
State of Minnesota \ LEGISLATIVE COMMISSION ON PENSIONS AND RETIREMENT

H.F. 2341
(Thissen)

S.F.1892
(Pappas)

Executive Summary of Commission Staff Materials

Affected Pension Plan(s):

Relevant Provisions of Law:

General Nature of Proposal:

Date of Summary:

St. Paul Teachers Retirement Fund Association (SPTRFA)

Minnesota Statutes, Chapters 127A, 354A, and 356

Funding and Postretirement Adjustment Changes

April 23, 2007

Specific Proposed Chanaes
. Appropriates additional ongoing state aid to SPTRFA (Sees. 3, 4, and 8).

. Increases the SPTRFA employer contribution and Independent School District No. 625 state education
aid by one percent (Sees. 1, 2, and 8).

. Revises SPTRFA postretirement adjustment mechanism (Sees. 5 and 6).

. Extends SPTRFA full funding amortization target date to 2038 (Sec. 7).

. Adds supplemental actuarial reporting items for SPTRFA (Sec. 7).

. Repeals SPTRFA excess administrative expense assessment (Sec. 8).

Policy Issues Raised by the Proposed Leaislation
1. Appropriateness of state education aid increase to Independent School Dist. No. 625, St. Paul (Sec. 1).
2. Appropriateness of eliminating 2020 end date for adjustments to state education aid (See. 8).
3. Appropriateness of $3.0 million increase in direct SPTRFA state aid (Sec. 3).
4. Appropriateness of a SPTRFA employer contribution increase without a SPTRFA member contribution

increase (Sec. 2).
5. Appropriateness of the proposed change in the termination trigger for the SPTRFA direct state aid

(Sec. 4).
6. Appropriateness of replacing the current SPTRFA postretirement adjustment mechanisms (Sees. 5 & 6).
7. Appropriateness of providing a benefit increase for a retirement plan facing significant financial

diffculties (Sees. 5 and 6).
8. Appropriateness of a revised SPTRFA amortization period (Sec. 7).
9. Appropriateness of the repeal of the SPTRFA supplemental administrative expense assessment (See. 8).

10. Actuarial impact of the proposed legislation on SPTRFA.

Potential Amendments
H2341-1A (substantive) limits education aid increase to Independent School District No. 625, teachers only.
H2341-2A (substantive) limits education aid to state payroll figure.
H2341-3A (substantive) limits education aid to growing payroll capped at 3.5 percent.
H2341-4A (substantive) limits salary certification on which education aid increase is to be based to once

annually.
H2341-5A (substantive) specifies a fixed salary certification date for education aid increase certifications.
H2341-6A (substantive) eliminates repeal of 2020 end date for education aid increase.
H2341-7A (substantive) resets 2020 end date for education aid increase at 2038.
H2341-8A (substantive) eliminates increase in SPTRFA direct state aid and updates the provision to reflect

past discontinuation of DTRFA direct state aid.
H2341-9A (substantive) adds one percent of pay member contribution increase.
H2341-:10A (substantive) adds two percent of pay member contribution increase.
H2341-11A (substantive) adds member contribution increase in amount specified by the LCPR.
H2341-12A (substantive) eliminates proposed change in trigger for SPTRFA direct state aid.
H2341-13A (substantive) eliminates proposed SPTRFA post-retirement adjustment revision.
H2341-14A (substantive) eliminates proposed amortization period extension.
H2341-15A (substantive) Resets SPTRFA amortization period to 2031.
H2341-16A (substantive) integrates amortization period extension into normal period reset procedure.
H2341-17A (substantive) eliminates proposed SPTRFA supplemental administrative expense assessment

repeaL.
H2341-18A (technical) containslanguage usage correction.
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Retirement Adjustments
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General Summary ofH.F. 2341 (Thissen, by request); S.F. 1892 (Pappas)

H.F. 2341 (Thissen, by request); S.F. 1892 (Pappas) amends or repeals pOliions of Minnesota Statutes,
Chapters 127 A, 354A, and 356, the laws relating to state aid to education, the first class city teacher
retirement fund associations, and retirement generally, by making the following changes:

I. Appropriates Additional Ongoing State Aid to SPTRF A (Sections 3, 4, and 8). Annual ongoing state
direct aid to the St. Paul Teachers Retirement Fund Association (SPTRF A) is increased by
$3,033,000, payable until 2037, and the aid would no longer cancel in favor ofthe Teachers
Retirement Association (TRA) to cover liabilities transferred from the fonner Minneapolis Teachers
Retirement Fund Association (MTRF A) if the SPTRF A becomes as well funded as TRA before 2037.

2. Increases the SPTRF A Employer Contribution and Independent School District No. 625 State
Education Aid by One Percent (Sections 1,2, and 8). The St. Paul Teachers Retirement Fund
Association (SPTRF A) regular employer contribution is increased from 4.50 percent to 5.50 percent
and state education aid to Independent School District No. 625, St. Paul, is increased by one percent of
the SPTRF A covered payroll, continuing without the current 2020 temiination date.

3. Revises SPTRFA Post-Retirement Adjustment Mechanism (Sections 5 and 6). The current St. Paul
Teachers Retirement Fund Association (SPTRF A) post-retirement adjustment mechanism, consisting
of a two percent annual automatic increase and a periodic investment-gain-funded adjustment based
on five-year average rates ofretum perfonnance results, is replaced by an adjustment equal to the
increase in the federal Consumer Price Index up to five percent annually, but not in a negative amount.

4. Extends SPTRF A Full Funding Amoiiization Target Date to 2038 (Section 7). The CUlTent S1. Paul
Teachers Retirement Fund Association (SPTRF A) full funding amortization target date of 2021 is
extended to 2038.

5. Adds Supplemental Actuarial Reporting Items for SPTRFA (Section 7). The St. Paul Teachers
Retirement Fund Association (SPTRF A) actuarial work is required to include additional exhibits
disclosing the funding ratio of the plan and the contribution deficiency or sufficiency of the plan based
on the market value of plan assets in addition to the actuarial value of plan assets.

6. Repeals SPTRF A Excess Administrative Expense Assessment (Section 8). The CUlTent special
assessment imposed on S1. Paul Teachers Retirement Fund Association (SPTRF A) retirees and active
members when the SPTRF A administrative expenses, expressed as a percentage of covered pay,
exceed the level of Teachers Retirement Association (TRA) administrative expenses, is repealed.

Background Infonnation

Background information is presented for the following:
o Establishment and operation of the S1. Paul Teachers Retirement Fund Association (SPTRFA)

(Attachment A)
o Retirement funding included in state aid to education (Attachment B)
o Direct state aid to SPTRF A (Attachment C)
o Public pension plan al10liization procedures and amOliization periods (Attachment D)
o Actuarial value of public pension plan assets (Attachment E)
o SPTRF A post-retirement adjustment mechanism (Attachment F)

Discussion and Analysis

H.F. 2341 (Thissen, by request); S.F. 1892 (Pappas) makes a number of changes relating to the S1. Paul
Teachers Retirement Fund Association (SPTRF A), including an increase of $3,173,000 in the 1997 state
supplemental aid to the plan, an increase in the SPTRF A regular employer contribution by one percent,
offset by an increase of $2,342,000 in state education aid to Independent School District No. 625, S1. Paul,
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provides a benefit increase by replacing the current automatic percentage increase and investment gains
related to SPTRF A post-retirel1ent adjustment with a Consumer Price Index increase post-retirement
adjustl1ent, capped at five percent annually, extends the SPTRFA al10liization period from 2021 to 2038,
augments the SPTRF A actuarial repoiiing by requiring funded condition and financial requirement
calculations be made additionally on the market value of assets as well as the actuarial value of assets, and
repeals the SPTRF A administrative expense member assessment.

The proposed legislation raises several pension and related public policy issues for potential Commission
consideration and discussion, as follows:

1. Appropriateness of State Education Aid Increase to Independent School District No. 625, St. Paul
(Section I). The policy issue is the appropriateness of providing an increase in state education aid to
Independent School District No. 625, St. Paul, to offset the school district's proposed el1ployer
contribution increase to the St. Paul Teachers Retirement Fund Association (SPTRF A) set forth in
Section 2. The aid increase is one percent of the l10st recent fiscal year's SPTRFA covered member
salaries, as certified by the SPTRF A executive director. Based on the 2006 fiscal year SPTRF A
covered salary, the aid increase would be $2,342,000 and would be expected to grow at the rate offive
percent, if the CUlTent SPTRF A payroll growth actuarial assumption under Minnesota Statutes, Section
356.215, Subdivision 8, Paragraph (c), is accurate. The provision has fiscal consequences for the Sate
General Fund that would make the proposed legislation appropriately re-refelTed to the Education
Finance divisions. The provision appears to overcompensate Independent School District No. 625,
St. Paul, cOl1pared to its cost to fund the one percent SPTRF A employer contribution increase, since
the aid increase wil include money to offset the employer contribution increase bome by the
Minnesota State Colleges and Universities System (MnSCU) for MnSCU faculty members covered by
SPTRF A. Some MnSCU faculty members at the St. Paul College were allowed to retain SPTRF A
coverage rather than Teachers Retirement Association (TRA) coverage or MnSCU-Individual
Retirel1ent Account Plan (IRAP) coverage and Independent School District No. 625, St. Paul, would
receive a state education aid increase on the basis of employees who are no longer school district
el1ployees.

The Independent School District No. 625, St. Paul, proposed aid adjustment differs frol1 all other aid
adjustinents cUlTently included in Minnesota Statutes, Section 127 A.50, Subdivision 1, in basing the
adjustl1ent on the CUlTent covered payroll, rather than a date-specific payroll (the case of the 1997 and
2007 aid adjustments for TRA contribution rate changes and the 1997 Public Employees Retirement
Association (PERA) aid). The provision is also unnecessarily vague, with the aid increase tied to the
CUlTent fiscal year's SPTRF A covered salary as certified by the SPTRF A executive director. The
provision does not specify that the covered salary figure could only be certified once annually, so if a
labor contract settlement occurs mid year, there could be update certifications. The provision also
does not specify a particular date by which the ceiiification must occur, so the certification can mesh
with other aid procedures.

To address the overcompensation and process issues, three amendinents are available:

Amendment H2341-1A lil1its the aid adjustment for Independent School District No. 625, St. Paul,
to SPTRF A members employed by Independent School District No. 625, St. Paul, only.

Amendment H2341-2A sets the proposed aid adjustment based on the fiscal year 2008 SPTRFA-
Independent School District No. 625 covered salaiy figure without any payroll growth built in.

Amendment H2341-3A sets the proposed aid adjustment based on the fiscal year 2008 covered
payroll figure, with an annual specified increase rate of 3.5 percent per year.

If the current salaiy figure is prefelTed by the COl1mission, Amendment H2341-4A limits the
certification of salaries to once per year.

Amendment H2341-5A sets a specific, but yet to be detennined, certification date.

2. Appropriateness of Eliminating 2020 End Date for Adjustments to State Education Aid (Section 8).
The policy issue is the appropriateness of continuing the proposed adjustment to state education aid
for the St. Paul Teachers Retirement Fund Association (SPTRF A) and all other pre-2007 retirement-
related adjustments indefinitely instead oftemiinating the adjustments on June 30, 2020. The 2020
aid adjustment cancellation provision was part of the 1997 "unifonnity" retirement plan benefit
increases (see Laws 1997, Chapter 233, Article 1, Section 14), and the 2020 conclusion date reflected
the generally applicable full funding date ofthe affected retirement plans. The elimination of the
conclusion date probably was prompted by the proposed extension ofthe SPTRFA full funding
amortization target date to 2038, but the elimination of the conclusion date, making the SPTRF A
adjustl1ent permanent, is unlikely to be appropriate for SPTRF A after 2038 and the repeal of the
conclusion date applies to other retirement plan situations also, without the provision of any specific
inforl1ation about the il1pact beyond SPTRF A.
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