalties
14 . Close curency exchange busmess loopholes

15 · Muncipal tow lot chages

16 . Placement and monitorig of registered sex offenders

17 . Car racing penalty increase

18 . Loud car stereo consequences

19
20 Supnort Items
21 . Central Coirdor

22 . Union Depot - Ramsey County Request

23 . Support for Highand Park Ford Motor Plant

24 . Support for Rock- Tenn Company

25 . Red Rock and Rush Lme Coirdors

26 . Motor Vehicle Sales Tax (MST) constitutíonal amendment

27 · Oppose levy limts and other restrctions on local governent fiancmgauthority
28 . Statewíde smokig ordiance

29 · Minesota Deparent of Health interconnector capital project
30 . Public educatíon fuding

31 · Re-establish youth afer school enrchment programs for K-12

32 . Pensions refonn

33 · Support legislatíon that would allow Mayor Randy Kelly to transfer his contrbution from a defied
34 contrbution plan to a derined benefit plan, in order to allow hi to coordiate his contrbutíons to
35 the MN State Retirement System and the Public Employee Retirement Associations.

-
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36 · Funding to the Deparent of Employment and Economic Development for Redevelopmen
37 and Bioscience Grats
38 · Miniesota Housing Finance Agency Supportve Housing Intiatives

39 · Minesota Gang Stre Force

40 . Techncal changes to Local Governent Aid formula

41 . State Buìlders Code recognzed as strct liability

42 . Clean Water Legacy Act

43 . Metro Parks capital projects

44 · Minnesota Librar Association capital proj ect
45 . Metr State capital project
46 . Sait Paul Col1ege capital project

47 · 25 mile-per-hour speed limit on urban residential streets
48 . Enact historic preservation tax credit

49 · Support for Robert Street/ighway 52 trsit study
50 · League of Minesota Cities legislative agenda
51 · Association of Metropolita Muncipalities legislative agenda
52 . Ramsey County legislative agenda

Benav
Bostrom
Hars
Helgen

Latr
Montgomery
Thune

Yeas
,,.
".
V'..

V',.
v"

Na s Absent

U!

By:

tt / By:
Adopted by Council: Date ;:~t: ~4~ /~ P'~-

)
d by Council Secreta Form Approved by Mayor for Submision to Counc

By:

By:
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Mayor Kelly Pension Change

When Mayor Kelly enrolled in PERA at the beginning of 
his term in 2002,

he signed a form designating enrollment in the PERA Defined Contrbution

Plan for Elected Officìals. It was his intention to enroll in the Coordinated

Plan, thereby allowing him to combine his elected official servce as Mayor

to his servce in the Minnesota Legislatue. Consequently, a legislative

change is needed to allow Mayor Kelly to switch his PERA retirement plan

coverage from the Defined Contrbution Plan retroactively to the

Coordinated Plan. The total value of the Defined Contrbution Plan would

then be rolled into the Coordiated Plan, and the difference in employee and

employer contrbutions plus interest would have to be paid into the plan. The

Saint Paul City Councìl approved a legislative agenda that supports a

legislative change to accomplish this, to which the City of Saint Paul would

contrbute $7,966.78, and Mayor Kelly would contrbute 
$5,972.89.



12/22/0501:26 PM PENSIONS LM/PO LCPR05-384

1. ......................... moves to amend S.P. ...; H.P. ..., Document LCPR05-383, as

1.2 follows:

1. Page 2, line 14, after "enactment" insert "plus the amount representing the present

1.4 value of the amount by which the retirement annuity from the le,gislators retirement plan

1.5 was increased or the retirement age eli,gibility was modified under Minnesota Statutes,

1.6 section 356.30, from the additional service and salary credit under Minnesota Statutes,

1. chapter 353"

1 Amendment LCPR05-384



12/22/0501:27 PM PENSIONS LM/PO LCPR05-385

1. ........................, moves to amend S.P. ...; H.P. ..., Document LCPR05-383, as

1.2 follows:

1. Page 2, line 15, delete "57" and insert "52"

1 Amendment LCPR05-385



12/22/0501:28 PM PENSIONS LM/PO LCPR05-386

1. ......................... moves to amend S.P. ...; H.P. ..., Document LCPR05-383, as

1.2 follows:

1. Page 2, line 22, delete "final enactment" and insert "the date on which the city

1.4 council of the city of St. Paul and its chief clerical officer timely complete their compliance

1.5 with Minnesota Statutes, section 645.021, subdivisions 2 and 3"

1 Amendment LCPR05-386
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1.1 A bil for an act
1.2 relating to retirement; general employees retirement plan of the Public

1. Employees Retirement Association; permitting a transfer of retirement coverage

1.4 from the defined contribution retirement plan to the general employees retirement

1.5 plan in certain instances.

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

1.7 Section 1. PERA.GENERAL; AUTHORIZING TRANSFER OF COVERAGE

1.8 FROM DEFINED CONTRIBUTION PLAN IN CERTAIN INSTANCES.

1.9 (a) An eli,gible t)erson described in paragraph (b) may elect under paragrat)h (c) to

1.0 transfer t)ast retirement coverage from the defined contribution retirement plan of the

1.11 public employees retirement association to the general employees retirement plan of the

1.2 Public Employees Retirement Association by authorizing the transfer of assets specified in

1.3 para,graph (d) and making the additional payment, if any, specified in paragraph (e).

1.4 (b) An eligible person is a former public employee or official who:

1.5 (1) was born on August 2, 1950;

1.6 (2) served in the Minnesota house of representatives from 1975 to 1991;

1.7 (3) served in the Minnesota senate from 1991 to 2002;

1.18 (4) became the mayor of a Minnesota home rule city in January 2002; and

1.9 (5) elected retirement coyerage by the defl1ed contribution retirement plan of the

1.20 Public Employees Retirement Association on January 15) 2002.

1.21 (c) The election of the retirement coverage transfer must be made in writing within

1.22 180 days of the date of enactment of this act. The election must authorize the asset

1.23 transfer specified in para,graph (d) and must be accompanied with any payment amount

1.24 required under paragraph (e). Upon the transfer and payment, the electing eligible person

1.25 is entitled to allowable service and salary cl'edit under Minnesota Statutes, section 353.01,

Section 1. 1
LCPR05-383
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2,1 subdivisions 10 and 16, for the service and salary related to the defined contribution

2.2 retirement plan covera,ge period.

2.3 (d) The transfer amount is the total member and employer contributions and any

2.4 investment performance to the credit of the eligible person in the defined contribution

2.5 retirement plan of the Public Employees Retirement Association.

2.6 (e) The additional payment amount is the amount by which the transfer amount

2.7 under paragraph (d) is less than the amount that would be required to be transferred to the

2.8 Minnesota post retirement investment fund for the coordinated program of the general

2,9 employees retirement plan of the Public. Employees Retirement Association retirement

2.10 annuity payable to the eligible person on the first day of the month next followin,g the

2.11 date of enactment or on the first day of the month next following the day on which the

2.12 eligible person is first eligible to receive a retirement annuity from the general employees

2.13 retirement plan of the Public Employees Retirement Association if that date is later than

2.14 the date of enactment. The fonner employer of the eligible employee may pay a portion of

2.15 the additional payment amount, but not to exceed 57 percent of the total amount, at the

2.16 discretion of the former employer.

2.1 7 (t) The executive director of the Public Employees Retirement Association may

2.18 request any relevant documentation to verify a person's status as an eligible person under

2.19 this section and may audit city records to verify conformity with Minnesota Statutes,

2.20 section 353.01, subdivisions 10 and 16.

2.21 Sec. 2. EFFECTIVE DATE.

2,22 (a) Section 1 is effective on the day following final enactment.

2.23 (b) Section 1 expires on July 1, 2007.

Sec. 2. 2
LCPR05-383


