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Soecific Proposed ChanQes
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for plan coverage. The City of St. Paul pays a considerable share of the full actuarial value
payment.
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1. Whether the City of St. Paul caused harm by not including the individual in PERA-General on
November 11, 1988.

2. Whether PERA caused harm, justifying a departure from normal payment terms.

Potential Amendments

H0876-1A Shifts the full actuarial value payment burden to the employee

H0876-2A Employee and employer each pay one-third of the full cost of the purchase, with
PERA absorbing the remaining one-third. This approach may be justified if PERA
is partly to blame for coverage failure.
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RE: H.F. 876 (Swails); S.F. 2016 (Saltzman): PERA-General; Service Credit Purchase for a
Period of Uncredited Service by a St. Paul Department of Public Works Employee

DATE: March 22, 2007

Summary ofH.F. 876 (Swails); S.F. 2016 (Saltzman)

RF. 876 (Swails); S.F. 2016 (Saltzman) would allow Patrick J. Lowry to purchase service credit in the
General Employee Retirement Plan of the Public Employees Retirement Association (PERA-General) for the
period November 11, 1988, through September 30, 1989, a period of service that was not covered because of
an apparent failure by the city of St. Paul to report him for plan coverage. To receive the service credit, Mr.
Lowry would pay the employee contributions that would have been made at that time plus 8.5 percent interest.
The city would be mandated to pay the remainder of the full actuarial value payment. Authority to make the
purchase expires on June 30, 2009, or upon termination of covered employment, whichever is earlier.

Public Pension Problem of Patrick J. Lowry

Mr. Patrick J. Lowry, cUlTently age 49, was first employed by the city of St. Paul on a seasonal basis in
February 1986, in the St. Paul Department of Public Works. His city employment through mid-1988 did
not qualify for PERA-General coverage because of its intel1nittent nature. However, as of November 11,
1988, he had worked for a suffciently long consecutive period to qualify for PERA-General coverage, and
PERA law required the city to report Mr. Lowry for PERA coverage. At that time, PERA law prohibited
season employees (employees not expected to continue in employment beyond six consecutive months)
from being members, but ifthe employee continued beyond six months and had a salary exceeding $425
in a month, the department head was required to report the employee for PERA membership and the
employee was to remain as an active plan member until tel1nination of public service (see Minnesota
Statutes 1988, Section 353.01, Subdivision 2b, paragraph (a), clause (6), and paragraph (b)).

PERA recently reviewed Mr. Lowry's city employment record and determined that the city reported Mr. Lowry
for PERA-General coverage as of October 1, 1989, but he should have been reported as of November 11, 1988,
the date on which PERA claims he first met requirements for mandatory coverage. Mr. Lowiy is seeking to
purchase service credit in PERA-General for the period November 11, 1988 through September 30, 1989. This
would add to the value of his retirement annuity when he does retire by giving him an additional 11 months of
service credit. More impOliantly, the service credit would give him an initial plan coverage date before July 1,
1989, which would entitle him to benefits only available to individuals with pre- 1 989, service credit in PERA-
General or another plan included in the Combined Service Annuity provision, including access to the "Rule of
90" (the iight to retire without a reduction due to early retirement whenever the employee's age plus years of
service credit total at least 90), and, for those pre-July 1, 1989, hires who wish to retire before nonnal retirement
age (age 65 to 66) but who do not have sufficient service credit and age to total 90, access to a subsidized early
retirement reduction, by using a reduction factor that is less than an actuaral reduction.

Background Information

A. Service Credit Purchases. Attachment A provides background infol1nation on service credit purchases
and the Commission's service credit purchase policy.

B. Pre-July 1, 1989, Benefits and the "Rule of90." Attachment B provides background inf0l11ation on
the "Rule of 90" and other benefits restricted to pre-July 1, 1989, hires.

C. Public Employees Retirement Association. Attachment C provides background infol1nation on the
General Employee Retirement Plan of the Public Employees Retirement Association (PERA-General).

Discussion and Analysis

H.F. 876 (Swails); S.F. 2016 (Saltzman), allows Patrick J. Lowry to purchase service credit for a period of
uncovered service in PERA-General on a full actuarial value payment basis. The bill raises the following
pension and related public policy issues for consideration and discussion by the Commission:

1. Public Employment, Minnesota Connection. The issue is whether Mr. Lowry's request is consistent
with the typical Commission requirements that the service being purchased is a period of public or
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quasi-pnblic employment with a Minnesota connection. All available infOl1nation indicates that this
situation meets that standard. During the applicable period, Mr. Lowiy is listed on St. Paul city
payroll records as an employee. His employment was public employment for the city of St. PauL.

2. Appropriate Service Credit Purchase Payment. When there is no indication that the pension fund
caused harm, the Commission's policy is to require a full actuarial value payment to avoid harming
the fund by the purchase. A full actuarial value payment is intended to provide a total payment to the
pension fund equal to the liability expected to be imposed on the fund by the extra service and/or
salaiy credit to be received. The bil is drafted to require a full actuarial value payment. The eligible
individual would pay the employee contributions that would have been made at the time, plus interest
to C0l1'ect for the time value of money and to eliminate any windfall to the individual, and the city
would be required to pay the remainder ofthe full actuarial value. This is the model the Commission
typically follows when the Commission concludes that the employer caused hann.

3. Eniployee Wilingness to Pay. The issue is whether the individual is wiling to make the employee
payment required under the bill, or any revised employee payment ifthe bill is amended. Payment of
employee contributions plus interest, as required by the bill, would be favorable to the employee. In
April 2006, PERA estimated the employee contribution plus interest to be $3,450, while the full
actuarial value (the additional pension value following the purchase) was estimated to be $35,757.
Although the terms are favorable to the employee, the Commission may choose not to consider the bill
further ifthe individual is not wiling to make that payment, or is unwiling to make the payment that
would be required under any revised bil that the Commission might recommend.

4. Actuarial Condition ofPERA. The issue is PERA-General's CUlTent actuarial condition.
Attachment C presents the July 1, 2006, actuarial valuation results. As of July 1,2006, PERA-
General's liabilities exceeded its assets by $4.2 bilion, and its funding ratio was 75 percent, and there
was a contribution deficiency of 1.14 percent of payroll, or $53.5 milion. However, not shown in
Attachment C are recently enacted contribution rate increases to be phased in over the next few years.

5. Question ofResponsibility/Hann. The bil is drafted assuming that the city caused harm and should
be responsible for addressing that harm. While much ofthe available information suppOlis a
conclusion of employer error, the Commission may wish to consider whether the individual and the
pension fund also contributed to the current situation. Regarding the question of employer error or
responsibilty, a PERA statnte during the applicable time period placed responsibility on the employer
for enrolling the individual in PERA. When a seasonal or other Shoii-tel11 employee exceeds six
months of continuous employment, the employer must report the individual for PERA-General
membership and begin the withholding ofPERA contributions from pay (Minnesota Statutes 1988,
Section 353.01, Subdivision 2b, paragraph (a), clause (6), and paragraph (b)). PERA staff reviewed
Mr. Lowiy's records and concluded that the city should have repoiied Mr. Lowry for PERA
membership on November 11, 1988, but he was not reported by the city until October 1989.

Regarding the question of whether the employee's actions contributed to the current situation, the
Commission may wish to hear testimony about whether the individual knew early during his
employment that there was an improper delay in reporting him for PERA coverage, and whether he tried
to address the problem at that time. The problem arose in 1988 and 1989, but the Conunission is being
asked to address it many years later, in 2007. It is possible that the individual Was aware of the delay in
PERA coverage ShOiily after it occurred, but took no action to address the situation because at that time it
was not viewed by him as a problem. Young employees rarely value pension coverage. Ifthe plan
coverage probletn had been addressed shoiily after it OCCUlTed, it could have addressed with minimal
cost, considerably reducing the city's financial liability, and without any need for a legislative solution.

While the city erred in not reporting Mr. Lowry for membership at the proper time, PERA had records
which should have pel111itted PERA to identify that Mr. Lowry's hire date and the date of first plan
coverage differed. This might have led PERA to investigate whether the reporting delay was consistent
with law. PERA is charged under law with ensuring that the plan is receiving proper contributions.
Thus, PERA had a responsibility to investigate such situations. Miimesota Statutes 1988, Section
353.27, Subdivision 4, states, in paii, that the head ofthe employing unit's payroll department wil
submit to PERA, for each pay period, the names of all PERA members and their PERA identification
number, and the names of all new public employees to be covered by PERA and their appointnient dates.
Presumably, "appointment date" means the date of hire. Later in the same subdivision is a statement that
"repoiis of contributions (submitted to PERA) shall be accompanied by a membership enrollment form
for each new employee..., and it shall be the responsibility of depaiiment heads to obtain such
enrollment forms from the employees to be submitted to the association within 30 days following the
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date of e11ployment." In Mr. Lowry's case, the PERA enrollment fOl11 would have been obtained many
110nths, rather than within 30 days, of being hired. Unless the city failed to file these reports, it appears
that on one or 110re repoiis or enrollment f0l11s PERA received, the infonnation would indicate that Mr.
Lowry's hire date was considerably earlier than the date he was reported to PERA. PERA has a
responsibility to identify situations where coverage is improperly delayed, and PERA is authorized to
remedy these situations. Under another subdivision of the same statute, subdivision 12, PERA shall
address omitted contribution situations, going back as many as three years if ilecessaiy, by charging the
employer for all contributions plus interest whenever a delay exceeds 60 days,

Thus, the C011mission may wish to consider whether responsibilty for the present situation extends
beyond the city of St. PauL. Under statute, it was the city's responsibility to report Mr. Lowry in
November 1988, rather than delaying until October 1989. However, by 1989 PERA should have had
infol1nation in its files on Mr. Lowry suffcient to warrai1t further review, and PERA could have
promptly resolved the situation if it had identified the problem. The Commission may also wish to
consider whether the individual 11ade suffcient effort to get the problem addressed early, when it
could be addressed simply, cheaply, and without legislative involvement. If the Commission does
conclude that there is a shared responsibility for the CUlTent situation, the Commission may wish to
consider revising the payment terms to reflect that shared responsibility among the applicable parties.

6. Scope of the Problem. The issue is whether there are other St. Paul employees with similar coverage
problems. If so, resolving the problem could become considerably more costly.

7. Relationship to Other Service Credit Purchase Requests Heard by Commission. The situation covered
by this bil is unusual but not unique, involving a purchase of service credit where the purchased
service credit wil give the individual access to plan benefit provisions that are restricted to individuals
who became plan members before July 1, 1989. At the March 24,2006, meeting, the Commission
considered 2006 Session RF. 4020 (Emmer); S.F. 3658 (Koch), in the f0l11 of bill draft LCPR06- 122,
which would have granted access to pre-July 1, 1989, benefits to a PERA member who had no pre-
July 1, 1989, service, but who purchased service credit for a period ofmilitaty service that occurred in
the early 1980s under a PERA provision pe111itting full actuarial value miltaiy service credit
purchases for periods that occurred before the individual became a Minnesota public employee
(Section 353.01, Subdivision 16a). The individual covered by 2006 SessionIH.F. 4020 (Emmer);
S.F. 3658 (Koch) .first became a PERA member in 1990, and he later purchased service credit related
to his early 1 980s militaiy service. The individual contended that the purchase gave him access to
provisions of the PERA plan applicable to individuals who became members prior to July 1, 1989.
PERA interpreted its law as not qualifying the individual to be a pre-July 1, 1989, hire despite
purchasing service related to a period of military service that OCCUlTed in the. early 1980s. 2006
Session H.F. 4020 (Emmer); S.F. 3658 (Koch) was an effort to give the individual the rights
applicable to pre-July 1, 1989, hires ifPERA received an additional payment suffcient to cover the
additional liabilities that would impose on the plan if that treatment were mandated. After some

.debate, the Commission took no action on the bilL.

A key difference between the current bill and 2006 Session RF. 4020 (Emmer); S.F. 3658 (Koch) is that
the current bil involves an individual who PERA contends, after reviewing the individual's employment
records, should have been a PERA-General member before July 1, 1989, and who failed to become a
pre-July 1, 1989, member due solely to a failure to properly apply PERA membership law.

Potential Amendments for Commission Consideration

Amendment H0876-1A requires the employee to pay the full actuarial value payinent. Authority under
the full actuarial value service credit purchase provision (Section 356.551), however, pel111its the city to
cover a considerable portion of the cost on his behalf, an amount not to exceed to full actuarial cost minus
employee contributions plus 8.5 percent interest. This is the approach the Commission typically uses if it
concludes that a service credit purchase should be permitted, but the amount of any employer payment is
to be decided by the employer. The Commission has often used this approach ifihere is uncertainty that
the employer caused harm.

Amendment H876A-2 shares the cost equally between the pension fund, the employer, and the employee,
and could be used if the Commission concludes that the employee, the employer, and the pension fund all
share some responsibility. Under this amendment, the employee and the employer would each pay one-
third of the full actuarial value payment amount, leaving the remaining third to be absorbed by the pension
fund as unfunded liability to be retired over time by all contributors to PERA.
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Attachinent A

Background Inforination on Retirement Plan
Service Credit and Service Credit Purchases

a. Defined Benefit Plans. Most Minnesota public pension plans are defined benefit plans. h1 defined
benefit plans, the pension benefit amount that is ultimately payable is pre-detenninable or fixed using a
formula or comparable alTangement. The fixed element ofthe benefit amount leaves a vaiiable element,
which is the funding required to provide that benefit. The formula utilizes aliowable service credit and
salaiy credit in the calculation, averaging the salary amounts for the five successive years' average salaiy
period that produces the highest amount for use as the base to which is applied a total percentage
amount determined by assigning a percentage amount to each year of allowable service credit.

b. Historical Shift in Plan Tvpes and to Salary-Based Plans. Minnesota's stattwide retirement plans

were not originally salary-related pension plans, with the predecessor to TRA established in 1915 as a
money purchase (defined contribution) plan, with MSRS-General established in 1929 as a set dollar
amount ($200 per month) plan, and with PERA-General established in 1931 also as a set dollar
amount ($20(J per month) plan. Conversion to salary-related pension plans OCCUlTed for MSRS-
General and PERA-General in 1957, which was a recommendation of the initial interim predecessor
to the Legislative Commission on Pensions and Retirement, and for TRA in 1969, which was a
recommendation of the initial permanent predecessor to the Pension Commission. The first class city
teacher retirement fund associations and Minneapolis Employees Retirement Fund (MERF) generally
shifted to salary-related pension plans in the 1950s (the Duluth Teachers Retirement Fund
Associati on (DTRF A) shifted in 1971).

c. Definition of Minnesota Defined Benefit Public Pension Plan Service Credit. Allowable service
credit in Minnesota's statewide and major local defined benefit retirement plans generally includes
many different service periods, which are:

1. Covered Current Service. Employment is a covered position with a covered employer for which member
contributions have been deducted and transmitted to the retirement plan;

2. Historic Credit in Plan Records. Service credit as reflected in the records ofthe retirement plan that
predates the plan's establishment or refol11Ulation;

3. Military Service Leave. Periods of service in the U.S. Armed Forces during a leave of absence;

4. Temporary Disability Periods. Periods ofleaves caused by a temporary disability;

5. Credit Reinstated by a Refund Repayment. Periods of service covered by a prior refund of member

contributions which have been repaid subsequently;

6. Part-Time Employment. Periods where full service credit is granted for parHime employment;

7. Sabbatical Leaves and Other Leaves of Absence with Pay. Periods of an authorized leave of absence
during which the member is paid a whole or a partial salary;

8. Extended Leaves of Absence Without Pay. Periods of an authorized leave of absence without pay;

9. Labor Union Employment or Elective Service. Periods of employment as anlexclusive collective
bargaining representative or as a elected official;

10. Parental or Family Leaves of Absence. Periods ofleaves or breaks in service for parental or family
reasons;

11. StTike Periods. Periods of a labor union strike; and

12. Out-of-State Teaching or Other Outside Service. Periods of teaching service, Peace Corps service, or
VISTA service.

d. Pur¡:mse of Service Credit. Service credit in a Minnesota defined benefit retirement plan exists for

three reasons, detennining vesting rights, detel11ining eligibility for an early noi11al retirement
annuity, and determining the amount of a retirement annuity.

Vesting is the circumstance of possessing a non-forfeitable right to an eventual retirement aimuity,
even if covered employment is terminated before reaching retirement age. In virtually aU Minnesota
defined benefit retirement plans, the vesting period is three years of service credit, which need not be
consecutive periods of service and which may include service covered by more than one Minnesota
defined benefit retirement plan.
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Early n0111al retirement annuity eligibility in Minnesota defined benefit retirement plans generally
means qualification for the "Rule of 85," where a member can retire with an unreduced retirement
annuity when the sum of the person's age and service credit total at least 85, or for the Minneapolis
Employees Retirement Fund (MERF) or the Basic Program of the Minneapolis Teachers Retirement
Fund Association (MTRF A -Basic), means qualification for the "30 and out" unreduced retirement
annuity payable when a person has credit for at least 30 years of service credit.

Retirement annuity determination is the calculation of a member's defined benefit retirement annuity,
using the plan's benefit accrual rate percentage (frequently 1.7 percent per year of service credit),
multiplied by the member's service credit, and the total applied to the member's final average salary
figure (highest five years average salary).

Defined benefit retirement plans exist to provide a retirement annuity at the conclusion of an
employee's normal working lifetime. Service credit allows for the retirement plan to bear its
propoiiional share of the burden of the ultimate total retirement annuity amount.

e. Special Legislation Service Credit Purchase Authorization. In Minnesota,nntiI1999, there were few

general law service credit purchase authorizations, and service credit purchase authorizations were
generally special law provisions.

The primaiy general law service credit purchase authorization was Minnesota Statutes 2004, section
354.51, enacted in 1931, when the Teachers Retirement Association (TRA) was a defined
contribution retirement plan, which allows TRA members with 15 years of service who have pre-
1953 out-of-state teaching service to purchase that service by making equivalent member
contributions, plus interest at the rate of 8.5 percent per annum.

During the period 1957-2006, the Legislature has enacted 254 special laws authorizing one person or
a small group of individuals to purchase prior service credit, distributed as follows:

Year Number Year Number Year Number Year Number Year Number Year Number
1957 1 1971 2 1979 7 1986 6 1993 7 2000 8
1959 4 1973 4 .1980 4 1987 3 1994 8 2001 10
1961 5 1974 5 1981 14 1988 7 1995 7 2002 2
1963 6 1975 10 1982 16 1989 12 1996 6 2003 6
1965 5 1976 4 1983 2 1990 10 1997 3 2004 1

1967 1 1977 9 1984 3 1991 6 1998 9 2005 1

1969 2 1978 9 1985 2 1992 6 .1999 8 2006 14

A majority of special prior service credit purchase laws relate to the three major general employees
retirement plans, with 33 special laws relating to the General State Employees Retirement Plan of the
Minnesota State Retirement System (MSRS-General), with 79 special laws relating to the General
Employee Retirement Plan of the Public Employees Retirement Association (PERA-General), and
with 48 special laws relating to the Teachers Retirement Association (TRA).

In considering special law service credit purchase requests, the Legislative Commission on Pensions
and Retirement has generally followed its Principles of Pension Policy, which require:

1. Individual Review. The Commission considers each service credit purchase request separately,
whether the request is proposed legislation for a single person or is proposed legislation relating
to a group of similarly situated individuals.

2. Public Employment. The period requested for purchase should be a peiHod of public employment
or service that is substantially akin to public employment. This is consistent with the notion that
public pension plans should be providing coverage for public employees for periods of time
when they were serving the public through public employment or through quasi-public
employment. Coverage for a period when an individual provided private sector employment is
not consistent with this statement.

3. Minnesota Connection. The employment period to be purchased should have a significant
Minnesota connection. This is consistent with the notion that Minnesota taxpayers support these
public pension plans and bear the investment risk in amassing plan assets. Given the support that
taxpayers provide, it is appropriate that the service have a Minnesota connection, reflecting
services provided to the people in the state.
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4. Presumption of Active Member Status at the Time of Purchase. The principle states that
contributions should be made by the member or in combination by the member and by the
employer. It is presumed that the individual covered by the service purchase request is an active
employee, because retirees generally are not considered to be "members" of a plan and these
individuals no longer have a public employer. If there are unresolved issues of whether an

individual should have service credit for a given period, those issues should be resolved before
the individual tei11inates from public service, and certainly before the individual retires. The act
of retiring undermines a claim that there is suffcient need for the Legislature to consider the
coverage issue. If there were considerable hardship caused by the lack of service credit,
presumably the individual would not have retired. Entering retirement suggests that the
associated pension benefit is adequate without any fuiiher increase in the benefit level due to a
purchase. Only on rare occasions have the Commission and the Legislature authorized service
credit purchases by retirees.

5. Presumption of Purchase in a Defined Benefit Plan. The prior service credit purchase
contributions in total should match the associated actuarial liability. The specific procedures in
Minnesota Statutes and law for computing service credit purchase amounts, Minnesota Statutes,
Sections 356.55 and 356.551, presume that the purchase is in a defined benefit plan with a
benefit based on the individual's high-five average salaiy. There is no process in law specifying
a procedure for computing a "full actuarial value" purchase in a defined contribution plan, or
even defining what that concept means in the context of a service purchase or service credit
purchase in a defined contribution plan.

6. Full Actuarial Value Purchase. Within the context of a defined benefit plan, the pension fund
should receive a payment from the employee, or from the employee and employer in
combination, which equals the additional liability placed on the fund due to the purchase. This
amount is refelTed to as the full actuarial value of the service credit puichase. The procedure
used to compute this full actuarial value should be a methodology that ¡accurately estimates the
proper amounts. When clear evidence indicates that the employing unit committed an enol' that
caused the individual to not receive pension plan coverage, the Commission has pel1nitted the
employee to make the employee contribution for the relevant time period, plus 8.5 percent
interest, and the employer has been mandated to cover the remainder ofthe computed full
actuarial value payment. If the employer does not directly make the payment following
notification that the employee has made his or her portion of the full payment, the Commission
has required that a suffcient amount to cover the remainder of the full actuarial value be
deducted from any state aids that would otherwise be transmitted to the employer. The
Commission has purposely departed from the full actuarial value requirement when there is
evidence that the pension plan administration created the lack of service credit coverage due to
pension plan administration enor. In situations of pension plan el1"or, the employee may be
required to pay the contributions that would have been required for theirelevant time period, plus
8.5 percent interest to adjust for the time value of money, leaving any difference between that
payment and the full actuarial value to be absorbed by the pension fund.

7. No Violation of Equitable Considerations. Purchases of service credit should not violate
equitable considerations. Equity is a resort to general principles of fairness and justice whenever
the existing law is inadequate. In general, any issue or factor associated with a service credit
purchase request which can be viewed as lacking fairness or being less than impartial can be a
basis for rejecting a request. Requests by existing retirees to purchase additional service credit
and have their annuities recomputed could be viewed as being a situation that violated equity
considerations. New requests on behalf of individuals who were covered by purchase of service
credit authorizations passed by earlier Legislatures but who are dissatisfied with the purchase of
service credit terms that were provided can be considered as violating equity considerations.
Individuals requesting service credit purchases for periods specifically excluded from plan
coverage under the applicable law could be considered as violating equity considerations, among
other policy concems relating to those considerations. Requests to purchase service credit for
periods covered by another pension plan may raise equity concerns. Generally, a service credit
purchase is intended to fill a gap in coverage, not to create double coverage. Long delays in
seeking remedial action can also be considered a violation of equity considerations. Individuals
tend to wait until late in their career before seeking any remedial action for lost service credit.
Prompt action, closer to the time period when the service credit problem OCCUlTed, would often
result in a solution at a lower cost and would avoid efforts by the Commission to tiy to detel11Ìne
the factual situation many years, or even decades, after the event occurred.
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f. 1999-2004 General Service Credit Purchase Provisions. The recently expired full actuarial value
sei-vice credit purchase provisions and the years in which they were enacted are as follows:

1999

\I Military service (IRA and first class city teacher plans)
.. Out-of-state teaching service (TRA and first class city teacher plans)
· Maternity leave or absence or matemity break-in-service (IRA and first class city teacher plans)
· Parochial or private school teaching service (TRA and first class city teacher plans)
.. Peace Corps and VISIA service (IRA and first class city teacher plans)
· Charter school teaching (IRA and first class city teacher plans)
\I Previously uncredited part-time teaching service (first class city teacher plans)

2000

· Military service (various MSRS plans, PERA plans)

.. Teaching service credit for various nonprofit Community Based Corporation service (IRA and first

class city teacher plans)

2001

.. Out-of~country and h'ibal teaching service credit (IRA and first class city teacher plans)

.. Developmental Achievement Center teaching service (TRA and first class city teacher plans)

.. Uncovered teaching service at University of Minnesota (IRA and first class city teacher plans)

.. Parentalleavelbreak-in~service (teacher plans, various MSRS and PERA plans, various other plans)

In 1999, the Commission was persuaded to suppOli several proposed generalized service credit purchase
provisions applicable to the Teachers Retirement Association and the first class city teacher retirement
fund associations (the Duluth Teachers Retirement Fund Association, the Minneapolis Teachers
Retirement Fund Association, and the St. Paul Teachers Retirement Fund Association). Under these
provisions, classes of individuals (those with prior militaiy service, out-of-state teaching service in a K-
12 situation, individuals who taught in parochial schools, provided Peace Corp service and vaiious other
groups), were pel11itted to purchase service credit in the applicable Minnesota plan for the specified
service. These provisions, which were strongly supported by teacher groups,conf1cted with the
Commission's policy statement in several ways. All lacked any requirement of an individual review of
the circumstance. Others were not related to public service or had no Minnesota connection.

In 2000, more service credit purchase provisions were added to law, this tinie for non-teacher plans,
providing a full actuarial value service credit provision for individuals who had military service prior
to becoming a public employee, or who failed to pay contribution requirements in a timely manner
under other militaiy leave service credit purchase provisions. These provisions enacted in 2000 were
comparable to the military service credit provisions added to teacher plan law a year earlier. In 2000,
teacher plan law was also revised to pel11it full actuarial value service credit purchases for non-profit
community-based teaching service.

In 2001, several other service credit purchase provisions were enacted. An out~of-country teaching
service credit purchase provision was created in teacher plan law, and also one for Development
Achievement Center teaching. These new provisions included sections oflaw pel11itting purchase of
sei-vice credit, not to exceed ten years, in the teacher plans for service while teaching at the University
of Minnesota which was not covered by a pension plan at the university. These provisions stemmed
from a legislative request for the executive director ofthe Minneapolis Employees Retirement Fund,
who many years earlier taught some accounting courses at the University while employed in a
position that was excluded from pension plan coverage. The final generalized service credit
provision enacted was a family leave provision peniiitting individuals who may be covered by a
teacher plan, or any of several other general employee and public safety plans, to purchase service
credit for the past family leaves or family-related breaks-in-service.

There are several reasons why the Commission and Legislature may have supported the above
provisions. First, the provisions were intended to be temporary. Each was set to expire a few years
after enactment. The departure from policy may have been viewed as a shoii-term departure from
established policy to address short-term market conditions for teachers. Second, the Legislature had
been given assurances that the provisions created no financial haim to the pension funds because the
purchases would be at full actuarial value, The methodology to compute full actuarial value purchase
prices had been revised in 1998, aiid the teacher unions and the administrators ofthe teacher pension
funds were confident that the procedures would produce accurate price estimates, thereby shielding
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other fund contributors from subsidizing these purchases. When the revised methodology was
enacted in 1998 as Minnesota Statutes, Section 356.55, the section included a provision requiring
data to be retained and analyzed on every service credit purchase made usil1g the procedure, and the
section included an expiration date. Iflegislative review ofthese purchases suggested that the
procedure was not accurate and was causing subsidies to occur, the section would be pel11itted to
expire. If it expired, a previous procedure used to estimate full actuarial value, coded as Minnesota
Statutes, Section 356.551, would again become effective. That prior procedure in Minnesota
Statutes, Section 356.551 tended to produce higher cost estimates than the revised procedure.
Teacher unions and other constituent groups favor continuing the revised procedure in Minnesota
Statutes, Section 356.55, because it tends to produce lower prices. From a policy standpoint, the
Minnesota Statutes, Section 356.55 procedure is better if it is more accurate than the prior procedure.
If the lower prices are resulting in subsidies, its use hal111S the pension funds.

As the repeal date for the revised full actuarial methodology and each of these temporary generalized
service credit provisions approached, the repeal dates were extended by the Legislature due to strong
support for these provisions from the teacher unions and other constituent groups. Most of the
provisions have now been extended more than once, but generally expired in July 2004.
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Attachment B

Background Information on "Rule of 90" Benefit Eligibilty
and Otlier Pte-July 1, 1989, Benefits

In 1989, a major benefit increase was enacted (Laws 1989, Chapter 319, Article 13) for the major general
employee pension plans. A significant aspect of that benefit increase, which was added as a House floor
amendment to proposed legislation relating to teachers' salaries in Independent School District No. 709
(Duluth), without a favorable recommendation by the Legislative Commission on Pensions and
Retirement, was the extension of the PERA-General "Rule of90" benefit eligibility provision to the other
major general employee retirement plans (the Minnesota State Retirement System General Plan
(MSRS-General), the Teachers Retirement Association (TRA), and the first class city teacher plans). This
extension created two benefit tiers (the "Rule of90" benefit tier and the "Level!Benefit" benefit tier) in all
these plans. The 1989 legislation, however, restricted the use of the "Rule of90" benefit tier to employees
who became members of the applicable plans before July 1, 1989. This applies not only to the plans in
which "Rule of90" provisions were first created in 1989, but also to PERA-General which had a "Rule of
90" benefit provision added to its law several years earlier. Individuals in any of these plans who
commenced covered employment on or after July 1, 1989, have access to only the level benefit provision.

Following the 1989 benefit increase bil, the "Rule of 90" and "Level Benefit" benefit tiers were as
follows:

1. "Level Benefit" Tier. All plan members were eligible to receive a retirement annuity using a level
benefit accrual fomm1a rate of 1.5 percent credit for all years of service, rather than the cunent one
percent of each of the first ten years of service, followed by 1.5 percent thereafter. If the
individual retires before the n0l111al retirement age, the benefit is actuarially reduced. The normal
retirement age for new employees will be automatically changed to cOlTespond to the Social
Security retirement age, as that changes over time. The normal retirement age is age 65, or slightly
later, depending on the date of birth.

2. "Rule of90" Benefit Tier. Plan members first hired before July 1, 1989, if their age plus years of
service total the sum of 90, were eligible to receive a benefit accrual fOl1mla rate of one percent
for each of the first ten years of service, followed by 1.5 percent per year thereafter, with no early
retirement reduction. If the pre-July 1, 1989, hire does not meet the "Rule of90" eligibility
requirement, the individual could select a benefit with an accrual rate of one percent for each of
the first ten years and 1.5 percent thereafter, with an earlier retirement reduction rate of three
percent per year.

Under the 1989 pension legislation, the Legislature reserved the iight to eliminate the "Rule of90" fì'om any

plan if more than 45 percent of eligible retirees use that provision, and the applicable plans were required to
repOli utilization rates to the Legislature. The "Rule of90" report requirement and elimination provision
was repealed in 1993, at the request of the various major general employee retirement plan administrators
when the Teachers Retirement Association (TRA) utilization approached the triggeiing leveL.

The 1989 "Rule of90" extension, with its restriction to pre-July 1, 1989, hires, reflects a compromise
based on policy and cost considerations. Although the accrual rate for the first ten years of service is less
than under a level benefit computation, the waiver of any early retirement benefit reductions that would
otherwise be required tends to more than outweigh the lesser accrual rate used of the first ten years of
service, creating a subsidized benefit. This subsidy of those who have sufficient age and years of service
to qualify for and use the "Rule of 90" adds to the plan cost, to be paid by many who will never have
sufficient service to qualify for this benefit. Restricting the "Rule of 90" to only those who staiied in
covered employment before July 1, 1989, made the cost manageable under the 1989 bil. However, it has
created a difference between the benefit provisions available to the pre-July 1, 1989, hires and those who
came afterwards, leading to frequent requests by the more recent hires to have the "Rule of 90" extended
to them. So far, the Legislature has resisted those requests, for a number of reasons. One reason is that it
is not viewed as an issue needing prompt attention. Individuals who staiied employment after 1989 either
are suffciently young that retirement is not a serious concem, or their service is rather short, leaving them
far from qualifying for a "Rule of 90" benefit if one were to be offered. The second consideration is cost.
It would be necessary to increase the contributions to all these plans to cover the added liabilties that
would be created by extending the "Rule of90." The third consideration is policy conflcts created by
these early retirement provisions. An effort to extend early retirement provisions to post-1989 hires is in
conflict with changes in federal retirement policy. The Social Security system has been increasing the age
at which individuals can qualify for full Social Security benefits, and without those Social Security benefit
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checks and related Medicare coverage, most Îndividuals who might wish to retire early from a Minnesota
public plan can not afford to do so, because of the high cost of health care. Also, given the increases in

expected lifespan that has occurred and that wil continue to occur, one can argue that average retirement
age may need to be increased rather than decreased, to control plan cost. Fourth, given CUlTent and future
labor markets, there is a need to encourage the post-World War II baby boom generation to stay in the
labor force, rather than encouraging their withdrawaL. The next generation is too small to fill all the
positions that wil become vacant. To some extent "Rule of 90" provisions encourage withdrawal from
the labor force. Finally, "Rule of90" provisions are inconsistent with the concepts upon which our
defined benefit plans were based. These plans were intended to attract suffcient capable workers, to act
as a retention tool to keep them in govemment employment, and to ouHransition them at the end of their
productive years, providing suffcient income in retirement, along with Social Security benefits and
private savings, to allow the retiree to retain a reasonable standard ofliving. Many who retire under the
"Rule of 90" are not ready to leave the labor force, and thus the benefits are not used to provide retÎrement
income. Retirement benefits paid to those who simply transition to other employment add to plan cost
and may not be serving a useful public purpose.

The benefit accrual rates enacted in 1989 were increased again in 1997 (Laws 1997, Chapter 233,
Article 1). Following the enactment of the 1997 revisions, a benefit computed under the level benefit tier
would use an accrual rate of 1.7 percent per year of service, rather than 1.5 percent. Benefits computed
under the "Rule of 90" benefit tier now use an accrual rate of 1.2 percent per year for each of the first ten
years, and 1.7 percent for each year thereafter. As part of the 2006 merger ofthe Minneapolis Teachers
Retirement Fund Association (MTRF A) into the Teachers Retirement Association (TRA), the Legislature
again increased accrual rates, but only for TRA and only for prospective service.

In addition to the "Rule of90," there are other benefits generally found in theseigeneral employee plans
which apply only to the pre-July 1, 1989, hires. These include an age 65 n0l11al retirement age, rather
than age 66. The lower age 65 normal retirement age wil lessen the amount ora reduction due to early
retirement compared to use of age 66, and will allow individuals to retire with full benefits a year earlier.
Another is a 30-year provision, which allows individuals with 30 years of service credit to retire prior to
normal retirement age with a reduction applied only to age 62 rather than age 65, creating a larger benefit.
A third provision applicable only to the pre-July 1, 1989, hire group is an early retirement benefit
computed using the "Rule of 90" tiers described above with a three percent per year reduction due to early
retirement.
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Attachment C

Background Infonuation on the General Employee Retirement Plan
of the Public Employees Retirement Association (PERA-General)

The General Employee Retirement Plan of the Public Employees Retirement Association (PERA-General) is
governed by Minnesota Statutes, Chapter 353, and vaiious other provisions oflaw. It is a defined benefit
retirement plan that provides disability coverage, survivor benefits, and retirement coverage to over 142,000
public employees throughout the state, other than public safety employees. PERA-General provides
coverage to public employees who work for the counties, cities, and in non-teaching positions in school
districts. PERA currently has over 56,000 retirees and 35,000 deferred retirees. PERA-General assets
exceed $11.8 billon, but liabilities exceed $15.8 billion, creating a funding ratio of79.7 percent. To deal
with plan contribution deficiencies, the 2005 Legislature passed provisions which will phase in contiibution
rate increases. The current employee contribution rate is 5.75 percent, and wil increase to 6.0 percent of pay
in 2008. The cunent employer contribution rate is 5.75 percent of pay, increasing to 6.0 percent in 2008.
There is also an employer additional contiibution, currently 0.50 percent of pay, increasing gradually to
1.0 percent of pay in 2010.

The table below presents the plan's actuarial condition as of June 30, 2006. PERA cUlTently has over $4.2
billon in unfunded liability and a contribution deficiency of 1.14 percent of payrolL. The Legislature has
recently taken steps to address PERA-General's actuarial condition through mandated contribution
increases that will phase in over the next few years.

Membership

Active Members

Service Retirees

Disabilitants

Survivors

Deferred Retirees

Nonvested Former Members

Total Membership

Funded Status
Accrued Liability

Current Assets

Unfunded Accrued Liability

Funding Ratio

Financinq Requirements

Covered Payroll

Benefits Payable

Normal Cost

Administrative Expenses

Normal Cost & Expense

Normal Cost & Expense

Amortization

Total Requirements

Employee Contributions
Employer Contributions

Employer Addl Cont.
Direct State Funding

Other Gov!. Funding

Administrative Assessment

Total Contributions

Total Requirements

Total Contributions

Deficiency (Surplus)

2006

74.65%

7.78%
0.20%

7.98%

7.98%

4.92%
12.90%

5.63%

6.13%
0.00%

0.00%

0.00%

0.00%

11.76%

12.90%

11.76%

1.14%

144,244

50,320
1,940

6,818

37,476
105,590

346,388

$16,737,56,758
$12,495,207.148
$4,242,549.610

$4,703,895,104
$748,390,506

$366,059,040
$9,407.790

$375,466,830

$375,466,830
$231,431.639
$606,898,69

$264,931,649
$288,515,428

$0

$0

$0
$0

$553,447,077

$606,898,69
$553.447.077

$53,451,392

Being a defined benefit plan means that PERA-General's retirement benefit is specified by a formula in
law. Under these formulas, the average of salary close to retirement (the average of the five consecutive
years that provides the highest average salary) is multiplied by a factor or factors refened to as accrual
rates. An accrual rate is the percentage of the high-five salary that the individual receives per year of
service. This result is then multiplied by the number of years of service to deteniiine the benefit. For a
PERA-General member who started covered service in one ofthe larger Minnesota public plans before
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1989, the n0l11al retirement age is 65. That is the age at which an individual, following termination of
coveled service, can receive an annuity without any penalty due to early commencement of the benefit.

Under law, a tel11inated employee may begin drawing an annuity as early as age 55, but with a reduction
due to early retirement. If a PERA member starts drawing an annuity at the n0l111al retirement age, the
accrual rate in law is 1.7 percent (assuming a coordinated member, which meaI1S a member who is also
covered by the Social Security Old Age, Survivor, and Disability Program for the covered employment).
If the high-five average salaiy happened to be $40,000 and the individual had 30 years of service, the
al1nual benefit would be $40,000 x 1.7 percent x 30 years = $20,400.

As noted, the n0l11al retirement age (the age at which an individual can retire with full, unreduced
benefits) is about age 65, although individuals can retire as early as age 55. If individuals retire before
normal retirement age, generally a reduction in the monthly benefit is required to compensate for the
longer period during which a person wil be receiving a benefit. (If two individuals have the same salary
and same years of service credit, but one is retiring at age 65 while the other retires at age 55, the
individual who retires at age 55 is likely to be drawing a monthly benefit for ten years longer than the age-
65 retiree.) For individuals who began employment after July 1, 1989, the reduction to compensate for
early retirement is a full actuarial reduction. In other words, the monthly benefit to the younger retiree
must be reduced so that the present value of the lifetime stream of monthly benefits is woiih no more than
if that individual had retIred at the plan's nOl1nal retirement age.

Different rules apply to those employees who comm.enced covered employment before July 1, 1989. If a
pre-July 1, 1989, hire qualifies for the "Rule of90" (age plus years of service equal 90 or more), no
reduction is required for early retirement. For other pre-July 1, 1989, employees who retire early, a lesser
reduction is requIred. In many cases, the benefit reduction is three percent per year, which is considerably
less than a full actuarial reduction.
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Public Employees Retirement Association of Minnesota
60 Empire Drive, Suite 200

Saint Paul, Minnesota 55103-2088
Member Information Services: 651-296-7460 or 1-800-652-9026 \"

Employer Response Lines: 651-296-3636 or 1-888-892-7372 .o/Y
PERA Fax Number: 651-297-2547
PERA Website: www.mnpera.org

April 24, 2006 PERA Member No: !

PATRICK J LOWRY
7850 BRISTOL RD
ST PAUL MN 55125-2806

Dear Mr. Lowry:
"

Weare pleased to provide you with estimates of your retirement benefits with and without the
actuaral purchase of 1 1 months of additional Coordinated Plan service for the period of November
11, 1988 through September 30, 1989 while employed with the City ofSt. PauL. A detel1ination
was made that you were not eligible for PERA membership for the period of November 28, 1985---
through November 10, 1988 and therefore would not be eligible for this service. Keep in mind you
will have to seek legislation for PERA to grant the purchase of time during November 11, 1988
through September 30, 1989. These estimates appear on the enclosed PERA Estimated Retirement
Benefits Report.

The actuarial purchase cost of 1 1 months of Coordinated Plan service is $35,757.86. Of this
$35,757.86, the minimum purchase payment, you the employee must pay is $3,450.82. Your
employer has the option of paying the remaining amount up to $32,307.04. This amount was
calculated with an interest through date of June 30, 2007.

Any monthly benefit you select on yom application for monthly benefits will be payable for life. If
you choose the single-life benefit, no monthly payment would be paid to anyone after your death;
but a refund of any remaining balance in your account would be paid to your beneficiary. You
may select a surivor option benefit rather than a single-life benefit. Survivor options provide a
monthly benefit to another person after your death but would reduce the single-life benefit paid to
you based on the option selected aUetirement. Since you are currently marred, we have
calculated four monthly survivor options providing various continued benefits for your designated
survivor should you die. All smvivor options are payable for your named surivor's lifetime afer

your death; but if your survivor dies before you, yom monthly payment reverts to the single-life
benefit.

If you elect the temporar increase option, you can retire and receive a larger monthly benefit
amount from PERA until age 62. Upon reaching age 62, your monthly benefit wil be reduced by
$100 per month, plus any post-retirement increases paid on the pre-62 temporary increase. A pre-
age 62 temporary increase amount is shown on the PERA Estimated Retirement Benefits Report
since the estimate is for a retirement date prior to age 62.

foii.al OtJPortunitv Emp!over



For Your Information

We have enclosed a pamphlet that briefly describes the retirement benefits you currently have as a
PERA member. It also provides a general description of 

how your benefits are computed.

We must emphasize the estimates provided are preliminary projections of 
the benefits you may

expect to receive from PERA under current law and policy, and based on information you and
your employer supplied. They are for planning purposes only. Your actual benefits could be
higher or lower than reported. Estimates (rounded to the nearest dollar) were calculated by using
your salary already eared to determine the average of your highest five successive years of salary,
unless othenllise stated on the report. In the event there is a change in the finalized service or

salary, the benefit wil be adjusted to reflect factual information. Brochures are provided to
identify the steps you will need to follow to begin receiving your retirement or disability benefits.

PERA benefits are not fixed. Increases, if any, are made every January 1 and are based on the rate
of inflation and the excess earnngs of the Minnesota Post Retirement Investment Fund (see
enclosed brochure).

rfyou need additional information, please contact our offce at 1-800-652-9026 or 651-296-7460.

PS/pt



PERA Estimated Retirement Benefits Report
Coordinated Plan

April 21, 2006

1

No Purchase
2

11/11/88 - 9/30/89

$35,757.86

$3,450.82
$32,307.04

12/31/2013 12/31/2013
1/01/2014 1/01/2014

55 Yrs 0 Mos 55 Yrs 0 Mos

$875 $1,107
Single-Life Benefit-No monthly benefis payable to any other person.

$ 837 $1,060
_ ,. ., ., ., w ~ ., .. ~ ~ ., ., ., _ ~ ., ., ., .. .. ., .. ., .. .. ..._ _ .. ,. .. .. .. .. .. .. .. .. .. ,. .. .. .. .. .. .. .. .... .................. ........................ ._ .... .............................. .. .. .... .. .. .. .. ..

$ 209 $ 265
$ 803 $1,016

""'" '$" ¡Ò 1"" - --" - --"".. '$" s'ÖŠ".... --, ... _.. -- - "",..,.. -"" .., --, -",.. . " ,....""
$ 771 $ 976----..------- -_...... -----_.... -- -- _.... ----.... --_.. -------- .. ------..- ......- --.... ..---_.. ...... -- --------_.. -..- ------
$ 578 $ 732
$ 742 $ 939..-..---- ---------- -- ---------..- ---- -- -- -_.. -- -----_.. ------- -- ------ -- -- --.. .. ---_.. ----- ---------- ---
$ 742 $ 939

The benefit information and/or amounts presented on this report are calculated using information provided to us by you and your em-
ployer. We have also assumed that your service and salary will continue without any interruption up to your termination date. The
benefits to which you are entitled under any of our plans depend on the actual personal data, service. and salary reported on your behalf,
and the laws in effect at the time of a benefit claim.



HOW TO REPORT EMPLOYEES TO PERA

Who must be members of PERA?

Full-time permanent employees and part-time employees who earn over $325 per
month. Persons hired to £ill permanent positions must be reported from the
first day of employment, even though they may be on probation for some time.

Full-time students who are full-time employees and part~time students who are
part-time employees, if qualifications of PER are met.

Persons employed in more than one governmental unit must pay deductions on all
earnings if total salary exceeds $325 a month.

Employees serving on a full-time basis as police officers or fire fighters on
or after July 1, 1961, must be members of the Police and Fire Fund. Part-time
police officers or fire fighters whose earnings exceed 

$325 a month must bemembers of the Coordinated Fund, unless a resolution is adopted by the
governing body of tb,e governmental subdivision, making them eligible for
coverage in the Police and Fire Fund.

Elected officials have an option to join PERA.

Who may be exempt from membership?

Part-time employees who earn $325 per month or less. Once a person becomes
eligible for PERA coverage, deductions are required and membership must
continue until termination of public service regardless of the amount earned.

Part-time employees and elected officia~s whose annual compensation will
not exceed $3,900. This must be stipulated in advance. A copy of the
document signed at the time the employee was hired Or for new contract
period must be submitted upon request. If during the year the salary
exceeds $3,900, deductions must be reported to PERA from that date forward.

Full-time students who are part-time employees.

Persons employed in temporary, emergency, or seasonal positions, provided
employment does not exceed 120 working days in any calendar year. Immediately
following expiration of the 120 days, if salary exceeds $325 per
month, deductions are required and membership must continUe until termination
of public service .

What if I can i t determine if a person is eligible?

Refer to the law booklet for a more deta iled list of who should and should not
be reported. If unsure about a person's eligibility, contact the PERA office
immediately.

Are Social Security deductions required?

Persons who qualify for coverage in the PERA Coord~nated Fund must also pay
deductions to Social Security, but anyone not eligible for PERA cannot pay
into the federal fund, either. For information about reporting the required
Social Security taxes, please contact Mr. Harry Groschel, Director, Social
Security Retirement Division, Space Center Building, 444 Lafayette Road, St.
Paul, MN 55101.
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7471 PUBLIC EMPLOYEES RETIREMENT ASSOCIATION 353.01

(10) employees of the metropolitan airports commission ifemployment initially
commenced after June 30, 1979;

(i 1) employees of the Minneapolis employees retirement fund, if employment
initially commenced after June 30, 1979;

(12) employees of the range association of municipalities and schools;
(13) employees of the soil and water conservation districts;
(14) employees ofa county historical society who are county employees;
(15) employees of a county historical society located in the county whom the

county, at its option, certifies to the executive director to be county employees for
purposes of retirement coverage under this chapter, which ~tatus must be accorded to
all similarly situated county historical society employees and, once established, must
continue as long as a person is an employee of the county historical society and is not
excluded under subdivision 2b;

(16) employees of an economic development authority created under sections
458C.Ol to 458C.23;

(17) employees of the department of miltary affairs of the state of Minnesota who
are full-time firefighters.

r" SuM. 2b. EXclUded. employees. (a) The following persons are excluded from the -iLmeaning of "public employee": J
.. (1) persons employed for professional services where the service is incidental to

regular professional duties, determined on the basis that compensation for the service
amounts to no more than 25 percent of the person's total annual gross earnings for all
professional duties;

(2) election offcers;

(3) independent contractors and their employees;

(4) patient and inmate help in governmental subdivision charitable, penal, and
correctional institutions;

(5) members of boards, commissions, bands, and others who serve the governmen-
tal subdivision intermittently;

r-~ (6) employees whose em. ployment is not expected to continue for a period longer -i~an six consecutive months; :.
(7) part-time employees who receive monthly compensation from a governmental

subclivisióñ not exceeding $425, and part-time employees and elected offcials whose
annual compensation from a governmental subdivision is stipulated in advance, in
writing, to be not more than $5,100 per calendar year or per school year for school
employees for employment expected to be of a fun year's duration or more than the
prorated portion of$5,100 per employment period for employment expected to be of
less than a full year's duration, except that members continue their membership until
termination of public service;

(8) persons who first occupy an elected offce after July 1, 1988, the compensation
for which.does not exceed $425 per month;

(9) emergency employees who are employed by reason of work caused by fire,
flood, storm, or similar disaster;

(10) employees who by virtue of their employment as an offcer or employee of a
governmental subdivision are required by law to be a member of and to contribute to
any of the plans or funds administered by the state employees retirement system, the
teachers retirement fund, the state patrol retirement fund, the Duluth teachers retire-
ment fund association, the Minneapolis teachers retirement fund association, the St.
Paul teachers retirement fund association, the Minneapolis employees retirement fund,
the Minnesota state retirement system correctional offcers retirement plan, or any
police or firefighters relief association governed by section 69.77 that has not consoli-
dated with the public employees police and fire fund and for which the employee has
not elected coverage by the public employees police and fire fund benefit plan as
provided in sections 353A.OI to 353A.IO, other than as an act of the legislature has
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specifically enabled participation by employees of a designated governmental subdivi-
sion in a plan supplemental to the public employees retirement association;

(i 1) police matrons employed in a police department of a city who are transferred
to the jurisdiction of a joint city and county detention and corrections authority;

(12) persons who are excluded frOm coverage under the federal old age, survivors,
disabilty, and health insurance program for the performance of 

service as specified inUnited States Code, title 42, section 410(a) (8) (A), as amended through January 1,
1987;

(13) full-time students wh.o are enrolled and are regularly attending classes at an
accredited school, college, or university and who are not employed fun time by a
governmental subdivision;

(14) resident physicians, medical interns, and pharmacist interns who are serving
in public hospitals;

(15) appointed or elected offcers, paid entirely on a fee basis, who were not
members on Juné 30, 1 971;

(16) persons holding a part-time adult supplementary technical institute license
who render part-time teaching 

service in a technical institute if the service is incidentalto the person's regular nonteaching occupation, the applicable teclmical institute
stipulates annually in advance that the part-time teaching service wil not exceed 300
hours in a fiscal year, and the part-time teaching service actually 

does not exceed 300hours in a.fiscal year; and
._ (17) persons exempt from licensure under section 125.031. . -i

(b) Immediately following the expiration of a six-month period of employment by \
an employee covered by paragraph (a), clause (6), if 

the employee continues in public !service and earns more than $425 from a governmental subdivision in anyone calendar I
month, the department head shall report the employee for membership and cause i
employee contributions to be made on behalf of the employee. in accordance with II
section 353.27, SUbdiviS. ion 4, and the employee remains a member unti! termination.!
of public servce. This paragraph may not be construed to exclude an employee from I
membership whose employment is expected to continue for more than six months but ¡
who is serving a prObationary period. _Ii

(c) If compensation from a governmental subdivision to an employee covered by
paragraph (a), clause (7), exceeds $5,100 per calendar year or school year after being
stipulated in advance, the stipulation is no longer valid and contributions must be
made on behalf of the employee in accordance with section 353.27, subdivision 12,
from the month in which the employee first exceeded $425.

(d) Paragraph (a), clause (10), does not prevent a person from being a member ofand contributing to the pUblic employees retirement association and also belonging to
or contrilJmtjng to another public pension fund for other sêrviceoccurring dUring the
same period of time. A person who meets the definition of "public employee" in
subdivision 2, by virtue of other service occurrng during the same period ohii$e shall
become a member of the association unless contributions are made to another public
retirement fund on the salary based on the other service or to the teachers retirement
association in accordance with section 354.05, subdivision 2.

Subd. 2c. Defining of termination of public service. A person who terminates
employment that was excluded from membership under subdivision 2b, paragraph (a),
clause (6) or (7), who returns within 30 days to employment in the same governmental
subdivision in another position excluded from membership under subdivision 2b,
paragraph (a), clause (6) or (7), is considered a member from the beginning of the
reemployment unless the total period covered by all periods of employment is less than
six months or on which the amount earned does not exceed the dollar limitations in
subdivision 2b, paragraph (a), clause (7).

Subd. 3. Head of deparment. "Head of department" means the head of any
department, institution, offce, or branch of service of any governmental subdivision
which directly pays salaries out of its revenue or is empowered to authorize the
payment of such salaries.
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contributions shall be made from funds available to the employing subdivision by the
means and in the manner provided in section 353.28.

Subd. 4. Employers reportng requirements; contributions; member status. The
head of each department is hereby directed to cause employee contributions to be
deducted from the salary of each member and to issue or approve one voucher payable
to the state treasurer for the aggregate amount so deducted from such salaries, and at
the same time to issue or approve one voucher for the aggegate amount of the employer
contributions and the additional employer contributions for the same period of employ-
ment as that covered by the employee contributions, and to cause the ~ai:e to be ."
received not later than'20 ca lendar days th,ereafter in the offce of the association. The I
head of each department shall, for each pay period in which employee contributions
are deducted submit to the association a salary deduction report, in the form pre-
scribed by the executive director, showing (a) the legal names and the association \
membership ,nu.mbers, listed in alphabetical order, of all members ; (b) the legal names I
of all new public employees and the effective dates of appointment; (c) the amount of
each salary deduction; (d) the amount of salary from which each deduction was made;
(e) effective dates of all terminations of public service on account of members and if ¡
such terminations were caused by death or retirement, there shall be inserted after such
date the applicable status code as set by the association; (f) effective dates of all
temporary layoffs and leaves of absence and if such leaves are sick leaves, there shall
be inserted after such date the applicable status code as set by the association; and (g)
the beginning and ending dates of the payroll period covered and the date of actual
payment. Additionally, reports of contributions shall be accompani~d by a membership
enrollment form for each new employee in the form prescribed by the executive
director, and it shall be the responsibilty of department heads to obtain such enroll-
ment forms from new employees to be submitted to the association within 30 days
following the date of employment. The employers shall furnish such additional reports
on magnetic media or other form of report as may be requested by the association
executive director.

Subd. 5. (Repealed, 1973 c 753 s 85)

Subd. 6. (Repealed, 1971 c 106 s 40)

Subd. 7. Adjustment for erroneous receipts or disbursements. (a) Erroneous
deductions. Deductions taken in error by the employer from the salary of an employee
for the retirement fund and transmitted to the association must be refunded to the

employee calculated in accordanCe with section 353.34, subdivision 2; and the employ-
er contribution and the additional employer contribution, if any, for the erroneous
employee contribution must be refunded to the employer, provided, however, that the
association and the state social security agency may make proper adjustments of money
taken as employee and employer deductions, and provided further that the refund of
deductions taken in error has been made within three calendar years of the calendar
year in which the initial erroneous deduction taken in error was received by the
association. If the refund of deductions taken in error has not been made within three
calendar years of the calendar year in which the initial erroneous deduction taken in
error was received by the association, the erroneous contributions are considered valid,
and the years of allowable service attributable to the erroneous deductions must be
credited to the member in accordance with section 353.01, subdivision 16, and,
notwithstanding a law to the contrary, the employee may continue to be a member until
termination of public service.

(b) Erroneous disbursement. In the event a salary warrant or check from which
a deduction for the retirement fund was taken has been canceled or the amount of the
warrant or check returned to the funds of the department making the payment, a refund
of the sum deducted, or a portion of it that is required to adjust the deductions, must
be made to the department or institution.

Subd. 7a. Deductions or contributions transmitted by error. If employee deduc~tions and employer contributions were erroneously transmitted to the association, but
should have been transmitted to another public pension fund listed in section 356.30,
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7487 PUBLIC EMPLOYEES RETIREMENT ASSOCIATION 353.271

estimate the obligations of the employee and employer to the retirement fund based
upon such records as are in its possession. Where payroll abstracts have been lost or
destroyed, the governmental agency need not furnish any information pertaining to
employment prior to July 1, 1963. The association shall mak~ no estimate of a.ny
obligation of any employee, former employee, or employer covenng employment pnor
to July 1, 1963.

Subd. 12. Omitted salar deductions; obligations. In the case of omission of
required deductions from salary of an employee, past due for 60 days or less, the head
of the department shall deduct from the employee's next salary payment and remit to
the executive director the amount of the employee contribution delinquency, with
cumulative interest at the rate of six percent a year, compounded annually, from the
date or dates each delinquent employee contribution was first payable. The interest
must be paid by the employer. Omitted required deductions past due for a period in
excess of 60 days are the sole obligation of the governmental subdivision from the time
the deductions were first payable, together with interest as specified in this subdivision.
Any amount so due, together with employer and additional employer contributions at
the rates and in the amounts specified in subdivisions 3 and 3a, with interest at the rate
of six percent compounded annually from the date they were first payable, must be paid
from the proceeds of a tax levy made under section 353.28 or from other funds
available to the employer. Unless otherwise indicated, this subdivision has both
retroactive and prosp'ective application, and the governmental subdivision is liable
retroactively and prospectively for all amounts due under it. No action for the recovery
of omitted employee and employer contributions or interest on contributions may be
commenced and no payment of omitted contributions may be made or accepted unless
the association has already commenced action for recovery of omitted contributions,
after the expiration of three calendar years after the calendar year in which the
contributions were omitted. An action for the recovery of omitted contributions or
interest commences five calendar days after the date of the written correspondence
requesting information from the governmental unit that may lead to a recovery of iomitted contributions. __,

Subd. 12a. A member who was employed and met the eligibilty requirements for
participation in the association before July 1, 1973, who has a period of employment
in which previously omitted employer contributions were made under subdivision 12
but for whom no, or only partial, omitted employee contributions have been made, or
a member who had prior coverage in the association for which previously omitted
employer contributions were made under subdivision 12 but who terminated service
before required omitted employee contributions could be withheld from salary, may
pay the omitted employee contributions for the period on which omitted employer
contributions were previously paid plus interest at the rate of six percent compounded
annually. The statute of limitations for payment of omitted deductions in subdivision
i 2 applies.

Subd. 13. Certn warants canceled. A warrant payable from the retirement fund
. remaining unpaid for a period of five years must be canceled into the retirement fund
and not into the general fund.

History: 1957 c 935 s 7; 1959 c 650 s 12,37,58; 1961 c 744 s 1; Ex1961 c 50 s 1; 1963
c 641 s 18; 1965 c 714 s 1-3; 1965 c 880 83; Ex1967 c 53 s 1-3; 1969 c 267 s 2; 1969 c
940 s 5; 1971 c 106 s 16,17; 1973 c 35 s 55; 1973 c 753 s 27-33; 1974 c 229 s 12,13; 1975
c 102 s 6; 1976 c 329 s 20; 1977 c 429 s 24; 1980 c 607 art 14 s 45 subd 2; 1981 c 180
s 6; 1982 c 404 s 5; 1983 c 73 s 1,2; 1983 c 286 s 7; 1984 c 564 s 21; lSp1985 c 7 s 13;
1986 c 444; 1987 c 284 art 5 s 4-6; 1988 c 709 art 5 s 10-15

353.271 PARTICIPATION IN MINNESOTA POSTRETIREMENT INVEST-
MENT FUND.

Subdivision 1. Authorization. The public employees retirement association,
inClUding the public employees police and fire fund but excluding the various local
relief association consolidation accounts, is authorized to participate in the Minnesota
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03/22/0701:53 PM PENSIONS EB/LD H0876-1A

.................... inoves to ainelld H.P. No. 876; S.P. No. 2016, as follows:

Page 2, delete lines 9 to 19

Page 2, line 20, delete "il" and insert "in"

Page 2, delete lines 23 to 29
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1. ................... moves to amend H.P. No. 876; S.P. No. 2016,as follows:

1.2 Page 2, line 4, after "credit" insert", without any prorating, "

1.3 Page 2, line 6, after the second "of" insert "two-thirds of"

1.4 Page 2, line 7, delete "required" and insert "computed!

1.5 Page 2, delete lines 9 to 19 and insert:

1.6 "(e) The eligible person described in paragraph (b) is authorized to pay an employee

1.7 required amOUTlt equal to one-third of the prior service credit purchase payment under

1.8 MiTlTlesota Statutes, section 356.551. If the employee required amount is paid by the

1.9 eli¡Úbleperson, the city of Sf. Paul must pay an identical amount within 60 days of

1.0 notificatioTl by the executive director of the Public Employees Retirement Association that

1.11 the employee required amOUTlt has been received by the association."

1.2 Page 2, line 23, delete everything after "its" and insert "required"

1.3 Page 2, line 24, delete "payment"

H0876-2A
1
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1. A bil for an act
1.2 relating to retirement; Public Employees Retirement Association general plan;

1. authorizing a city of St. Paul employee to purchase service credit for a period

1.4 of uncovered service.

1.5 BE IT ENACTED BY THE LEGISLATUR OF THE STATE OF MINNESOTA:

1.6 Section 1. PERA-GENERAL; CITY OF ST. PAUL EMPLOYEE SERVICE

1.7 CREDIT PURCHASE.

1.8 (a) An eligible person described in paragraph (b) is entitled to purchase allowable

1.9 service credit from the general employees retirement plan of the Public Employees

1.0 Retirement Association for the period of employment by the city of St. Paul between

1.1 November 11, 1988, and September 30, 1989, that qualified as employment by a public

1.2 employee under Minnesota Statutes 1988, section 353.01, subdivision 2b, that was not

1.3 pleviously credited by the retirement plan.

1.4 (b) An eligible person is a person who:

1.5 (1) was born on December 29, 1958;

1.6 (2) was first employed by the city of St. Paul as a part-time or seasonal employee

1.7 in 1985;

1.8 (3) qualified for Public Employees Retirement Association general plan coverage

1.19 il1 November 1988 but was not reported by the city of St. Paul to the Public Employees

1.20 Retirement Association for coverage unti October 1989; and

1.1 (4) became a member of the general employees retirement plan of the Public

1.22 Employees Retirement Association in October 1989.

1.23 (c) The eligible person described in paragraph (b) is authorized to apply with the

1.24 executive director of the Public Employees Retirement Association to make the service
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2.1 credit purchase under this section. The application must be in writing and must include

2.2 all necessary documentation of the applicabilty of this section and any other relevant

2.3 information that the executive director may require.

2.4 (d) Allowable service credit under Minnesota Statutes, section353.01, subdivision

2.5 16, must be granted by the general employees retirement plan of the Public Employees

2.6 Retirement Association to the account of the eligible person upon the receipt of the prior

2.7 service .credit purchase paymel1t amount required under Minnesota Statutes, section

2.8 356.551.

2.9 (e) Of the prior service credit purchase payment amount under Minnesota Statutes,

2.10 section 356.551, the eligible person must pay an amount equal to the employee

2,11 contribution rate or rates in effect during the uncredited employment period applied to the

2.12 actual salaiy rates in effect during the period,.plus annual compound interest at the rate

2.13 of 8.5 percent from the date the member contribution payment should have been made

2.14 if made in a timely fashion until the date on which the contribution is actually made. If

2.15 the equivalent member contribution payment, plus interest, is made, the city of St. Paul

2.16 shall pay the balance of the total prior service credit purchase payment amount under

2.17 Minnesota Statutes, section 356.551, within 60 days of notification by the executive

2.18 director of the Public Employees Retirement Association that the member contribution

2.19 equivalent payment has been received by the association.

2.20 (f) Authority for an eligible person to make a prior service credit purchase under this

2.21 section expires June 30, 2009, or upon termination of employment covered by the Public

2.22 Employees Retirement Association, whichever is earlier.

2.23 (g) If the city of St. Paul fails to pay its portion of the prior service credit purchase

2.24 payment amount under paragraph (e), the executive director of the Public Employees

2.25 Retirement Association must notify the commissioners of finance and revenue of that fact

2.26 and the commissioners shall order the deduction of the required payment amount from

2.27 the next payment of any state aid to the city of St. Paul and the commissioners shall

2.28 transmit the applicable amount to the general employees retirement fund of the Public

2.29 Employees Retirement Association.

2.30 Sec. 2. EFFECTIVE DATE.

2.31 Section 1 is effective the day following final enactment.
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