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Executive Summary of Commission Staff Materials

Affected Pension Plan(s): Public Employees Retirement Association (PERA)
Rejevant Provisions of Law: Minnesota Statutes, Chapter 353F

Generaf Nature of Proposal:  Adding Cedarview Care Center and Traverse Care Center to the
PERA Privatization Chapter

Date of Summary: January 27, 2012

Specific Proposed Changes

» Adds Cedarview Care Center and Traverse Care Center to PERA privatization chapter.

Policy Issues Raised by the Proposed Legislation

1. Consistency with criteria for inclusion in privatization chapter.

2. Possible interaction with H.F. 1759 (Smith, by request); S.F. 1181 (Rosen, by request), the
PERA proposal to revise privatization augmentation rates for new privatizations.

3. Equity issue; increased disparity created by the 2010 financial sustainability provisions
legislation between treatment of terminated and privatized employees.

Potential Amendments

No staff amendments.
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TO: Members of the Legislative Commission on Pensions and Retirement
FROM: Ed Burek, Deputy Director @%
RE: H.F. 1167 (Smith); S.F. 1182 (Rosen): PERA Privatization; Adding Cedarview

Care Center and Traverse Care Center to the PERA Privatization Chapter

DATE: January 27, 2012

Summary of H.F. 1167 (Smith): S.F. 1182 (Rosen)

H.F. 1167 (Smith); S.F. 1182 (Rosen) adds Cedarview Care Center and Traverse Care Center to the list of
eligible medical facilities in Minnesota Statutes, Chapter 353F, the Public Employees Retirement
Association (PERA) privatized employee chapter, permitting the emplovees of those organizations to be
provided with the treatment under that chapter following a privatization.

Background Information on Relevant Topics

The following attachments provide background information on topics relevant to the proposed legislation:

¢ Attachment A: Background information on the treatment of privatized employees and the PERA
procedure for inclusion in the PERA privatization chapter.

» Attachment B: Historical Development of the PERA Privatization Chapter, Minn. Stat. Ch. 353F.

Discussion and Analvsis

H.F. 1167 (Smith); S.F. 1182 (Rosen) adds Cedarview Care Center and Traverse Care Center to the list of
eligible medical facilities to be covered by the PERA privatized employee chapter. The bill reflects the
process in law (Minnesota Statutes, Section 353F.025) for considering privatization proposals. The
process removes the need for each privatization to be a separate bill for legislative consideration, and for
the Commission to review actuarial work for the specific privatization to ensure the Commission’s
requirements are met. Under this procedure, which was added to statute in 2008, PERA’s executive
director forwards proposed legislation on behalf of privatizing entities that meet the standards the
Commission has long applied to privatizations.

The proposed legislation raises a number of pension and related public policy issues for consideration by
and possible discussion by the Commission, as follows:

1. Consistency with Acceptance Criteria. The issue is whether these two privatizations are consistent
with the criteria for inclusion as developed by the Comumission and as now found in PERA’s statute.
These two privatizations do appear to meet the requirements in statute. The attached actuarial work

indicates that PERA is expected to receive a slight gain if these two entities are included under the
privatization chapter.

o

Possible Interaction with PERA Proposal to Revise Privatization. The issue is whether the two
privatizations covered by this bill would be impacted by a PERA proposal to revise privatization
augmentation rates. H.F. 1759 (Smith, by request); S.F. 1181 (Rosen, by request) would revise the
privatization augmentation rates to be identical to the treatment under PERA-General law, except that
this new treatment will apply to new privatizations only. H.F. 1759/S.F. 1181 would not impact
employees in the two privatized entities covered by H.F. 1167 (Smith); S.F. 1182 (Rosen) because
Cedarview Care Center was privatized on November 1, 2010, and the Traverse County facility was
privatized on December 1, 2010; the PERA privatization decreased augmentation bill would revise
privatization augmentation rates for entities privatized in 2011 or later. However, these privatized
employees would be impacted if the PERA privatization deferred annuity augmentation rate proposal
receives legislative action and is revised to cover existing privatizations.

3. Equity Issue. The issue is whether the Commmnission should recommend that HLE. 1167 (Smith);
S.F. 1182 (Rosen) not pass, even though it meets the standards which have been created by past
Commissions for inclusion in law, because of the increased disparity created by the 2010 Financial
Sustainability Provisions legislation between the treatment of terminated employees and those who
have been privatized. This can be viewed as an inequitable situation. A PERA terminated employee
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has no job and, due to last year’s legislation, will have little or no deferred annuities augmentation
(1% or 0% going forward), while the privatized employee probably remains employed, is eligible for
any given retirement coverage provided by the new employer, and has generous deferred annuities
augmentation provided to his or her PERA annuity.

The difference in treatment between a PER A terminated employee and a PERA privatized employee
can be substantial. Consider a 55~year-old employee whose employer is privatized, and the employee
group is added to the PERA privatization chapter. That employee’s PERA annuity is increased by 6%
per year prior to receipt. If the computed PERA annuity at age 55 is $1,000 per month, the monthly
annuity will be $1,791 per month if the person waits to age 65 to start drawing the annuity. In
contrast, an identical person who is terminated rather than privatized has only a 1% augmentation rate
and will receive $1,105 per month at age 65. If that identical person were to terminate after January 1,
2012, no augmentation is used and the person would receive only $1,000 per month at age 63.
Because of the difference in deferred annuity augmentation treatment, the privatized employee aged
55 who retires at age 65 will receive a PERA monthly annuity benefit that is 79% greater than the
comparable PERA terminated employee who terminates employment after January 1, 2012.
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Attachment A

Background Information on the
Treatment of Privatized Employees; PERA Procedure
for Inclusion in the PERA Privatization Chapter

When a Public Employees Retirement Association (PERA)-covered employing unit is privatized,
the employees no longer meet the public employee definition and are not permitted to continue as
active members of the General Employees Retirement Plan of the Public Employees Retirement
Association (PERA-General). However, if legislation is enacted to add these employees to the
inclusion provision under Minnesota Statutes, Chapter 353F, the privatized employees have
certain benefits that differ from the typical treatment of terminated employees. One justification
for this treatment is that the privatized employees did not choose to leave public service and to end
public retirement plan coverage. Their employee status changed from public to nonpublic due to
an action by the employer (the transfer from public employer to nonprofit corporation or other
nonpublic status), rather than by an exercise of free will by the employees.

Minnesota Statutes 2010, Chapter 353F, states that if a privatization is included under that
chapter, those employees who are employed at the time of the transfer to the nonprofit
corporation receive the following special coverage provisions:

1. Vested Benefit With Any Service Length. The normal three-year or five-year PERA vesting
period is waived, so a privatized employee who is not vested would be entitled to receive a
PERA retirement annuity, notwithstanding general law.

2. Rule of 90 Eligibility with Post-Privatization Service. For privatized employees with actual
or potential long service who could have retired early with an unreduced retirement annuity
from PERA under the Rule of 90 (where the combination of age and total service credit
totals 90), the employee will be able to count future privatized service with the privatized
facility for eligibility purposes, but not for benefit computation purposes.

3. Increased Deferred Annuity Augmentation Rate. For the period between the date of

privatization and the date of eventual retirement, the privatized employee’s deferred PERA
retirement annuity will increase at the rate of 4% until age 55 and at the rate of 6% thereafter
until the effective date of retirement.

4. Enhanced Refund Interest Rate. If a privatized employee wants a refund of employee
contributions rather than an eventual annuity, that refund is paid with 6% interest. This
exceeds the refund paid to a terminated employee under PER A-General law because the
2010 Financial Sustainability Provision legislation (Laws 2010, Ch. 359, Art. 1) revised
PERA-General’s refund provision to pay 6% interest to July 1, 2011, and 4% interest
thereafter.

The Commission criteria was whether an employing unit was willing to pay for the necessary
actuarial review, and whether that actuarial review demonstrated that including the privatized
entity in the PERA privatization chapter will not harm PERA (in other words would provide
PERA with a gain, or at least no loss). This is the same criteria or test applied under the new
procedure, with PERA rather than the Commission making these determinations. Those
privatizing entities which are willing to pay for the required actuarial review and which have a
privatization that meets the applicable PERA gain criteria are to be included in the legislative
request to the Commission and Legislature from PERA. Thus, the Commission is presented with
only one privatization bill per legislative session rather than several, and the privatizations
included in that proposed legislation have been reviewed and certified by PERA as meeting the
Comrmission’s criteria.

The procedure was enacted in 2008, and in 2010 the process was revised to permit inclusion of
privatizations where the actuarial work computed an expected loss to PERA, if the prior or new
employer agreed to make a lump sum payment to PERA to eliminate the loss. With that
payment, the privatization meets the criteria that the privatization not impose a loss on PERA.

In the past it was rare that privatization actuarial work would predict a PERA loss. However, if
the present differential between the deferred annuities augmentation rates applicable to
terminated employees and those applicable to privatized employees remains in law, it may
become common. Laws 2010, Chapter 359, Article 1, entitled “Financial Sustainability
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Provisions,” enacted many changes in laws for Minnesota major pension plans to reduce or limit
liabilities, in response to the serious drop in asset values which occurred in 2008 and early 2009.
For PERA, these changes included reductions in the amount of deferred annuity augmentation
for terminated PERA members, both those who terminated after the 2010 law passed and those
who termunated years ago. In contrast, no reduction was made in deferred annuity augmentation
under PERA privatizations. Under law as revised, PERA terminated employees who terminated
in the past, or who terminate prior to January 1, 2012, will receive only 1% augmentation after
January 1, 2012, until the effective date of retirement. Any employee who terminates after that
date has no augmentation. In contrast, PERA privatized employees under current law have 4%
per year augmentation until age 55 and 6% per year thereafter until the effective date of
retirement.

Because of the differences in deferred annuity augmentation treatment between PERA
terminated employees and those privatized employees placed in the PERA privatization chapter,
a difference which widened considerably due to the 2010 legislation, future privatization
actuarial work is far more likely to show a net loss to PERA. The reason is that the 2010
legislation probably has no impact on the liabilities computed if the employers are removed from
PERA-General and given the enhanced benefits provided under the privatization chapter, while
lowering the liabilities for these individuals if they were to remain in PERA as active members.

For new privatizations, PERA is generally protected. If including an entity in the privatization
chapter would create an expected loss to PERA, that group can only be included if the prior
public employer or new private employer is willing to make a lump sum payment to PERA to
eliminate the expected loss. Thus, the burden is shifted from PERA to the old or new employer.
But that still leaves PERA right at the margin, with no cushion, no expected net gain. PERA is
more exposed to future outcomes which differ from the earlier prediction in the actuarial work.
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Attachment B

Background Information on the
Historical Development of the PERA Privatization Chapter
Minnesota Statutes, Chapter 353F

a. Legislative History Conceming PERA Membership for Public Hospital and Related Emplovees.
Prior to 1963, employees of public hospitals and related health facilities were covered by the Public

Employees Retirement Association (PERA) on a mandatory basis. Legislation enacted in 1951
required every person who received compensation for services performed which was paid in whole or
in part from governmental revenue to be a member of PERA as a condition of the acceptance of or the
continuance in public employment, including public hospital, nursing home, and extended health care
facility employees (Laws 1951, Ch. 22, Sec. 10). Only public employees who were elected public
officials, or who attained the age of 60 years at the time of employment or who were required to
contribute to a local public pension fund or who were employed by a governmental unit which was
previously never covered by PERA, were excluded. For elected public officials and employees who
had attained the age of 60 years at the time of employment, membership was optional at the election
of the employee. For employees who were employed by a governmental unit which was never
previously covered by PERA, membership was optional at the election of the governmental
subdivision through the adoption of the appropriate resolution.

In 1963, legislation was enacted which made PERA membership optional for public hospital
employees (Laws 1963, Ch. 793, Sec. 3, Subd. 5, now coded as Minn. Stat. Sec. 355.72, Subd. 5). In
1963, there was no PERA Coordmated Program and no PERA-covered employees had Social Security
coverage by virtue of their public employment. The 1963 legislation made public hospital employees
eligible for Social Security coverage, authorizing a separate Social Security employee referendum and
Social Security agreement with the federal government. Each public hospital was treated as an
individual unit for purposes of the referendum. Public hospital employees were given the option of
having coverage by Social Security in lieu of PERA Basic Program coverage, or retaining the PERA
Basic Program coverage, or having reduced PERA coverage (under a predecessor to the PERA
Coordinated Program) and Social Security coverage. The Legislative Commission on Pensions and
Retirement, then an interim commission entitled the “Interim Commission on Employee Retirement
Systems,” was not reestablished by the 1961 Legislature, did not function during the 1961-1962
interim or the 1963 legislative session consequently, and did not study or recommend these changes
applicable to public hospital employees.

In 1967, the authority for public hospital employees to retain or terminate PERA coverage at their
option was revoked (Laws 1967, Ch. 687, Sec. 22). The Commission was reestablished on an interim
basis by the 1963 and 1965 Legislatures and the Commission did study and recommend this change in
the optional membership for public hospital employees.

The question of optional PERA membership for public hospital employees also arose in 1969
concerning a specific public hospital, the Duluth Miller Memorial Hospital. Special legislation
adopted during the 1969 legislative session, redefining the powers and duties of the directors of the
hospital, included a provision which was alleged by the hospital to have given its employees the
optzon to be members of PERA or not (Laws 1969, Ch. 224, Subd. 1). The question was resolved by
an opinion of the Attorney General, which held that the DuJuth Miller Memorial Hospital employees
did not have the right to terminate PERA membershlp by virtue of the special legislation because of
constitutional defects related to the manner in which the legislation was enacted, and the general
policy of the legislature towards public hospital employees expressed in the 1967 general legislation
on the subject (Opinion of the Attorney General to PERA dated November 10, 1971).

In 1973, PERA law was amended to specifically provide that public hospital employees are included
within the definition of “public employee” and are members of PERA (Laws 1973, Ch. 753, Sec. 4). In
1975, PERA law was amended to remove one additional exception to PERA membership applicable to
hospital districts by providing that only public hospital districts which were organized or reorganized
pursuant to Laws 1959, Chapter 570, prior to July 1, 1975, would be excluded from the definition of
“governmental subdivision,” which determines PERA coverage in part (Laws 1975, Ch. 102, Sec. 1).
The exclusion for public hospital districts which were organized or reorganized pursuant to the 1959
legislation was added to PERA in 1959 (Laws 1959, Ch. 650, Sec. 2). Employees of public hospital
districts which were organized or reorganized pursuant to the 1959 hospital organization legislation had
retirement coverage solely from Soc1a1 Security (Laws 1959, Ch. 633).

b. Pre-1999 Retirement Plan Treatment for Public Emplovees Affected by Public Health Care Facility
Privatizations. There has been a trend among health care facilities to convert from public sector
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ownership to private sector or quasi-public sector ownership. These conversions have involved
selling, leasing, or transferring the facility, and transferring the existing employees to that reorganized
health care facility.

The privatization of health care facilities is occurring both among large and small hospitals, clinics,
and related health care providers. The privatizations typically increase organizational flexibility and
reduce various costs to remain financially competitive. One area of potential savings is that of
retirement coverage by PERA, or other public pension plan, which may be eliminated by the
privatization.

When a privatization occurs, the employees may no longer qualify as public employees for PERA
pension purposes. When this occurs, membership in PERA terminates, and retirement benefit
coverage problems may emerge.

Under current PERA law, three years of PERA coverage is required for vesting for employees hired
before July 1, 2010, and five years is required for partial or total vesting for employees hired after
June 30, 2010. For employees who terminate PERA membership without vesting, no deferred
retirement annuity right typically is available. The member may elect a refund of accumulated
member confributions with 6% interest, or the individual may leave the contributions at PERA,
perhaps in the expectation that the individual will change employment in the future and again become
a covered public employee. For a vested employee who terminates PERA membership with at least
three years of service, there is a choice between a deferred retirement annuity right and a refund. The
deferred retirement annuity is augmented by 3% per year under age 55 and 5% per year thereafter
until retirernent or 2.5% per year until retirement, depending on the date of hire, and no augmentation
for members terminating after December 31, 2011,

When a privatization occurs and employees lose the right to continue coverage by the public plan, all
of the employees are impacted. The employee may be terminated from employment at the time of the
sale, transfer, or reorganization. Those employees will lose both continued employment and
continued retirement coverage. For employees who remain employed after transfer to the newly
organized health care facility, the privatization interrupts their benefit coverage. If there is no pension
plan established by the privatized health care facility, the employees will suffer a loss of overall
benefit coverage beyond Social Security. If a plan is provided by the new employer, portability
problems between the old and new plan are likely.

Before 1999, the Legislature dealt with health care privatizations numerous times and has used several
different treatments to address pension coverage issues. At times, in addition to any benefit that the
employee may have been eligible for under a public pension plan, the individual was offered an
alternative of an enhanced refund (employee plus employer contributions) plus interest. On at least
one occasion, the individuals were permitted to remain in PERA, although that practice has not been
favored in more recent years.

The following is a summary of treatments used since 1984 and before 1999.

» In 1984, relating to the privatization of the Owatonna City Hospital, legislation allowed the
affected employees to receive a deferred retirement annuity with at least five years of service or to
receive a refund of employee and employer contributions, plus interest at 6% compounded
annually. :

o In 1986, relating to the St. Paul Ramsey Medical Center reorganization, legislation allowed only a
delayed right to withdraw from PERA and receipt of a refund of only member contributions plus
interest at 5% compounded.

e In 1987, relating to the Albany Community Hospital and the Canby Community Hospital,
legislation allowed the affected employees to receive a deferred retirement annuity with a five-
year vesting period or to receive a refund of both employee and employer contributions, plus
compound annual interest at 6%.

¢ In 1988, relating to the Gillette Children’s Hospital employees, legislation continued the
membership of the affected employees in the General State Employees Retirement Plan of the
Minnesota State Retirement System (MSRS-General), but excluded new employees from public
pension plan coverage.

e In 1994, relating to the St. Paul Ramsey Medical Center again, legislation continued the PERA
membership of existing employees who were PERA members unless the employee elected to
terminate PERA membership before July 1, 1995.
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e In 1995 through 1997, two approaches have been used with respect to hospital privatizations:

1) Public Pension Plan Membership Discontinuation with Local Emplover Option. In the first
model, continuing PERA coverage ends for all employees as of the time of the transfer of the
health care facility to the new ownership. The new health care entity may provide a “PERA-
like” plan for individuals who are transferred with the facility and remain as employees of the
new entity. For individuals who are terminated at the time of the transfer, and who were not
vested in PERA, the city may match any refund with interest that the individual receives from
PERA. This model was used with the Olmsted County Medical Center privatization (1995),
the Itasca County Medical Center (1995 and 1996), and Jackson Medical Center, Melrose
Hospital, Pine Villa Nursing Home, and the Tracy Municipal Hospital and Clinic (1997), and
the Glencoe Area Health Center (1998).

2) Special Continuing Public Pension Plan Rights after Membership Discontinuation. In the

second model, termination of coverage by the public plan occurs at the time of the
privatization, but the employees who terminated coverage were permitted deferred annuities
(even those that were not vested) from the public plan with an augmentation rate that exceeded
that used under general law, and the employees were allowed to use service with the new
organization to meet age/service requirements for qualifying for the Rule of 90 under the
public plan. This approach was used in 1996 for the University of Minnesota Hospital-
Fairview merger. The plan that had previously provided coverage to the transferred employees

was the General State Employees Retirement Plan of the Minnesota State Retirement System
(MSRS-General).

¢. Precedent for the PERA Privatization Law. In 1996, the Fairview and University Hospitals merged
and employees at University Hospital who had been covered members of the General State Employees
Retirement Plan of the Minnesota State Retirement System (MSRS-General) were not permitted to
continue as active members of that public plan because the new employer was not a public entity.
Special treatment was proposed and enacted for these former public employees (coded as Chapter
352F, University Hospital Employee Retirement), including deferred annuity augmentation rates in
excess of that offered to other terminated employees. The Fairview/University Hospital model for
treating privatizations was later used when some similar situations arose for General Employee
Retirement Plan of the Public Employees Retirement Association (PERA-General) privatized
employees. Enacted in 1999, Minnesota Statutes, Chapter 353F, has been used in recent years to deal
with PERA-covered public employer privatizations, either due to a sale or lease to a private sector
company or nonprofit corporation, or due to reorgamzatlon that changes a public employer into a
501(c)(3) nonprofit corporation.

d. Minnesota Statutes. Chapter 353F. the PERA Privatization Provision, as Enacted in 1999. In 1999,
three pieces of proposed legislation were introduced relating to the privatization of public hospitals:

e H.F. 551 (Mulder); S.F. 707 (Lesewski): PERA; Luverne Hospital privatization;
H.F. 1027 (Molnau); S.F. 912 (Robling): PERA,; Ridgeview Medical Center privatization; and
e H.F. 1842 (Swenson); S.F. 1694 (Frederickson): PERA; Glencoe Public Hospital privatization.

The bills were heard by the Legislative Commission on Pensions and Retirement on February 26,
1999, and March 25, 1999. The bills proposed replicating the 1996 Fairview-University of Minnesota
Hospitals merger MSRS-General legislation. The Commission ultimately decided to create a single
coded law rather than three special local laws from the three bills, which was Minnesota Statutes,
Section 353F. PERA did testify on the initial two bills as neutral on the proposed legislation so long
as the actuarial experience gain to PERA-General from the privatization and the removal of members
from plan coverage was not exceeded by the actuarial accrued liability of the enhancements in the
privatization legislation.

The PERA privatization chapter provisions passed as Laws 1999, Chapter 222, Article 1, and
contained the following provisions:

1. Section 353F.01. Purpose and Intent Section. This chapter addresses the needs of PER A-General

covered employees who are terminated from that plan due to the privatization of their employing
unit.

5\)

Section 353F.02, Definitions. This section defines important terms and the employers and
employees who are to be covered under this chapter, including:

a. Effective Date. The treatment provided undér this chapter begins on the “effective date,”
defined as the date the employing unit is privatized.
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b. Covered Emplovers: “Medical Facility” and “Other Public Emploving Unit.” A privatized
entity is included under this chapter if the employing unit is listed in the definitions under
“medical facility” or “other public employing unit.” The medical facilities or other public
employing units included under the chapter when enacted in 1999 are Glencoe Area Health
Center, Luverne Public Hospital, Waconia-Ridgeview Medical Center, and Metro I, a joint
powers organization. '

c. Eligible Emplovees: “Terminated Medical Facility or Other Public Employing Unit

Employee.” “Terminated medical facility or other public employing unit employee” defines
the employees of the privatized employing unit who are to receive the prescribed treatment.
Eligible employees are those who were active PERA-General members immediately prior to
the covered privatization.

3. Enhanced Benefits. Certain benefits beyond those authorized for PERA terminated employees are
extended to privatized employees who are included under the chapter. These enhanced benefits are:

a. Section 353F.03, Waiver of Vesting Requirements. The normal vesting period is waived, so
any privatized employee would be entitled to eventually receive an annuity, notwithstanding
general law regarding vesting requirements. (When enacted in 1999, the PERA-General
vesting requirement that would otherwise have applied was three years of service.)

b. Section 353F.04, Increased Deferred Annuity Augmentation Rate. For the period between the
date of privatization and the date of eventual retirement, the privatized employee’s deferred
PERA retirement annuity will increase at the rate of 5.5% rather than 3% until January 1 of the
year in which the individual turns age 55 and at the rate of 7.5% rather than 5% thereafter until
retirement. However, some restrictions apply:

1. These rates are no longer applicable for any time after the terminated medical facility or
other public employing unit again becomes covered by any plan included in the combined
service annuity provision; and

il. these rates do not apply if the individual begins receipt of a PERA retirement annuity while
remaining employed with the privatized employer.

c. Section 353F.05, Rule of 90 Eligibility with Post-Privatization Service. For purposes of
qualifying for the Rule of 90 (combination of age and total service credit totals at least 90),
privatized employees will be able to count future privatized service with the privatized entity
for eligibility purposes, but not for benefit computation purposes.

4. Application. Interpretation of PERA-General Law. The chapter included a few sections clarifying
how certain provisions of PERA~General law apply to privatized employees, as follows:

a. Section 3533F.06. Application of Reemployed Annuitant Earnings Limitations. For purposes of
PERA law, the privatized medical facility will be treated as a PERA employing unit for

purposes of application of PERA’s reemployed annuitant earnings limitation provision. (If the
person leaves service with the privatized employer and commences receipt of a PERA annuity,
and the employee becomes reemployed with that privatized medical facility, PERA’s
reemployed annuitant earnings limitation provision will apply.)

b. Section 353F.07. Application of Refund Provision. In lieu of an eventual PERA annuity, an
eligible privatized employee may take a refund (with 6% interest) any time after beginning
employment under the privatized employing unit. The refund may not be repaid unless the
person again begins PER A-covered employment or employment covered by any other plan
included under the combined service annuity provision.

5. Section 353F.08, Counseling Services. PERA and the privatized employer must provide counseling
services to privatized employees regarding PERA benefit provisions within 90 days of the start of
privatized employment. The effective date provision for the article reflected a policy which the
Commission continued to follow in later years when new entities were proposed for addition to the
privatization chapter. First, some entity other than PERA (either the old or new employing unit) had
to pay for the actuarial work needed to determine the impact on PERA if the privatized entity was
adding to the privatization chapter. Second, the actuarial work had to indicate that PERA would not
suffer an actuarial loss if the privatization was added. The effective date provision stated that the
addition of Metro II would be effective if these conditions were met. For the other three
privatization included in the 1999 legislation, the actuarial work had been completed in time for the
Commission to make the determination that the applicable standards were met.

e. Later Revisions of Minnesota Statutes, Chapter 353F. The following is a description of the changes
that have occurred in the PERA privatization chapter since its 1999 enactment:

PERA Privatizations Ch. 353F.docx PERA Privatizations Ch. 353F, Historical Development
Revised: 1/2012 Aftachment X, p. 4



Attachment B

1. 2000 Revision; Section 353F.02, Definitions. The St. Paul Civic Center privatization was added to
the chapter, if the actuarial work indicated PERA would not suffer an actuarial loss. (Laws 2000,
Ch. 461, Art. 9)

2001 Revision; New Section 353F.051, Continuation of Disability Coverage. Following a covered
privatization, a privatized employee who suffers total and permanent disability can apply for
PERA-General disability benefits if the person had a medically documented pre-existing condition
prior to the privatization. The disability benefit will augment from the date of termination of
PERA-General coverage due to the privatization until the accrual date of the disability benefit. A
comparable provision was also added to the MSRS privatization chapter. (1% Spec. Sess. Laws
2001, Ch. 10, Art. 8, Sec. 2)

3. 2002 Revision: Section 353F.02, Definitions. Kanabec Hospital was added to the chapter, if the
actuarial work indicated PERA would not suffer an actuarial loss. Note: There were several
efforts to privatize the Kanabec Hospital, but apparently privatization did not occur. The 2002
addition therefore became ineffective and Kanabec Hospital was dropped from the list. It was
again added in 2004, but that privatization again failed to occur and it was dropped from the list in
2008. (Laws 2002, Ch. 392, Art. 5)

4. 2003 Revision: Section 353F.02, Definitions. Renville County Hospital was added to the chapter,
if the actuarial work indicated PERA would not suffer an actuarial loss. Note: Renville County
Hospital was dropped from the list in 2008 because the privatization failed to occur) (Laws 2003,
Ch. 12, Art. 5)

5. 2004 Revisions.

a. Section 353F.02, Definitions. Fair Oaks Lodge (Wadena), Kanabec Hospital, RenVilla Nursing
Home, and St. Peter Community Healthcare Center were added to the chapter if the actuarial work
indicated PERA would not suffer an actuarial loss. (Laws 2004, Ch. 267, Art. 12, Sec. 1, 4)

b. New Section 353F.052. Application of Surviving Spouse., Dependent Child Coverage. The
provisions in PERA-General covering annuities and refunds applicable to surviving spouses and
dependent children (Minn. Stat. Sec. 353.32) apply to the survivors of a terminated medical
facility or other public employing unit employee. (Laws 2004, Ch. 267, Art. 9, Sec. 16)

6. 2005 Revision; Section 353F.02. Definitions. Bridges Medical Services, Hutchinson Area Health
Care, and Northfield Hospital were added to the chapter, if the actuarial work indicated PERA would
not suffer an actuarial loss. (Note: Northfield Hospital was dropped from the list in 2008 because
the privatization failed to occur.) (1% Spec. Sess. Laws 2005, Ch. 8, Art. 6, Sec. 1, 4)

7. 2006 Revisions.

a. Section 353F.02, Definitions. City of Cannon Falls Hospital, Clearwater Health Services in
Bagley, and Dassel Lakeside Bridges Medical Services were added to the chapter, if the
actuarial work indicated PERA would not suffer an actuarial loss. (Laws 2006, Ch. 271, Art. 5,
Sec. 2, 5)

b. Section 353F.04, PERA Privatization Deferred Annuities Augmentation Provision (Laws 2006,
Ch. 271, Art. 5, Sec. 3)

i. New Privatizations Reduced Deferred Augmentation Rates. For any privatizations
occurring on or after January 1, 2007, the deferred annuity augmentation rate will be 4.0%
(rather than 5.5%) through the year in which the individual attains age 55, and 6.0%
(rather than 7.5%) thereafter until retirement.

ii. Drafting Revision. The section was divided into subdivisions, one dealing with enhanced
augmentation and the other covering exceptions.

B

ili. Possible Revision in Treatment for Those Who Again Become Active Emplovees Covered
bv PERA. or Another Combined Service Annuity Plan. Under the revision, the enhanced
augmentation rates do not apply if the terminated medical facility or other public
employing unit employee becomes an active member of any combined service annuity
plan, rather than the enhanced augmentation rates are no longer applicable for any time
after the terminated medical facility or other public employing unit employee becomes an
active member of any combined service annuity plan.

8. 2007 Revisions.

a. Section 353F.02, Definitions. The Lakefield Nursing Home, Lakeview Nursing Home in
Gaylord, and the Oakland Park Nursing Home were added to the medical facility definition, if
the actuarial work indicated PERA would not suffer an actuarial loss. (Laws 2007, Ch. 134,

Art. 5, Sec. 1)
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b. Section 353F.04, PERA Privatization Deferred Annuities Augmentation Provision. The
enhanced deferred annuities augmentation provision was revised by extending the rates
generally applicable to pre-January 1, 2007, privatizations (deferred annuity augmentation of
5.5% through the year in which the individual attains age 55, and 7.5% thereafter until
retirement), to Hutchinson Area Health Care, if that privatization occurred before January 1,
2008. (Laws 2007, Ch. 134, Art. 5, Sec. 2)

9. 2008 Revisions

a. Section 353F.02, Definitions. Kanabec Hospital, Northfield Hospital, and Renville County
Hospital in Olivia were removed from the privatization chapter because the privatizations
failed to occur. The Department of Radiology and the Department of Radiation/Oncology in
Rice Memorial Hospital in Willmar, and Worthington Regional Hospital were added to the
privatization chapter if the actuarial work indicated PERA would not suffer an actuarial loss.
(Laws 2008, Ch. 349, Art. 5, Sec. 26-27, and Art. 7)

b. New Section 353F.025, Certification/Decertification Procedure. Rather than continuing with
individual bills for each privatization and having the Commission determine whether the
actuarial work for the given privatization indicates no expected loss to PERA, a new procedure
was created which will have PERA determine whether these standards are met, and will have
PERA submit a single bill covering all those privatizations which meet the standards. The
submitted bill will also void any previously approved additions where the entity failed to
privatize within one year. (Laws 2008, Ch. 349, Art. 5, Sec. 27)

10. 2009 Revision; Section 353F.02, Definitions. Using the certification process enacted in 2008,
Weiner Memorial Medical Center was added to the privatization chapter. (Laws 2009, Ch. 169,
Art. 4, Sec. 20)

11, 2010 Revisions.

a. Secton 353F.02, Definitions. Using the certification process, Chris Jenson Health and
Rehabilitation Center in St. Louis County, the Douglas County Hospital Mental Health Unit,

and Wheaton Community Hospital were added to the privatization chapter. (Laws 2010, Ch.
359, Art. 5, Sec. 17)

b. Section 353F.025 Certification/Decertification Procedure. (Laws 2010, Ch. 359, Art. 3, Sec.
18-19) '

i. Procedure Revised to Permit Payment to Eliminate Expected Loss. The certification/
decertification procedure enacted in 2008 was revised to permit inclusion in the chapter,
despite actuarial work indicating an expected loss to PERA, if the employer makes a lump
sum payment to PERA to eliminate the expected loss.

1. Inclusion in Administrative Legislation. PERA was authorized to include recommendations
for inclusion/decertifying of privatizations in its administrative legislation.

f.  Application of the PERA Privatization Law. To date, the PERA privatization chapter applies to the
following privatizations:

* Bridges Medical Services ¢ Luveme Public Hospital
» City of Cannon Falls Hospital ¢ Qakland Park Nursing Home
e Chris Jenson Health and Rehabilitation » RenVilla Nursing Home
Center in St. Louis County ¢ Rice Memorial Hospital in Willmar, with
» Clearwater County Memorial Hospital d/b/a respect to the Dept. of Radiology and Dept.
Clearwater Health Services in Bagley of Radiation/ Oncology
e Dassel Lakeside Community Home e St Peter Community Health Care Center
e Douglass County Hospital, with respect to s Waconia-Ridgeview Medical Center
the Mental Health Unit e  Weiner Memorial Medicai Center, Inc.
» Fair Oaks Lodge, Wadena * Wheaton Community Hospital
» Glencoe Area Health Center » Worthington Regional Hospital
e Hutchinson Area Health Care ¢ Metro I, a joint powers organization formed
» Lakefield Nursing Home under Minn. Stat. Sec. 471.59
» Lakeview Nursing Home in Gaylord ¢ 5t. Paul Civic Center Authority

When a PERA privatization occurs, the privatized employees are excluded from continued PERA-General
coverage as active employees because the employees are no longer public employees. For purposes of the
pension plan they are considered to be terminated employees although many of them may continue in the
same employment, but with a new privatized employer.
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MARSH MERCER KROLL

MMC Gy CARPENTER  OLIVER WYMAN

Ms. Mary Most Vanek

Executive Director

Public Employees Ret. Assoc. of MN
80 Empire Drive, Suite 200

St. Paul, MN 55103

August 31, 2010

Subject: Cedarview Nursing Home - Steele County

Dear Mary:

Efigible employees of the Cedarview Nursing Home are currently members in the Public
Employees Retirement Fund. If the Nursing Home becomes a private employer, these
employees will terminate active participation in the plan. We have compieted an analysis of
the actuarial accrued liability of the active members of the Nursing Home under three

scenarios, as follows:

»  Ongoing Active Employees

» Terminated Vested Employees

»  Terminated Vested Employees with the enhancements of the PERA Privatized Plan

From the data file of 161 total employees (three were duplicates) that you provided, we
identified 109 active members in PERA as of July 1, 2009. Of those not active, 21
employees had a social security number and/or employee 1D of “n/a” or *NULL". The
remaining employees were not included in our 2008 valuation, as they were hired (or
rehired) after July 1, 2009. The participant statistics for this group is shown below:

Participant Data As of July 1, 2009

Number 109
Average age 459
Average years of service 8.9
Average annual earnings $27,997

Consulting. Qutsourcing. Investments.
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August 31, 2010

Ms. Mary Most Vanek

Public Employees Ret. Assoc. of MN

The liabilities in this letter are determined as of July 1, 2009 and are based on the employee
data provided by PERA, and the plan provisions, assumptions, and methods as summarized
in the 2009 valuation report dated December 2009. Liabilities under all three scenarios were
adjusted by 0.8% to reflect the possibility of Combined Service Annuities, consistent with the

adjustment applied to all active employees in the PERA valuation.

The specific Privatization enhancements reflected in our liabilities are as follows:
» All participants are 100% vested upon termination

» Augmentation rate of 4.0% annually through age 55

» Augmentation rate of 6.0% after age 55 until retirement

For comparison purposes, the current plan provisions for PERA members are as follows:
» Participants are 100% vested upon three years of service
»  Augmentation rate of 3.0% annually through age 55

» Augmentation rate of 5.0% after age 55 until retirement (2.5% if hired after June 30,
2006)

The actuarial accrued liabilities under the three scenarios are shown below.

Actuarial Accrued

Liability as of
July 1, 2009
1. Ongoing Active PERA Members $ 4,501,399
2. Terminated Vested Employees 3,846,441
3. Terminated Vested Employees with the
enhancements of the PERA Privatized Plan 4,291,241

The actuarial accrued liability with the enhancements of the PERA Privatized Plan is less
than the ongoing active actuarial accrued liability.

12
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August 31, 2010

Ms. Mary Most Vanek

Public Employees Ret. Assoc. of MN

Mercer has prepared this letter exclusively for the Public Employees Retirement Association
of Minnesota to determine the actuarial accrued liability for employees of the Cedarview
Nursing Home under the assumptions and plan provisions outlined in this letter. This letter
may not be used or relied upon by any other party or for any other purpose; Mercer is not
responsible for the consequences of any unauthorized use.

This material includes or is derived from projections of future funding and/or accounting
costs and/or benefit related resuits. To prepare these projections or results, various sets of
actuarial assumptions, including those described in our actuarial valuation report dated
December 2009, were used to project a limited number of scenarios from a range of
possibilities. However, the future is uncertain, and the plan’s actual experience will likely
differ from the assumptions utilized and the scenarios presented; these differences may be
significant or material. In addition, different assumptions or scenarios may also be within the
reasonable range and results based on those assumptions would be different. This letter has
been created for a limited purpose, is presented at a particular point in time and should not
be viewed as a prediction of the plan's future financial condition. To prepare the resuits
shown in this letter, various actuarial methods, as described in Mercer's actuarial valuation
report dated December 2009, were used.

Because actual plan experience will differ from the assumptions, decisions about benefit
changes, investment policy, funding amounts, benefit security and/or benefit-related issues
should be made only after careful consideration of alternative future financial conditions and
scenarios and not solely on the basis of the valuation report or this letter.

This letter is based on July 1, 2009 participant data supplied by the Fund and pian
provisions as described in Mercer’s actuarial valuation report dated December 2009 except
as noted in this letter. The Fund is solely responsible for the validity, accuracy and
comprehensiveness of this information. If the data or plan provisions supplied are not
accurate and complete, the results described in this letter may differ significantly from the
results that would be obtained with accurate and compiete information.
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August 31, 2010

Ms. Mary Most Vanek

Public Employees Ret. Assoc. of MN

Frofessional qualifications

We are available {0 answer any questions on the material contained in the report, or to
provide explanations or further details, as may be appropriate. The undersigned credentialed
actuaries meet the Qualification Standards of the American Academy of Actuaries to render
the actuarial opinion contained in this letter. In addition, Mr. Dickson meets the requirements
of “approved actuary” under Minnesota Statutes, Section 356.215, Subdivision 1, Paragraph
{c). We are not aware of any direct or material indirect financial interest or relationship,
including investments or other services that could create a conflict of interest, that would
impair the objectivity of our work.

Sincerely,

| :
Iz |- (W wst™ %@M ) dp—
Bonita J. Wurst, ASA Gary D. Dickson, FSA
Copy:

Julie Thompson, Becky Wegleitner, Sheri Wroblewski — Mercer
The information contained in this document (inciuding any attachments) is not intended by

Mercer to be used, and it cannot be used, for the purpose of avoiding penalties under the
Internal Revenue Code that may be imposed on the taxpayer.

giperawvallcedarview nursing home privatization.doc
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Ms. Mary Most Vanek

Executive Director

Public Employees Ret. Assoc. of MN
60 Empire Drive, Suite 200

St. Paul, MN 55103

September 22, 2010

Subject: Traverse County — Privatization of Care Center and Prairieview Place

Dear Mary:

Eligible employees of the Traverse County Care Center and Prairieview Place are currently
members in the Public Employees Retirement Fund. If the Care Center and Prairieview
Place become private employers, these employees will terminate active participation in the
ptan. We have completed an analysis of the actuarial accrued liability of the active members
of the Care Center, including and exciuding Prairieview Place employees, under three
scenarios, as follows:

= Ongoing Active Empioyees
»  Terminated Vested Employees
*  Terminated Vested Employees with the enhancements of the PERA Privatized Plan

From the data file of 79 total employees {two were duplicates) that you provided, we
identified 80 active members in PERA as of July 1, 2009. The remaining 19 employees were
not inctuded in our 2009 valuation, as they were hired (or rehired) after July 1, 2009. The
participant statistics for this group are shown below:

As of July 1,2009  As of July 1, 2009

Excluding Including
Participant Data Prairieview Prairieview
Number 50 60
Average age 48.6 48.9
Average years of service < 11.4 10.7
Average annual eamings $22. 963 $23,137

Consulting. Outsourcing. Investments,
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September 22, 2010

Ms. Mary Most Vanek

Public Employees Ret. Assoc. of MN

The liabilities in this letter are determined as of July 1, 2009 and are based on the employee
data provided by PERA, and the plan provisions, assumptions, and methods as summarized
in the 2009 valuation report dated December 2009. Liabilities under all three scenarios were
adjusted by 0.8% to reflect the possibility of Combined Service Annuities, consustent with the
adjustment applied to all active employees in the PERA valuation.

Note that significant plan changes, including augmentation changes, were adopted after
July 1, 2009. Estimating the impact of these changes is beyond the scope of this letter.

The specific Privatization enhancements reflected in our liabilities are as follows:
= All participants are 100% vested upon termination

= Augmentation rate of 4.0% annually through age 55

= Augmentation rate of 6.0% after age 55 until retirement

For comparison purposes, the current plan provisions for PERA members are as follows:
» Participants are 100% vested upon three years of service
= Augmentation rate of 3.0% annually through age 55

= Augmentation rate of 5.0% after age 55 until retirement (2.5% if hired after June 30,
2006) ‘

The actuarial accrued liabilities under the three scenarios, with and without the 10
employees at Prairieview, are shown below.

Actuarial Accrued Actuanial Accrued
Liability as of Liability as of
July 1, 20609 July 1, 2009
Not Including the 10 Including the 10
Prairieview Employees Prairieview Employees
1. Ongoing Active PERA Members $ 2,385,706 $ 2,886,967
2. Terminated Vested Employees 2,058,367 2,541,524
3. Terminated Vested Employees with the
enhancements of the PERA Privatized Plan 2,265,962 2,783,773
4. Number of Employees 50 60
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September 22, 2010

Ms. Mary Most Vanek

Public Employees Ret. Assoc. of MN

The actuarial accrued liability with the enhancements of the PERA Privatized Plan is less
than the ongoing active actuarial accrued liability in each scenario.

Mercer has prepared this letter exclusively for the Public Employees Retirement Association
of Minnesota to determine the actuarial accrued liability for employees of the Traverse
County Care Center and Prairieview Place under the assumptions and plan provisions
outlined in this letter. This letter may not be used or relied upon by any other party or for any
other purpose; Mercer is not responsible for the consequences of any unauthorized use.

This material includes or is derived from projections of future funding and/or accounting
costs and/or benefit related results. To prepare these projections or results, various sets of
actuarial assumptions, including those described in our actuarial valuation report dated
December 2009, were used fo project a limited number of scenarios from a range of
possibilities. However, the future is uncertain, and the plan’s actual experience will tikely
differ from the assumptions utilized and the scenarios presented; these differences may be
significant or material. in addition, different assumptions or scenarios may also be within the
reasonable range and results based on those assumptions would be different. This letter has
been created for a limited purpose, is presented at a particular point in time and should not
be viewed as a prediction of the plan's future financial condition. To prepare the results
shown in this letter, various actuarial methods, as described in Mercer’s actuarial valuation
report dated December 2009, were used.

Because actual plan experience will differ from the assumptions, decisions about benefit
changes, investment policy, funding amounts, benefit security and/or benefit-related issues
should be made only after careful consideration of alternative future financial conditions and
scenarios and not solely on the basis of the valuation report or this letter.

This letter is based on July 1, 2009 participant data supplied by the Fund and plan
provisions as described in Mercer’s actuarial valuation report dated December 2008 except
as noted in this letter. The Fund is solely responsible for the validity, accuracy and
comprehensiveness of this information. If the data or plan provisions supplied are not
accurate and complete, the results described in this letter may differ significantly from the
results that would be obtained with accurate and complete information.
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September 22, 2010

Ms. Mary Most Vanek

Public Employees Ret. Assoc. of MN

Professional qualifications

We are available to answer any questions on the material contained in the repott, or to
provide explanations or further details, as may be appropriate. The undersigned credentialed
actuaries meet the Qualification Standards of the American Academy of Actuaries to render
the actuarial opinion contained in this letter. In addition, Mr. Dickson meets the requirements
of “approved actuary” under Minnesota Statutes, Section 356.215, Subdivision 1, Paragraph
(c). We are not aware of any direct or material indirect financial interest or relationship,
including investments or other services that could create a conflict of interest, that would
impair the objectivity of our work.

Sincerely,

!
-Bonita J. Wurst, ASA Gary D. Dickson, FSA :
Copy:

Julie Thompson, Becky Wegleitner, Sheri Wroblewski — Mercer

The information contained in this document (including any attachments) is not intended by
Mercer to be used, and it cannot be used, for the purpose of avoiding penalties under the
Internal Revenue Code that may be imposed on the taxpayer.
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March 16, 2011

Authored by Smith and Murphy. M.
The bill was read for the first time and referred to the Committee on Government Operations and Elections

A bill for an act

" relating to retirement; Public Employees Retirement Association privatizations;

adding Cedarview Care Center and Traverse Care Center to covered privatization
list; amending Minnesota Statutes 2010, section 353F.02, subdivision 4.

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

Section 1. Minnesota Statutes 2010, section 353F.02, subdivision 4, is amended to read:

Subd. 4. Medical facility. "Medical facility” means:
(1) Bridges Medical Services;

(2) Cedarview Care Center in Steele County;

{23 (3) the City of Cannon Falls Hospital;
€3} (4) the Chris Jenson Health and Rehabilitation Center in St. Louis County;

4 (5) Clearwater County Memorial Hospital doing business as Clearwater Health

Services in Bagley;

5y (6) the Dassel Lakeside Community Home;

6y (7) the Douglas County Hospital, with respect to the Mental Health Unit;
€ (8) the Fair Oaks Lodge, Wadena;

8 (9) the Glencoe Area Health Center:

£9¥ (10) Hutchinson Area Health Care;

6% (11) the Lakefield Nursing Home;

5 (12) the Lakeview Nursing Home in Gaylord,

12 (13) the Luverne Public Hospital;

3y (14) the Oakland Park Nursing Home;

4y (13) the RenVilla Nursing Home;

HF. 1167

Section 1. ‘ 1
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15y (16) the Rice Memorial Hospital in Willmar, with respect to the Department
- of Radiology and the Department of Radiation/Oncology; |
463 (17) the St. Peter Community Health Care Center;

(18) the Traverse Care Center in Traverse County;

4 (19) the Waconia-Ridgeview Medical Center;
483 (20) the Weiner Memorial Medical Center, Inc.;
157 (21) the Wheaton Community Hospital; and
26y (22) the Worthington Regional Hospital.

EFFECTIVE DATE. This section is effective the day following final enactment.

HF 1167 29

[\

Section 1.





