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Affected Pension Plan(s):

Relevant Provisions of Law.

General Nature of ProlJosaf.

Date of Summary

Various Statewide Retirement Plans

Minnesota Statutes, Chapter llA
Revision or dissolution of the Minnesota Post Retirement
Investment Fund

March 27, 2008

Specific Proposed Chanaes

li If the Minnesota Post Retirement Investment Fund remains suffciently funded on a market value

basis, the bil continues the Consumer Price Index adjustment component, unnames and modifies
the investment performance adjustment component, adds a lost purchasing power adjustment
component, and provides for additional benefi and funding recommendations in the event of
significant future excess funding.

$ If the Minnesota Post Retirement Investment Fund becomes insuffciently funded, the current post-
retirement adjustment mechanism and fund arrangement is dissolved, retiree assets would be re-
deposited in each retirement fund, and a flat 2.5 percent annual benefit increase would replace the
current mechanism.

PolicV Issues Raised bv the Proposed leaislation

1. Unclear conformity with Commission's Principles of Pension Policy.

2. Appropriateness given unclear policy goal for MPRIF modifications.

3. Appropriateness given the proponents' bias in favor of dissolving the MPRIF.

4. Appropriateness of instituting a dissolution trigger and the selection of the particular trigger.

5. Appropriateness of the complexity of the proposed changes in a retained MPRIF.

6. Unlikely prospect for any meaningful increases from proposed "lost purchasing power" component.

7. Appropriateness of the proposed benefit reductions.

8. Unclear application of MPRIF changes to Minnesota Statutes, Section 356.41.

9. Federal tax code compliance issues arising from the proposaL.

Potential Amendments

H3421-1A moves MERF-related provisions from the MPRIF law to the MERF law (technical amendment).

H3421-2A makes language and style revisions under current drafting conventions (technical amendment).

H3421-3A eliminates MPRIF dissolution article, requiring legislative determination before any MPRIF dissolution.

H3421-4A, upon MPRIF funding decline, requires fund administrator report rather than 
MPRIF dissolution.

H3421-5A resets MPRIF dissolution trigger to a lower funding ratio.

H3421-6A adds actuarial gain pool to the "lost purchasing power" adjustment determination procedure.

H3421-7A makes conforming changes to Minnesota Statutes, Section 356.41, the MPRIF adjustment
indexation provision.
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Summary ofH.F. 3421 (Murphy, M., by request); S.F. 2969 (Betzold)

H.F. 3421 (Murphy, M., by request); S.F. 2969 (Betzold) amends Minnesota Statutes, Section 11A.18,
and adds new Minnesota Statutes, Section 11A.181, relating to the Minnesota Post Retirement Investment
Fund (MPRIF), the post-retirement adjustment mechanism for the various statewide retirement plans, by
making the following changes:

a. Retention (Article 1 ). If the MPRIF funding ratio is above 80 percent in all future years and is above
85 percent in all future consecutive two-year periods, the following provisions apply:

(1) Continuation of CPI Component. The CUITent adjustment based on the annual increase in the
Consumer Price Ii1dex (Cpr), not to exceed 2.5 annually, continues without change;

(2) Unnaming and Modification ofInvestment Performance Adiustment Component. The cunent
investment perfonnance adjustment component is modified by the elimination of the investment
perfonnance reference and by the addition of a specific cap that either is the remaining amount by
which the cpr adjustment is less than 2.5 percent or is the amount by which the CPI exceeds 2.5
percent, continuing to be payable only if the MPRIF has no deficit and if its investment
perfol11ance has a net positive margin above 8.5 percent, and, when added to the CPI component
after 2010, does not exceed 5.0 percent in total;

(3) Addition of Lost Purchasing Power Adiustment. If the MPRIF is at least 90 percent funded, if the
MPRIF investment perfonnance for the most recent fiscal year is greater than 8.5 percent, and if
the cpr adjustment component is less than 2.5 percent, an increase equal to the amount by which
each MPRIF annuitant's past benefit adjustments have failed to match the CPI increase since the
June 30 of the year before the first MPRI adjustment was paid, but not to exceed the difference
between the combined amount of the two other prior MPRIF components and 2.5 percent for each
person. The adjustment is subject to an additional reduction by the amount needed to maintain the
MPRI at a 90 percent funded ratio; and

(4) Addition of Excess Assets Trigger for the FOl11Ulation of Additional Benefits and Funding
Recommendations. If the MPRIF becomes at least 115 percent funded in a future year, the
goveming bodies of the retirement plans paiiicipating in the MPRIF must jointly prepare
recommendations on overall benefits and funding for active me'mbers and benefit recipients.

b. Dissolution (Aiiicle 2). Ifthe MPRI funding ratio is below .80 percent as of June 30 in anyone year or is
below 85 percent as of June 30 for two consecutive years, the MPRI dissolves, with no future required
reserve transfers as of the December 31 following the triggering event, with no actuarial mortality loss
transfers after the triggering event, and with the transfer back of each retirement plan's participation in the
MPRI as ofthe June 30 of the next year following the tiiggering event. Upon MPRI dissolution, an
automatic 2.5 percent aimual post-retirement adjustment applies to all benefit recipients.

Background Materials

Background material relevant to the proposed legislation is attached, as follows:

A. Attachment A presents background infonnatIon on the current statutory provisions of the Minnesota
Post Retirement Investment Fund (MPRIF).

B. Attaclm1ent B presents background infonnation on the development of the MPRI.

C. Attachment C presents background information on the requirements for the transfer of retirement
fund assets to and from the MPRIF.

D. Attachment D presents a comparison of the percentage rates of post-retirement adjustments provided
by the various Minnesota statewide and major local retirement plans over time, including the MPRIF.
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E. Attachment E presents a comparison of federal Consumer Price Index increases with post-retirement
adjustments from the MPRIF.

F. Attaclunent F presents infonnation on the past funded ratio of the MPRI and its predecessor for the
period 1979-2007.

Technical Amendments

1. Technical Amendment H3421-1A simplifies the revised Minnesota Post Retirement rnvestment
Fund govel1ing statute by moving the provisions in Minnesota Statutes 2006, Section 11A. 1 8,
applicable to the Minneapolis Employees Retirement Fund (MERF) to the applicable MERF statutory
provision.

2. Technical Amendment H3421-2A makes various language style and usage revisions to gain greater
conformity to the cunent drafting conventions.

Document H3421-E3 is a draft engrossed version of the bill with both technical amendments, for ease in
ascertaining the impact of those amendments.

Analysis and Discussion

H.F. 3421 (Murphy, M., by request); S.F. 2969 (Betzold) establishes a trigger for the dissolution of the
Minnesota Post Retirement Investment Fund (MPRI), the cunent statewide retirement plans' post-
retirement adjustment mechanism, replaces the MPRI with an automatic annual 2.5 percent adjustment
upon a future MPRIF dissolution when the poor funding trigger occurs, and adds two potential additional
adjustment components to the MPRIF if the dissolution trigger event is not met, a lost purchasing power
component payable ifthe MPRI is less than fully funded, but at least 90 percent funded, and if the
Consumer Price Index (CPI) component adjustment is less than 2.5 percent, to be funded from that
difference, and an excess asset benefit modification repOli and joint retirement plan recommendation if
the MPRI is at least 115 percent funded.

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

1. Unclear Confo1T1ity with Commission's Principles of Pension Policy. The policy issue is the extent to
which the proposed revision or dissolution of the Minnesota Post Retirement rnvestment Fund
(MPRI) confo1T1s with the Principles of Pension Policy formulated by the Commission over the
years. Principle ILC.8., relating to post-retirement adjustments, indicates that:

Il.e.8. Postretirement Benefit Adequacy

a. The retirement benefìt should be adequate during the period of retìrement.

b. Postretirement benefit adequacy should function to replace the ìmpact of

economic inflation over time in order to maintain a retirement benefit that was
adequate at the time of retirement.

c. The system of periodic post retirementi increases should be funded on an
actuarial basis.

d. In order to replace inflation, the post retirement adjustment system should

follow a valid recognized economic indicator.

Based on comparisons of the annuity and benefit amounts for the various retiree cohoiis in
Attac1U11ent E, aIU1uitants and benefit recipients havd kept pace with inflation in their current benefit

amounts, but as a review of the annual pattel1s of each COhOli or of the chaii accompanying Table 2,
the match between the MPRIF adjustments and the cost of living as measured by the federal Consumer
Price Ii1dex (CPI) has generally not been very close. iThe proposed additions to the MPRI, pending
its dissolution, would increase post-retirement adequiacy based on valid recognized economic
indicator, the CPI, but only during periods of very low inflation, which would not remedy the current
flaw in the MPRIF of a poor correlation between adjustments and inflation during all periods but those
with exceptionally low inflation. Upon a dissolution! of the MPRIF, the proposal would replace the
cunent mechanism with a flat 2.5 percent annual increase completely untied to the CPL

2. Appropriateness Given Unclear Policy Goal for MPRIF Modifications. The policy issue is the
appropriateness of the proposed modifications in theiMinnesota Post Retirement Investment Fund
(MPRIF) when there is no clear explicit or implicit p!olicy goal underlying the changes. The proposal
represents the result of a joint committee drawn front the boards of the Minnesota State Retirement
System (MSRS), the Public Employees Retirement Association (PERA) and the Teachers Retirement

H3421-S2969 Memo Page 2
2



Association (TRA). The jointcommittee had 11 meetings, considered ten altematives, and anived at
this proposaL. The am10unced guiding principles for the joint board committee in developing the
proposed legislation were:

Guiding Principles
Primary Prlrieiples
t.~,:rhe post..r:c-ttCmeni increU6e Jnt'dia~

iihm wil provide SOJlt form of Jnlla-

doii protection lor r(tHrees and wil
haw long-iermlìmlllCi,l! suslilnabil-
Jty.

2. The post-r~lirtm('nt incfen,c mcdia-
nism wil r~sl1l1 in k$s funding
voleiim!y lHltl loss \'ol,uiliy In ilt111al
inttc¡¡'C$ tliaii the CUtfml method.

3. The cl1llmitrcc', fHCIiS wíl be on
finding sOll1Uons for the l'ust fund.

Post Fund Mei:hanlsm
i. Post rt¡itcmeiit incrcases sli()ild hal'"

$()fie UtI tü the. rnte of hiflatiün.

2. Any CüilfH,iie,ll that is p,lld Ìíi ¡lt1di-
lion to some iiiflation ¡1rmetlÌon should
¡¡void incr"asing hencfils that later i:,Htlti
tt'suli in ,lgiiilcaii tiifllJided Jìabiltlcs.

.\. The new adjustment nicdmnlsm shniild
fll1ctÎofl in aJtermlllw ccoilomic S(.,'lUirl-
os.

4. Thc lImkrlyiiig In!1'ltiOtI protection
would b~ 1hü S;\llle fw all plans, hut
noy iii.:rCJ1tlllil il1ctl:a¡,c:; in addilml to
i¡¡flaUmi, may dìlkr for \'arlons ilh1l1S.

Funding
1. Tlie pos1-n'Urcmcnt dial1gcs wlliiìni-

mize nddiloílil cos1 in the pJ(w,

2. Any fundIng st,lhiUo!1 wil hc hl1td on
r('l1Slinahle ;lctuaríl1J nSSilllptinns.

Those guiding principles are contradictory in practice and do not resolve themselves into a clear policy
goal. The retirement plan sponsors of the proposal should be provided an opportunity to clarify what
policy goal or goals they believe are forwarded by the proposed legislation.

3. Appropriateness ofthe Proposal's Bias In Favor of Dissolving the MPRIF. The policy issue is the
appropriateness of the proposed legislation when the proposal has a clear bias in favor of a future
dissolution of the Miimesota Post Retirement Investment Fund (MPRI). From the materials provided
to the Commission from the joint boards committee on the MPRIF, there was strong interest from the
outset ofthe project to either pennit some retirement plans to withdraw from the MPRIF or to dissolve
the MPRIF entirely. The final proposal, although described in materials as reserving the dissolution
option to a future scenario where the funding level ofthe MPRIF falls to an unacceptable level or facts
to make funding progress over an appropriate period, sets the unacceptable level for one year at 80
percent funded and sets the funding progress failure over an appropriate period at 85 percent funded
over two years. The setting of those levels was apparently the last issue settled by or on behalf of the
joint committed, reportedly based on a number of actuarial studies, but that body of infol11ation has
not been provided to the Commission. Other than to recite unsubstantiated figures about the
improbabilty of the MPRI becoming fully funded in anyone year, the proponents of the proposed
legislation have not indicated what policy or practical disaster wil follow if 

the funded ratio of the
MPRIF should fall below 80 percent during the course of some future recession, panic, or depression
and why that disaster would not occur with the proposed mixing of the retiree asset value decline with
the asset value decline that would also be felt on the active member assets. Without some clear
indication of the harm that would occur from a funded ratio setback in the MPRIF, providing for a
dissolution of the MPRIF at an arbitrarily funded ratio figure seems premature.

4. Appropriateness of a Dissolution Trigger; Trigger Selection. The policy issue is whether or not it is
appropriate to have an automatic dissolution of the Mim1esota Post Retirement Investment Fund

(MPRI) if a triggering event happens rather than leaving the MPRIF dissolution to the Legislature
based on a careful consideration of the circumstances at hand and the implications involved and, if an
automatic trigger is appropriate, is the proposed trigger appropriate. The primary reasons usually
given for an automatic trigger is that a timely response is needed for an emergency event that cannot
be delayed to the next legislative session or that there is such clarity on what constitutes an emergency
and on what the response should be that the program can be put on automatic pilot. It is not clear that
a simple economic or market decline constitutes a sufficiently clear emergency for which a sole
response is indicated, especially when the decline will also impact on the balance of the retirement
plan assets in a comparable fashion. The past history of the MPRIF and its predecessor has indicated
that relatively wide swings in the funded condition of the investment fund have OCCUlTed and logic

suggests that those savings could be expected again. While the MPRI had its most sustained period
of under funding in its history during the period since 2000, the investment fund has had underfunded
years in the 1980s and has numerous instances where the fund has had changes in its funding ratio
fi-om year to year greater than five percent.

If the Commission has doubts about the wisdom of an automatic MPRIF dissolution based on a
triggering event or a set of triggering events, Amendment H3421-3A would eliminate the dissolution
article, leaving the decision on the dissolution of the MPRI to a future legislature.
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If the Commission views the CUlTent MPRI deficit with conce11 and wishes to foster an earlier future
discussion on the MPRI ifthere is a future erosion in market value, Amendment H3421-4A converts
the proposed trigger consequence from an automatic dissolution of the MPRIF and automatic benefit
change to a mandated report and recommendations from the affected retirement plan administrators
upon that future market value decline.

If the Commission believes that the proposed trigger (funded ratio falling to 80 percent in anyone year
or two consecutive years of funded ratio results of 85 percent or less) are not suffciently dramatic to
warrant an MPRIF dissolution, Amendment H3421-5A would reset the conditions to require a greater
market decline for a longer period of time (less than 75 percent rather than less than 85 percent for
three consecutive years rather than two consecutive years or less than 70 percent for two consecutive
years rather than Jess than 80 percent for one year).

5. Appropriateness of the Complex Proposed Changes in the Cuuent MPRIF. The issue is the policy and
administrative appropriateness of the proposed changes in the current Minnesota Post Retirement
Investment Fund (MPRI), with the "unnaming" of the fonl1er investment perfol1nance component
and the addition ofthe complex lost purchasing power component. The ciment investment
component would continue without much substantive change other than dropping a reference to
investment component, apparently in an attempt to create a perception that it is no longer connected to
investment perfonnance. This "unnaming" attempt simply makes the adjustment component more
diffcult to reference in statute or common parlance. The "lost purchasing power increase" establishes
an individualized annual detennination of the extent that past post-retirement adjustments have lagged
past inflation and a potential increase for those who had lost past purchasing power. Once all potential
lost purchasing power adjustments have been calculated, the actual adjustments to be paid must be
further modified if their payment would cause the overall MPRIF funded ratio to fall below 90
percent. The additional increase is obviously an attempt to address the vocal complaints of recent
retirees who have fared less well from the MPRrF than longer tenn retirees have found. rf the
preconditions for the payment of the increase exist, the new adjustment component will require
individualized calculations and detenninations for the cunent 123,524 MPRIF-covered retirees
annually. It is unclear that the retirement systems have the hardware, software, and personnel in place
to implement the new adjustment or to communicate it to the various retirees. While addressing vocal
complaints from recent retirees has an attraction, the new adjustment is unlikely to make any
significant actual headway on recapturing lost purchasing power (see issue #6) while appearing to
provide a more significant benefit than it actually wil provide and creating more recent retiree
dissatisfaction compared to longer duration retirees.

6. Unlikely Prospect for Any Meaningful Lost Purchasing Power MPRIF Increases. The policy issue is
the appropriateness of creating another whole increase component within the Minnesota Post
Retirement Ii1Vestment Fund (MPRIF) when the preconditions for the increase are so stringent and the
effective cap on the increase is so modest that either no lost purchasing power increase wil be paid or
any lost purchasing power increase wil be so nominal in any year that it would hardly justify the
administrative expense to provide it. The proposed lost purchasing power increase is only payable if
the MPRIF is at least 90 percent funded, that the MPRI had eal1ed at least one dollar of investment
retu11 in excess of 8.5 percent for the fiscal year and the Consumer Price Index (CPI) adjustment
component provides an adjustment of1ess than 2.5 percent in that year. The proposed lost purchasing
power increase is limited to the difference between the cpr adjustment component and 2.5 percent for
each recipient and is fUliher subjectto a downward adjustment ifthe increase is calculated to cause the
MPRI funded ratio to fall below 90 percent. The lost purchasing power increase does not redistribute
any portion of the difference between the CPI adjustment component and 2.5 percent for those retirees
who have not suffered any lost purchasing power, so any perceived or actual inequity in treatment
between long-tenn retirees and more recent retirees wi1not quickly be reversed.

To demonstrate the difference in the individual versus pool basis for adjustments, for an average
MPRI retiree who has one percent cumulative lost purchasing power, if the CPI adjustment
component in a future year was 2.25 percent, the lost purchasing power increase limited on an
individual basis as proposed would be $3.38 per month, while the lost purchasing power increase for
the same circumstance using a pool basis would be limited to $35.76 per month if20 percent of all
retirees had lost purchasing power and $71.52 per month if ten percent of all retirees had lost
purchasing power.

lfthe Commission desires to improve the lost purchase power increase within the confines of the
actuarial gain obtained when the CPI adjustment component does not reach 2.5 percent, Amendment
H3421-6A creates a pool from that actuarial gain from all retirees rather than handling the gain solely
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on an individual-by-individual basis and allocates it to retirees with lost purchasing power in
proportion to their prior purchasing power loss.

7. Appropriateness ofthe Proposed Benefit Reductions. The policy issue is the appropriateness of the
benefit reductions that are included. in the proposed Miimesota Post Retirement Investment Fund
(MPRI) legislation, whether the MPRIF is retained or dissolved. If the MPRrF is retained, the f0l11er
investment performance component adjustment, first made subject to a five percent annual maximum
in conjunction with the Consumer Price Ii1dex (CPI) adjustment component in 2006 legislation,
effective in 2010, would further be subject to the maximum of the difference between the CPI increase
and 2.5 percent. If the MPRIF is dissolved, the sole post-retirement adjustment payable would be a
flat aimua12.5 percent increase, inespective of CPI increases or the investment perfom1ance of the
retirement fund in excess of the interest rate actuarial assumption. The benefit reductions would be
accompanied, if the MPRIF is retained, by the creation of a "lost purchasing power increase" and an
unspecified potential adjustment alone or in combination with active member benefit modifications as
part of joint retirement plan recommendations to be forwarded to the Commission ifthe MPRrF
becomes at least 115 percent funded, and if the MPRIF is dissolved, by the potential for the payment
of a full 2.5 percent adjustment when the CPI is less than 2.5 percent and there is no investment
performance in excess of8.5 percent. A benefit reduction is inconsistent with the Commission's
Policy Principles unless combined with a benefit increase implementing sound pension goals, and may
be found unconstitutional in subsequent litigation.

Based on Christensen v Minneapolis Municipal Employees Retirement Board, 331 NW2d 740 (1983),
the Mim1esota Supreme Court treats public pensions as quasi-contracts under a promissory estoppel
doctrine, thus baITing most or all legislative diminutions as violative ofthe non-impail11ent of contract
clause of the U.S. Constitution. Based on Sylvestre v State, 214 NW 2d 658 (1973), and Anderson v
State, 214 NW2d 668 (1973), the Minnesota Supreme Court may pennit the reduction of one pension
benefit when accompanied by another beneficial legislative change, especially if the conjoining of a
reduction and an increase are the result of fom1al or infonl1al bargaining. Ii1 AFSCME Council 6 v
Sundquist, 338 NW2d 560 (1983), the Miimesota Supreme Court suggested in dicta that it accepted
the doctrine developed in other states that actuarial necessity could justify benefit modifications. It is
unclear whether the benefit limitations or eliminations included in the proposed legislation are offset
to a great enough degree by the benefit increase modifications to allow them to be upheld in future
litigation.

The Commission may wish to take testimony from the retirement plan administrators on the nature of
the legal advice they received when assembling the proposed legislation and to seek guidance f0l11 the
House Research Department and Senate Counsel lawyers with public pension subject matter
responsibilities.

8. Unclear Application of Proposed Changes for Benefit Recipients Indexed to the MPRI Increases.
The policy issue is the manner in which the proposed changes in the Minnesota Post Retirement
Investment Fund (MPRIF) wil apply to those benefit recipients who have their adjustments indexed to
the MPRrF increases. Minnesota Statutes, Section 356.41, cUITently provides the same increase
annually to all benefit recipients of the Elective State Officers Retirement Plan, all survivors and
annuitants since 2002 of the Legislators Retirement Plan, and disabiltants and survivors of the
General Employee Retirement Plan of the Public Employees Retirement Association (PERA-General),
the Public Employees Police and Fire Retirement Plan (PERA-P&F), the Local Govel1ment
COlTectional Employees Retirement Plan of the Public Employees Retirement Association (PERA-
Conectional), and the Teachers Retirement Association (TRA). While the MPRIF adjustments remain
a single annual percentage increase, Minnesota Statutes, Section 356.41, wil operate as anticipated.
With the proposed changes, especially the proposed "lost purchasing power increase," MPRI
adjustments will differ depending on the initial benefit payment date and that change is not
contemp lated by the cunent language 0 f Minnesota Statutes, S ecti on 356.4 1 .

Amendment H3421-7 A attempts to make the necessary adaptation in Minnesota Statutes, Section
356.41.

9. Federal Tax Code Compliance Issues Connected with the Proposed Changes. The issue is whether or
not the proposed modifications in the Minnesota Post Retirement Investment Fund (MPRIF) comply
with the applicable federal Intel1al Revenue Code provisions. In 2006, when the Commission
recommended the proposal forwarded by the joint retirement plan administrators to impose a five
percent am1Ual adjustment maximum on MPRIF increases, the maximum provision was given a
delayed effective date until 2010 because the retirement plan administrators indicated that they needed
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that amount oftime to get a private Intel1al Revenue Service (IRS) deteimination letter that the
change did not violate the federal Intemal Revenue Code and regulations. The proposed legislation
makes additional changes in the MPRIF, with some additional maximums and some additional
potential increases, with a June 30,2008, effective date. No document has been forwarded to the
Commission related to the IRS private letter request with respect to the 2006 MPRI benefit limit by
any of the affected retirement plans and no delay in the proposed legislation is being requested by the
retirement plan administrators, although the issue appears to be identical this year as in 2006. The
retirement plan administrators should be requested to provide an update on the progress of the private
letter ruling request with respect to the 2006 MPRI benefit maximum and to provide any legal
opinion that they may have that indicates that there is no federal Ii1tel1al Revenue Code compliance
issue with respect to this proposed legislation. .

H3421-S2969 Memo Page 6
6



Attachment A

Background Information on the
Minnesota Post Retirement Investment Fund:

Summary of Current Provision

Minnesota Statutes, Section 11A.18, Subdivision 1, Establishment. The Minnesota Post Retirement
Ii1Vestment Fund serves as an investment vehicle for the reserves ofthe various retirement annuities

payable by the included plans. The Minnesota Post Retirement Ii1Vestment Fund was indicated to be a
continuation of the Minnesota Adjustable Fixed Benefit Fund in existence on January 1, 1980.

Miimesota Statutes, Section 1 lA. 18, Subdivision 2, Assets. The assets represent the reserves for the
retirement annuities which have been transmitted to the Minnesota Post Retirement Investment Fund.

Minnesota Statutes, Section 1 lA.18, Subdivision 3, Management. The State Board ofInvestment
manages the fund.

Minnesota Statutes, Section 1 1A.18, Subdivision 4, Investment. The Minnesota Post Retirement
Ii1Vestment Fund assets must be invested consistent with the State Board of Investment investment
authority provision, Section 11A.24.

Miimesota Statutes, Section 1 lA.18, Subdivision 5, Deferred Yield Adjustment Account. A deferred
yield adjustment account exists which is to be increased by the sale of debt securities at less than book
value and decreased by the sale of investment securities at more than book value. At the end of each
fiscal year, a portion of this account's balance is offset against the investment income for that year, with
the offset being proportional to the reciprocal of the average remaining life of the bonds sold. In any
fiscal year in which the gains on the sale of debt securities exceed the discounts on these securities, the
excess is used to reduce the balance of the account. If the balance of defened yield adjustment account is
zero, all excess gains are available for the calculation of postretirement adjustments.

Minnesota Statutes, Section 11A.18, Subdivision 6, Participating Plans, Transfer of Required Reserves.
The full actuarial reserves for an annuity are required to be transfened to the Minnesota Post Retirement
Investment Fund no later than the last business day of the month in which the benefit begins to accrue. If
the exact amount of the necessary reserves is unknown, the transfer must be based on the best estimate by
the Teachers Retirement Association (TRA) or Public Employees Retirement Association (PERA) plan
administrations, which ever is applicable, and may be base on the best estimate for other participating
funds. Any necessary adjustments are to be made in later transfers, with interest paid 011 any deficiency at
the pre-retirement interest assumption rate for the applicable plan.

Minnesota Statutes, Section 1 1A. 1 8, Subdivision 7, Participation and Financial Reporting in Fund. Each
participating retirement plan has an undivided interest in the Minnesota Post Retirement Investment Fund.
The participation on any valuation date is detel11ined by revising the previous participation amount by any
funds transferred by the applicable plan into the Miimesota Post Retirement Ii1Vestment Fund, six percent
interest on the plan's prior participation amount, and the reserves for any benefit adjustment made as of
the cun-ent valuation date, adjusted for moiiality gains and losses.

Miimesota Statutes, Section 1 1A.18, Subdivision 8. Withdrawal of Money. The State Board of
rnvestment is pennitted to sell securities to raise cash to transfer back to the applicable plan administration
to cover benefit payments.

Minnesota Statutes, Section 1 lA.18, Subdivision 9. Calculation of Post-Retirement Adjustment. An
aiumal peTI1anent increase in aimuities is payable matching inflation, not to exceed 2.5 percent, based on
the fiscal year change in the Consumer Price Ii1dex for urban wage eal1ers and clerical workers. (The full
capped increase is payable to ammitants retired at least one year, with those retired less than one year
receiving a prorated increase.) To detenl1ine if an additional investment-retul1 based increase can be
paid, the State Board ofInvestment is required to detel11ine the required reserves for the Minnesota Post
Retirement Ii1Vestment Fund annuities as of June 30, including reserves needed for the capped inflation
match. This total is to be subtracted from the Minnesota Post Retirement Investment Fund market value.
The difference, positive or negative, is allocated equally to five yearly accounts, representing the CUlTent

year and the next four years. The State Board ofInvestment wil deteTI1ine the amount in the cun-ent

year's account, given the amounts allocated to this account this year and in prior years. If the net amount
is positive, the State Board ofInvestment determines the percentage by which annuities can be
pel11anently increased given these additional reserves. rf the amount in the cunent yearly account is
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negative, no investment perfonnance based increase is payable, and this negative amount rolls forward to
the next year's account.

Minnesota Statutes, Section 11A.18, Subdivision 10. Payment of Post-Retirement Adiustment. The State
Board of Investment certifies the percentage increase for Minnesota Post Retirement Investment Fund
aimuities to the plan administrations. These plan administrations begin paying the higher annuities (with
applicable prorating for annuitants retired for less than one year on the June 30 detel11ination date) on
January 1. The revised annuities are paid automatically unless an annuitant fies a written notice with the
applicable plan administration that the increase should not be paid.

Minnesota Statutes, Section 11 A. 1 8, Subdivision 11. Adjustment for Mortality Gains and Losses. As of
June 30, annually, the actuary retained under Minnesota Statutes, Section 356.214, is required to
detem1ine the required reserves representing any Minnesota Post Retirement rnvestment Fund mortality
gains or losses for each paiiicipating plan. If the amount is a gain, the State Board ofInvestment is
required to sell sufficient securities to transfer applicable amounts to the plan administrations and if a
mortality loss occuned, the applicable plan must transfer the necessary additional reserves to the
Minnesota Post Retirement Investment Fund. The amount of the transfers must be detennined before any
postretirement benefit adjustments are computed. All transfers are to be made by December 31 for the
preceding June 30 without interest, or with interest at the applicable pre-retirement interest rate for any
transfers after December 31.

Minnesota Statutes, Section 1 1A. 1 8, Subdivision 12. Appropriation of Required Amounts. Amounts
needed to pay annuities, including post-retirement adjustments, are appropriated from the Miimesota Post
Retirement rnvestment Fund as needed.
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Attachment B

Background Information on the
Development of the Minnesota Post Retirement Investment Fund

A. Development of the Minnesota Adjustable Fixed Benefit Fund. Prior to creation of the Minnesota
Post Retirement Investment Fund in 1980, benefits were adjusted during retirement through the
Miimesota Adjustable Fixed Benefit Fund (MAFB), which was created in 1969 (Laws 1969, Chapter
485, Section 32). The plans participating in the Miimesota Adjustable Fixed Benefit Fund include the
Minnesota State Retirement System (MSRS) (Laws 1969, Chapter 893, Section 9), the Public
Employees Retirement Association (PERA) (Laws 1969, Chapter 999), and Teachers Retirement
Association (TRA) (Laws 1969, Chapter 485, Section 31) plans, plus the Minneapolis Employees
Retirement Fund (MERF) (Laws 1969, Chapter 914, Section 2). In 1981 (Laws 1981, Chapter 298,
Sections 5-10), MERF was pennitted to invest and manage the assets of its retirees in a separate
investment fund invested by MERF, which was set up to be identical to the Minnesota Post
Retirement Investment Fund in structure and operation.

At least in theory, the Minnesota Adjustable Fixed Benefit Fund had a post-retirement adjustment
process that allowed retiree benefits to increase or decrease during retirement, depending upon
investment results, although the benefit amount was not pem1Itted to go below that received at the
time of retirement. In practice, the Minnesota Adjustable Fixed Benefit Fund developed differently.
By periodically amending the benefit floor language after 1969 in connection with the general benefit
improvements, the Legislature in fact never permitted benefits to fall below the most recent levels
during the history of the Minnesota Adjustable Fixed Benefit Fund through 1980.

Each retirement fund taking paii in the Miimesota Adjustable Fixed Benefit Fund transfened
sufficient reserves to penl1it level annuities to be paid to retirees, ifthe post-retirement fund
continued to eal1 at least the actuarial interest requirement. The Minnesota Adjustable Fixed Benefit
Fund annuities could be revised through an adjustment mechanism relying on a two-year average total
rate of investment retul1 measure compared to the actuarial rate of retul1. The use of an averaging
period presumably was intended to add some stability. The total rate ofretum included dividends,
interest, and realized and unrealized gains or losses. Annually, a "benefit adjustment factor" was
computed. This was calculated by dividing the quantity one plus the two-year average total rate of
retum, by the quantity one plus the actuarial rate ofretum. If the fund was not meeting the actuarial
investment retul1 requirement, the calculated ratio or benefit adjustment factor would be less than
one. The calculated ratio would be equal to one if the retum equaled the actuarial retum, and, if the
retum exceeded the actuarial retum, the calculated ratio would be greater than one. Benefits could be
increased if the benefit adjustment factor was greater than 1.02, providing that annuity stabilization
reserve requirements, discussed below, were met. If the benefit adjustment factor was less than .98, a
benefit decrease was required, but at no time could the retirement payments drop below the level
received at the date of retirement.

Sizable post-retirement benefit increases occuned during the 1970s, but most of these were ad hoc
changes authorized by the Legislature to address inadequate benefit amounts provided to certain older
retirees, or to compensate the retired group for legislated changes in the post-retirement interest rate
actuarial assumption, which would have the effect of lowering future increases. This interest rate
assumption was revised from 3.0 percent to 3.5 percent in 1969 and from 3.5 percent to 5.0 percent in
1973. The benefit increases actually granted as a result of the operation ofthe Minnesota Adjustable
Fixed Benefit Fund were rare and minimal, due in part to the poor investment climate during the
1970's and to annuity stabilization reserve requirements that were part of the Minnesota Adjustable
Fixed Benefit Fund adjustment process. Benefit increases above four percent could not be paid
unless the annuity stabilzation reserve contained enough assets to cover 15 percent of the past year's

benefit payments. rfthe reserve was insuffcient, part of the new investment earnings were added to
the reserve rather than being paid out as benefits. Benefit increases above four percent required
conespondingly higher annuity reserves. The poor perfom1ance of the Minnesota Adjustable Fixed
Benefit Fund during the mid- and late-1970s, in paii due to the investment climate during the period
and in part due to the design of the adjustment mechanism, led to pressure to revise the system. This
undoubtedly led in 1980 to the creation of a revised mechanism in the fonn of the Minnesota Post
Retirement Investment Fund.

B. Minnesota Post Retirement Investment Fund: Creation. The Minnesota Post Retirement rnvestment
Fund was created by Laws 1980, Chapter 607, Aiiicle 14, Section 16, to be the successor to the
Minnesota Adjustable Fixed Benefit Fund. Similar to the Minnesota Adjustable Fixed Benefit Fund,
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the Minnesota Post Retirement Investment Fund included a benefit adjustment mechanism intended
to offset, to some degree, increases in living costs. One difference was that while the old system
based adjustments on total investment retul1, which includes unrealized gains, the original version of
the Minnesota Post Retirement Investment Fund provided adjustments based solely on realized
investment income. Minnesota Post Retirement Investment Fund procedures also ignored
unrecognized gains and losses in detenl1ining whether the Minnesota Post Retirement Investment
Fund's reserves were suffcient to sustain the existing benefit levels for the expected remaining
lifetime of the benefit recipients. Another difference was that the Minnesota Post Retirement
Investment Fund contained no provision to reduce benefit levels below that most recently received in
the event of subsequent poor investment perfonl1ance. Benefits could go up, but they could not go
down. Third, the original Minnesota Post Retirement Investment Fund based adjustments on a single
year's realized investment retul1, rather than using the average investment retul1 for a multi-year
period.

To detel11ine adjustments, at the end of each fiscal year (June 30), the required reserves were
calculated. The required reserves were the actuarially detennined amount of assets needed to pay the
present stream of annuity payments to be paid to retirees over time, assuming that the assets earned at
least five percent, which was the Minnesota Post Retirement Investment Fund actuarial interest
assumption at that time. The total reserves were multiplied by five percent to determine the amount
of investment income needed that year to sustain the CUlTent benefit leveL. By subtracting this
assumed interestamount from total realized investment earnings, excess investment earnings, if any,
were calculated and this were the amount of eal1ings which could be used to create a permanent
increase in retiree benefits. The fiscal year excess earnings were used to detenl1ine the amount of
increase, if any, payable the next January 1, the effective date of any benefit change. To detenl1ine
benefit increases payable as of January 1, the excess investment income and the required reserves
must be projected forward to that date. This requires increasing the excess investment income by 2.5
percent, the retul1 which those funds must earn for the six month period in order to meet actuarial
requirements, and estimating the total required reserves on January 1 for those eligible for a post-
retirement adjustment.

If Minnesota Post Retirement Investment Fund assets had a book value that was less than the required
reserves, a portion of any increase that would otherwise be paid was retained, to help build up the
fund's asset value. Book value was defined in the provision as the cost of equity investments plus the
amortized cost of fixed income investments. Ifbook value, after adjustments for mortality gains or
losses, was less than the required reserves, then 25 percent of the excess investment income must be
retained, with the remaining 75 percent used to increase annuities. The retention of part of the excess
reserves if the total required reserves is greater than book value would help address Minnesota Post
Retirement rnvestment Fund unfunded liabilities. However, the fund could have a market value in
excess of the required reserves and have a book value that was less than the required reserves. In this
case, some ofthe excess earnings would be retained despite the excess of the fund's market value
compared to book value. This system, in detel11ining excess income and the level of existing assets,
placed no reliance on unrecognized gain (any increase in the market value of an asset since the asset
was purchased, but which has not been captured or recognized by selling the asset).

The original 1980 version ofthe Minnesota Post Retirement Investment Fund exposed the State
Board ofInvestment to certain potential pressures, a consequence that may not have been foreseen or
intended. Because post-retirement increases excluded any unrecognized gains, the size of any post-
retirement adjustment was in part detel11ined by the State Board ofInvestment's willingness to sell
appreciated assets. Retirees want post-retirement increases. If the State Board ofInvestment were
influenced by that pressure, it might sell certain appreciated securities although these sales were not
in the best 10ng-tel111 interests of the fund and of retirees. If these securities were worth retaining, the

State Board of Investment might buy them back, resulting in the same portfolio composition but with
higher transaction costs.

C. Minnesota Post Retirement Ii1Vestment Fund: Post- 1 980 Modifications.

1. 1981 Changes; Laws1981, Chapter 208, Section 2, and Laws 1981, Chapter 158, Section 1. 

Laws 1981, Chapter 208, Section 2, provided a clarification providing that when projecting
required reserves fÌ'om June 30 to January 1, the State BoaI'd ofInvestment must assume that all
eligible individuals alive on June 30 remain alive on the following January 1. Laws 1981,
Chapter 208, Section 2, and Chapter 158, Section 1, both revised excess investment income
retention procedures. However, the Revisor of Statutes did not try to blend the two laws into a
single provision. The Revisor incorporated the Laws 1981, Chapter 208, Section 2, change into
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the Minnesota Statutes 1981 Supplement version of Minnesota Statutes, Section 11A.18,
Subdivision 9, which stated that rather than retaining 25 percent of excess investment income if
book value was less than the required reserves, as specified in the 1980 provision, the retained
amount would be 25 percent or any amount suffcient to cause the book value to equal the
required reserves, whichever is less. That same provision as it was changed by Laws 1981,
Chapter 158, Section 1, appeared in a footnote. In that footnote, if the book value was less than
the required reserve, the retained amount would be 5 percent rather than 25 percent, or any
amount sufficient to cause the book value to equal the required reserves, whichever is less

2. 1982 Changes; Laws 1982, Chapter 424. Section 1. The 1982 change took the version that had
appeared in a footnote in the 1981 Supplement, and placed in the revised statute. rfbook value
was less than the required reserves, the portion of excess income retained amount would be five
percent, rather than 25 percent, or an amount suffcient to cause the book value to equal the
required reserves, whichever is less.

3. 1983 Changes; Laws 1983, Chapter 324, Section 4 to 6. The 1983 Legislature made two
changes. First, some revision was made to the defened yield adjustment subdivision. Second,
the Minnesota Post Retirement rnvestment Fund mortality gain and loss subdivision was revised
by requiring all reserve adjustments due to mOliality gains and losses in a fiscal year to be
completed by the following December 31, or interest wil be assessed.

4. 1987 Changes; Laws 1987, Chapter 259, Section 3 to 5. Minnesota Statutes, Section 11A.18,
Subdivision 6, dealing with the transfer of required reserves to the Minnesota Post Retirement
Investment Fund, was revised by specifying that transfers occur no later than the last business
day of the month in which the annuity commences, rather than the date the benefit commences,
by requiring that the transfened amounts be detennined under procedures specified by the
Commission-retained actuary, and by allowing "best estimate" transfers if the exact amount has
not been dete111ined, with interest required on any required transfer amount that is later
detennined to be deficient. The interest rate was the applicable pre-retirement interest rate or the
average shorHel11 interest rate, whichever is greater. Minnesota Statutes, Section 11A.18,
Subdivision 9, the provision specifying the post-retirement adjustment procedure, is revised by
specifying that all reserve amounts must be detennined by the Commission-retained actuary; and
language is added specifying that a Social Security-leveling option annuity must be treated as the
sum of a period certain annuity and life retirement annuity for purposes of any post-retirement
adjustment. Any post-retirement increases granted on the period certain retirement annuity
tenninate when the period certain retirement annuity tenninates.

5. 1989 Changes; Laws 1989, Chapter 319, Article 14, Section 1 to 3. The 1989 change allowed
individuals who were receiving an ammity for less than one year as of June 30 to receive a partial
post-retirement adjustment. Previously, individuals had to be receiving an annuity for at least
one year to be eligible for anyadjustl1ent.

6. 1990 Changes; Laws 1990, Chapter 570, Article 9, Section 1. Ifthe exact amount of a required
transfer to the Minnesota Post Retirement Investment Fund was not known at the time of the
transfer, the estimated transfer had to continue to be based on the best estimate if made by the
Teachers Retirement Association (TRA) or the Public Employees Retirement Association
(PERA)' but the Mim1esota State Retirement System (MSRS) was given more flexibility. Its
estimated amount "may" be based on the best estimate. Also, the applicable interest rate on
shOlifalls would be the pre-retirement interest rate, rather than the pre-retirement interest rate or
the actual average short-tel11 rate, whichever if greater.

7. 1992 Changes; Laws 1992, Chapter 530, Sections 1 to 3. This chapter made significant changes,
fundamentally changing the Minnesota Post Retirement Investment Fund post-retirement
adjustment procedures, as follows:

a. Nature of Post-Retirement Increases. Post-retirement increases would be based on total
investment perfonnance, not just realized gains, and for the most recent five-year period,
rather than for a single year;

b. Ii1flation Match Component. An annual post-retirement increase matching inflation, as
measured by changes in the Consumer Price Ii1dex, but not to exceed 3.5 percent, was
created; and
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c. Additional Investment-Based rncrease. An additional investment-perfonl1ance based

increase was peTI1itted based on investment perfoTI1ance in excess of 8.5 percent total
retuTIS over five-year periods.

The use of five (five-year) accounts for accumulating any excess reserves (the current year plus
the next four), creates a fonn of averaging or smoothing. A very large retul1 in a single year wil
not immediately impact benefit levels because a majority ofit is allocated to future years, helping
to provide future increases despite weaker investment retuTIs. However, if there is a string of
very good investment years, a prolonged period of very high benefit adjustments could occur.
This did occur in the late 1990s. Similarly, if there is a prolonged period of low investment
retul1s, there can be a prolonged period of no investment-perfoTI1ance based increases above the
capped inflation match, even for several years after the retuTI of good investment years. Also,
the Minnesota Post Retirement Investment Fund is required to be fully funded before any
positive asset amounts can be allocated to the yearly accounts. A period of weak investment
retul1S can create a less than fully funded Miimesota Post Retirement Ii1Vestment Fund, which
must be recouped through investment performance before any positive asset amounts can be
allocated to the aimual accounts.

8. 1992 Changes; Laws 1992, Chapter 539, Section 8. This section revised the mortality gains and
losses subdivision, requiring any delinquent charges or credits to include interest at the pre-
retirement interest rate ofthe applicable fund, rather than at the shorHenl1 rate eaTIed by the
Minnesota Post Retirement Ii1Vestment Fund.

9. 1994 Changes; Laws 1994, Chapter 604, Article 1, Section 6. The 1994 change clarified
procedures for computing required reserves.

10. 1995 Changes; Laws 1995, Chapter 186, Section 6. In a Revisor's bill, a reference to a repealed
provision is removed from the post-retirement payment provision.

11. 1997 Changes; Laws 1997, Chapter 233, Article 1, Sections 5 and 58. The inflation match was
revised downward to 2.5 percent rather than 3.5 percent, and at the same time (in Section 58) the
Minnesota Post Retirement Investment Fund investment retuTI assumption was revised from five
percent to six percent. Raising the Minnesota Post Retirement Investment Fund investment
retul1 assumption from five percent to six percent lowered expected future annual increases by
approximately one percent. rn other law enacted that year, the annuities of existing retirees were
revised to offset this effect on average.

12. 2001 Changes; First Special Session, Chapter 10, Article 3, Section 2. Ii1 an administrative
change, language is added stating that fair market value must be computed consistent with
generally accepted accounting principles.

13. 2002 Changes; Laws 2002, Chapter 396, Aiiicle 11, Section 52. In an administrative change,
some cross-references are revised to be consistent with a Minnesota Statutes, Chapter 356,
recodification.

14. 2006 Changes; Laws 2006, Chapter 277, Article 1, Section 1. Post-retirement increases in any
yearmay not exceed five percent, effective July 1,2010.
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Attachment C

Background Information on the
Minnesota Post Retirement Investment Fund:
Transfer Requirements and Transfer History

The first source of transfers to the Minnesota Post Retirement Investment Fund is due to new alU1uitants. In
general, when an annuity becomes payable to a member of one ofthe MiiU1esota State Retirement System

(MSRS), Public Employees Retirement Association (PERA), or Teachers Retirement Association (TRA)
defined benefit plans, assets representing the full actuarial required reserves for the annuity are transferred
out of the MilU1esota Combined Ii1Vestment Fund into the Minnesota Post Retirement Ii1Vestment Fund.
Two exceptions are the Elective State Offcers Retirement Plan, which covered constitutional officers first
elected before July 1, 1997, and the Legislators Retirement Plan. The Elective State Officers Retirement
Plan had neither a pre-retirement nor post-retirement fund, operating as a "pay as you go" plan. Any
retirement plan contributions deducted from pay simply transfened back into the state's general fund. When
individuals retired or a survivor benefit became payable, the necessaiy amounts to cover the monthly annuity
payments were appropriated fi'om the state's general fund. Post-retirement adjustments are indexed to any
adjustments provided by the Minnesota Post Retirement Investment Fund. Similarly, there was no pre-
retirement fund for the Legislators Retirement Plan. Amounts deducted as employee plan contributions
simply cancelled back to the state's General Fund. When individuals retired fiom the Legislators Retirement
Plan, or benefits became payable to a death-while-active-or-defened surviving spouse, the full actuarial
reserves for the annuity were trans felTed fi'om the General Fund to the MiiU1esota Post Retirement
h1Vestment Fund. However, that changed inmid-2003. Since then, when an annuity fi'om the Legislators
Retirement Plan commences, the amounts necessary to cover the benefit payments are appropriated, when
needed, to cover the payments. Reserves for these retirements no longer transfer to the MiiU1esota Post
Retirement Investment Fund. Another exception applies to retiring police offcers or paid firefighters who
were members of local relief associations which consolidated into PERA, and who elect to have post-
retirement adjustments determined under local plan law rather than the adjustments generated by the
Minnesota Post Retirement Investment Fund. The reserves for those annuities are not transfelTed to the
Minnesota Post Retirement Investment Fund.

Annuitant reserves are transfened into the Minnesota Post Retirement rnvestment Fund by the end of the
month in which the benefit commences. In some cases, there may be minor flows into or out of the
MiiU1esota Post Retirement Ii1Vestment Fund to correct for earlier transfers that were based on estimates.
If more reserves are needed by the Minnesota Post Retirement Investment Fund to conect an earlier
transfer that proved to be insufficient, that subsequent transfer wil include interest. MiiU1esota Statutes,
Section 1 LA.I8, Subdivision 6, which covers these transfers that were based on estimates, does not
authorize the MiiU1esota Post Retirement Investment Fund to provide interest if an earlier transfer proves
to be an overestimate.

A second source of transfer to or from the Minnesota Post Retirement Investment Fund is adjustments for
mortality gains or losses. Minnesota Statutes, Section 11 A18, Subdivision 1 i, Adjustment for Mortality
Gains and Losses, does seem to require interest to be paid by the Minnesota Post Retirement Ii1Vestment
Fund in some instances. The provision states that transfers to or from the Minnesota Post Retirement
Investment Fund must be without interest if made before December 31 relating the actuarial gain or loss
analysis for the prior June 30, and with interest at the plan's pre-retirement interest rate assumption (8.5
percent) if the adjustment occurs after December 31.

The State Board ofInvestment provided the following infonnation on Minnesota Post Retirement
Investment Fund transfers by the applicable plans for fiscal years 2003, 2004, and 2005:

FY Plan
Participation

Pcr
Financial Statements

2003 MSRS-General
2003 lYISRS-Correetional
2003 Judges
2003 Legislators
2003 State Patrol
2003 PERA-General
2003 PERA-Correctìonal

2003 PERA-P&F
2003 TRA

FY Total

$2,959,517,312.29
$185,948,798.77

$89,791,847.43
$38,267,118.07

$315,247,433.6 J
$5,655,063,326.72

$ J ,267,96 1.68
$1,995,331, J 05.75
$9,145,980,281.78

$20,386,415,186.10
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Actuarial Gain and
Loss Adjustments

Gain Flowsfi'om Fund

(Loss) Flows to Fund

$8,280,847.55
($663,901.03 )

$1,7J4,669.73
$73,404.55

($3,324,486.4 7)
($44, I 67, I 76.2 I)

($2,013.77)
($59,249,337.35)
$14,930,25 I .33

($82,407,741.67)

C-l

Gross Reserves
Transferred to Minnesota

Post Retirement
Investment Fund

$221,387,399.57
$27,096,403.58

$4,03 J ,548.29
$4,901,909.86

$17,971,239.53
$331,167,485.06

$766,707.79
$143,020, J 70.39
$516,735,769.34

$1,267,078,633.41
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Actuarial Gain and Gross Reserves
Participation Loss Adjustments Transfened to Minnesota

Per Gain Flowsfi'om Fund Post Retirement
FY Plan Financial Statements (Loss) Flows to Fund Investment Fund

2004 MSRS-General $3,244,126,036.82 $53,709,413.00 $302,451,862.55
2004 MSRS-Colrectional $225,518,571.3 ($8,751,331.21 ) $27,535,127.97
2004 Judges $97,000,360.02 ($1,573,253.00) $5,417,568.73
2004 Legislators $40,694,832.39 ($1,231,837.00) ($0.45)
2004 State Patrol $341,427,366.64 $2,339,716.84 $21,943,132.53
2004 PERA-General $6,244,887,066.29 ($93,877,619.92) $401,808,317.11
2004 PERA -Conecti anal $2,223,493.09 ($84,781.00) $861,018.17
2004 PERA-P&F $2,165,865,199.35 $33,449,284.77 $145,261,929.11
2004 TRA $9,969,709,838.98 ($14,148,702.48) $598,860,222.22

FY Total $22,331,452,764.91 ($30,169,110.00) $1,504,139,17794

2005 MSRS-General $3,542,488,695.88 ($12,432,898.40) $259,687,694.00
2005 MSRS-Correctional $229,319,581.3 I $25,227,648.65 $30,850,284.79
2005 Judges $97,100,475.56 $1,551,119.24 $4,093,145.00
2005 Legislators $42,773,703.13 ($4,777,615.46) $0.00
2005 State Patrol $362,770,507.78 ($7,008,233.16) $15,674,783.84
2005 PERA-General $6,564,063,267.77 $12,738,334.34 $380,714,370.72
2005 PERA-Correctional $3,742,214.69 $116,162.35 $1,691,152.99
2005 PERA-P&F $2,309,948,626.08 $10,213,613.20 $140,846,362.87
2005 TRA $10,498,224,171.78 $59,781,204.36 $608,627,345.88

FY Total $23,650,431,243.98 $85,409,335.12 $1,442,185,140.09

Contributions to the Minnesota Post Retirement Investment Fund shown on this table wil have minor diferencesfiom published reports
of TRA. MSRS, and PERA due to adjustments. Particìpation is calculated per Minnesota Statutes, Section 1 J A. J 8, Subdivision 7.

Source: Data provided by the State Board of Investment.

The Elective State Officers Retirement Plan does not appear in the table because that fund does not
participate in the Minnesota Post Retirement rnvestment Fund. For the Legislators Plan, the final column,
refened to by the State Board ofInvestment as the gross transfers to the Minnesota Post Retirement
rnvestment Fund, is zero in 2004 and 2005 because transfers were no longer made due to change in law.
However, the middle column, which indicates adjustments due to individuals living longer than expected
(loss) or shoiier than expected (gain) does indicate some adjustments for the Legislators Retirement Plan
after 2003 related to individuals with assets transferred to the Minnesota Post Retirement Investment Fund
in the more distant past.

The first column shows the total Miimesota Post Retirement rnvestment Fund paiiicipation and each
plan's share. In 2005, the total pai-ticipation was $23.7 bilion. The plan with the smallest portion of that
paiiicipation was the Local Govel1ment Conectional Employees Retirement Plan ofthe Public
Employees Retirement Association (PERA-Conectional), with only $3.7 million. That small participation
is because the plan has a small membership and is also a rather new plan with few retirees. The next
smallest paiiicipation is by the Legislators Retirement Plan, followed by the Judges Retirement Plan. The
general employee plans have many members, many retirees, and thus a large paiiicipation. Of the three
general employee plans, the General State Employees Retirement Plan of the Minnesota State Retirement
System (MSRS-General) is the smallest, with a $3.5 bilion participation. The General Employees
Retirement Plan of the Public Employees Retirement Association (PERA-General) is much larger, with
$6.6 bilion. The average PERA-General retiree has a smaller pension than the average MSRS-General
retiree (according to fiscal year 2005 actuarial reports, the average MSRS-General retiree is receiving a
$15,624 annual pension, while the average PERA-General retiree benefit is $12,720 ammally), but PERA
has far more retirees, over 48,000 compared to 19,200 for MSRS. The largest participation by far is the
Teachers Retirement Association (TRA), with $10.5 bilion. According to the plan actuarial repoii, that
plan had nearly 36,000 retirees and an average benefit of$27,751.

It follows that the plans with the largest participation wil also have the largest gross transfers to the Miimesota
Post Retirement Investment Fund. The MSRS-General transfer was $260 milion, PERA-General's was $381
milion, and TRA's was $609 milion. The smallest transfer was for PERA- Conectional, with a $1.7 milion
transfer. Although this is small in dollar tel11S, it is very large compared to that plan's total paiiicipation of
only $3.7 milion. Again, that reflects that this plan is quite new, with few CUlTent retirees. Also, many of
those who have retired with some PERA-ColTectional coverage may have most of their prior career covered
by PERA-General, which would cover the largest poiiion ofthe total annuity.

Regarding mortality gains or losses that result in additional transfers to the Minnesota Post Retirement
Investment Fund, or transfers back to the applicable plan within the Miimesota Combined Investment
Fund, the second column indicates a net total transfer back from the Minnesota Post Retirement
Investment Fund of$85 milion in 2005. rn2004 and 2003, the treatment of gains and losses caused
additional transfers to the Minnesota Post Retirement Investment Fund, with $30.2 milion transfening in
2004 and $82.4 milion in 2005.
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Attachment D

Post Retirement Increases
from the

Minnesota Post Retirement Investment Fund (MPRIF)
Minneapolis Employees Retirement Fund (MERF)

Minneapolis Teachers Retirement Fund Association (MTRFA)
Duluth Teachers Retirement Fund Association (DTRFA)

St. Paul Teachers Retirement Fund Association (SPTRFA)
and

Increases in the Consumer Price Index (CPI-W)

Percent Increase

Effective Date CPI i MPRIF MERF MTRFA 2 DTRFA 3 SPTRFA 4

% % % % % %
1/1/08 2.9 2.500 2.66868 5.30 2.30
1/1/07 3.2 2.500 3.5000 2.00 2.00
1/1/06 3.5 2.500 2.59039 2.00 2.00 2.00
1/1/05 2.6 2.500 3.17372 2.00 2.00 2.00
1/1/04 2.2 2.103 2.10347 2.00 2.00 2.00
1/1/03 1.4 0.7450 0.74456 2.00 2.00 2.00
1/1/02 2.7 4.4935 5.34299 2.31 5.25 3.70
1/1/01 3.5 9.5342 10.50999 8.81 10.2391 7.6723
1/1/00 2.2 11.1436 10.2275 9.67 9.0275 9.2619
1/1/99 1.3 9.8254 8.0432 7.33 7.0125 7.2145
1/1/98 2.3 10.0876 6.6680 7.28 6.3407 7.00
1/1/97 2.9 8.0395 3.9500 6.23 5.6315
1/1/96 2.9 6.3954 3.5950 3.85 4.6424
1/1/95 2.5 3.9850 3.1440 2.13
1/1/94 2.8 6.0170 3.8240 4.50
1/1/93 2.9 4.5530 5.9840
1/1/92 4.1 4.2950 0.0000
1/1/91 5.2 5.1000 5.0790
1/1/90 4.8 4.0400 6.9180
1/1/89 4.0 6.9180 5.93591
1/1/88 3.6 8.0540 9.37158
1/1/87 1.6 9.7920 7.5890
1/1/86 3.5 7.9000 8.7160
1/1/85 3.5 6.9050 7.3370
1/1/84 3.0 7.4990 10.77
1/1/83 6.0 6.8530 9.17
1/1/82 10.3 7.4360

1/1/81 13.4 3.2090

1/1/80 11.4 0

1/1/79 7.7 0

1/1/78 6.5 4.00

Note: These increases are permanent increases to retiree annuities.

1 Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W) annual average percent change
2 MTRFA first paid a post retirement adjustment under the new system on 1/1/94. MTRFA was merged into TRA in 2006.
3 DTRFA first paid a post retirement adjustment under the new system on 1/1/96
4 SPTRFA first paid a post retirement adjustment under the new system on 1/1/98
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Attachment E

Background Information on the
Comparison of Inflation and Post-Retirement Adjustments 1970-2006

Since 1970, based on a combiriation of ad hoc adjustments, the operation of the Minnesota Adjustable
Fixed Benefit Fund 1969-1980, and the Minnesota Post Retirement rnvestment Fund since 1980,
annuitants and benefit recipients have received periodic post-retirement adjustments.

The following tables summarize those post-retirement adjustments, compare the adjustments to increases
in the federal Consumer Price Index (CPI) in total, and compare the adequacy of past retirement
adjustments for various cohorts of retirees over time:

Table 1

Post-Retirement Adjustments
Teachers Retirement Association

1970-1979

Year
% Increase in

Annuity AmountPost-Retirement Adjustment

1970
1971
1972
1973

Money Purchase Adjustment
Mimiesota Adjustable Fixed Benefit Fund (MAFB) Adjustment
MAFB Adjustment
Interest Assumption Adjustment
Interest Assumption Adjustment
$50/$100 Lump Sum Increase
Service/Retirement Years Fonnula Adjustment
Thirteenth Check
$225/$250 Lump Sum Increase
MAFB Adjustment

.10.71%
2.5%
4.5%

12.5%
12.5%

1.07%
2.34%
0.80%
0.40%
4.0%

1974
1975
1976
1977

1978
1979

Cumulative increase
Cumulative increase due to 1972, 1973, and 1978 MAFB adjustments

63%
11.4%

Table 2

Post-Retirement Adjustments
MSRS, PERA, and TRA

1980-2008

Inflation Rate
(CPI- W)

5.4%)

5.7%
4.4%

6.2%
11.0%
9.1%
5.7%

6.5%
7.7%

87.5%
87.5%

Post-Retirement Post-Retirement
Adjustment Inflation Rate Adjustment Inflation Rate

Year Percentage Increase (CPI-W) Year Percentage Increase (CPI-W)

1980 0% 11.4% 1995 4.0% 2.5%
1987 3.2% 13.4% 1996 6.4% 2.9%
1982 7.4% 10.3% 1997 8.0% 2.9%
1983 6.9% 6.0% 1998 10.1% 2.3%
1984 7.5% 3.0% 1999 9.8% 1.%
1985 6.9% 3.5% 2000 11.% 2.2%
1986 7.9% 3.5% 2001 9.5% 3.5%
1987 9.8% 1.6% 2002 4.5% 2.7%
1988 8.1% 3.6% 2003 0.7% 1.4%
1989 6.9% 4.0% 2004 2.1% 2.2%
1990 4.0% 4.8% 2005 2.5% 2.6%
1991 5.1% 5.2% 2006 2.5% 3.5%
1992 4.3% 4.1% 2007 2.5% 3.2%)
1993 4.6% 2.9% 2008 2.5% 2.9%
1994 6.0% 2.8%
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Minnesota Post Fund Post-Retirement Increases
vs.

Consumer Price Index for Urban Wage Earners and Clerical Workers
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Table 3

$1,000 Initial Monthly Benefit
1970 Retirement Date

Amount Needed Amount Needed
Benefit to Benefit to

Year Amount Match Inflation Difference Year Amount Match Inflation Difference

1970 $1,000 $1,000 $0 1989 3,023 3,174 -151
1971 1,107 1,057 +50 1990 3,143 3,326 -183
1972 1,135 1,104 +31 1991 3,304 3,499 -195
1973 1,328 1,141 +187 1992 3,446 3,643 -197
1974 1,494 1,212 +282 1993 3,605 3,748 -143
1975 1,508 1,345 +163 1994 3,821 3,853 -32
1976 1,544 1,467 +77 1995 3,973 3,950 +23
1977 1,559 1,551 +8 1996 4,228 4,064 +164
1978 1,622 1,652 -30 1997 4,566 4,182 +384
1979 1,622 1,779 -157 1998 5,023 4,278 +745
1980 1,622 1,982 -360 1999 5,515 4,334 + 1,181
1981 1,673 2,248 -575 2000 6,122 4,429 +1,693
1982 1,797 2,479 -682 2001 6,703 4,584 +2,119
1983 1,921 2,628 -707 2002 7,005 4,708 +2,297
1984 2,065 2,707 -642 2003 7,054 4,774 +2,280
1985 2,208 2,801 -593 2004 7,202 4,879 +2,323
1986 2,382 2,900 -518 2005 7,382 5,006 +2,376
1987 2,616 2,946 -330 2006 7,566 5,181 +2,385
1988 2,828 3,051 -223

Table 4

$1,000 Initial Monthly Benefit
1975 Retirement Date

Amount Needed
Benefit to

Year Amount Match Inflation Difference Year

1975 $1,000 $1,000 $0 1986
1976 1,023 1,091 -68 1987
1977 1,033 1,153 -120 1988
1978 1,075 1,228 -153 1989
1979 1,075 1,323 -248 1990
1980 1,075 1,474 -399 1991
1981 1,109 1,671 -562 1992
1982 1,191 1,843 -652 1993
1983 1,273 1,954 -681 1994
1984 1,369 2,012 -703 1995
1985 1,436 2,083 -647 1996

H342 J -82969 Memo E-2

Benefit
Amount

Amount Needed
to

Match Inflation Difference

1,579
1,733
1,874
2,003
2,083
2,189
2,284
2,389
2,532
2,633
2,802

2,156
2,190
2,269
2,360
2,473
2,602
2,708
2,787
2,865
2,936
3,022

-577
-457
-395
-357
-390
-413
-424
-398
-333
-303
-222
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Amollnt Needed Amollit Needed
Benefit to Benefit to

Year Amount Match Inflation Difference Year Amount Match Inflation Difference

1997 3,026 3,109 -83 2003 4,675 3,549 +1,126
1998 3,329 3,181 +148 2004 4,773 3,627 + 1,46
1999 3,654 3,222 +432 2005 4,892 3,722 +1,170
2000 4,057 3,293 +764 2006 5,014 3,852 + 1 ,162
2001 4,442 3,408 + 1,034
2002 4,642 3,500 + 1,142

Table 5

$1,000 Initial Monthly Benefit
1980 Retirement Date

Amount Needed Amount Needed
Benefit to Benefit to

Year Amount Match Inflation Difference Year Amollit Match Inflation Difference

1980 $1 ,000 $1 ,000 $0 1994 2356 1944 +412
1981 1032 1134 -102 1995 2451 1993 +458
1982 1108 1250 -142 1996 2607 2051 +556
1983 1185 1326 -141 1997 2816 2110 +706
1984 1274 1366 -92 1998 3098 2159 +939
1985 1361 1413 -52 1999 3401 2189 + 1,214
1986 1469 1463 +6 2000 3775 2235 + 1,540
1987 1613 1486 +127 2001 4134 2313 +1,821
1988 1744 1540 +204 2002 4320 2375 +1,945
1989 1864 1601 +263 2003 4350 2409 + 1 ,941
1990 1939 1678 +261 2004 4442 2462 + 1,980
1991 2038 1766 +272 2005 4553 2526 +2,027
1992 2125 1838 +287 2006 4666 2614 +2,052
1993 2223 1891 +332

Table 6

$1,000 Initial Monthly Benefit
1985 Retirement Date

Amount Needed Amount Needed
Benefit to Benefit to

Year Amount Match Inflation Difference Year Amount Match Inflation Difference

1985 $1,000 $1 ,000 $0 1996 1,915 1,451 +464
1986 1,079 1,035 +44 1997 2,068 1,493 +575
1987 1,185 1,052 +133 1998 2,275 1,527 +748
1988 1,281 1,089 +192 1999 2,498 1,547 +951
1989 1,369 1,133 +236 2000 2,773 1,581 +1,192
1990 1,424 1,187 +237 2001 3,036 1,636 + 1,400
1991 1,496 1,249 +247 2002 3,173 1,681 + 1,492
1992 1,561 1,300 +261 2003 3,195 1,704 + 1 ,491

1993 1,633 1,338 +295 2004 3,262 1,742 +1,520
1994 1,731 1,376 +355 2005 3,344 1,787 +1,557
1995 1,800 1,409 +391 2006 3,427 1,849 +1,578

Table 7

$1,000 Initial Monthly Benefit
1990 Retirement Date

Amount Needed Amount Needed
Benefit to Benefit to

Year Amount Match Inflation Difference Year Amount Match Inflatíon Difference

1990 $1,000 $1,000 $0 1999 1,756 1,303 +453
1991 1,051 1,052 -1 2000 1,949 1,332 +617
1992 1,096 1,095 +1 2001 2,134 1,378 +756
1993 1,147 1,27 +20 2002 2,230 1,415 +815
1994 1,215 1,58 +57 2003 2,246 1,435 +811
1995 1,264 1,187 +77 2004 2,293 1,467 +826
1996 1,345 1 ,222 +123 2005 2,350 1,505 +845
1997 1,453 1,257 +196 2006 2,409 1,558 +851
1998 1,599 1,286 +313
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Table 8

$1,000 Initial Monthly Benefit
1995 Retirement Date

Amount Needed to Amount Needed to
Year Benefit Amöunt Match Inflation Difference Year Benefit Amouiit Match Inflation Difference

1995 $1,000 $1,000 $0 2001 1,688 1,161 +527
1996 1,064 1,029 +35 2002 1,764 1,192 +572
1997 1,149 1,059 +90 2003 1,777 1,209 +568
1998 1,265 1,083 +182 2004 1,814 1,235 +579
1999 1,389 1,097 +292 2005 1,859 1,267 +592
2000 1,542 1,121 +421 2006 1,906 1,312 +594

Table 9

$1,000 Initial Monthly Benefit
2000 Retirement Date

Amount Needed Amount Needed
Benefit to Benefit to

Year Amount Match Inflation Difference Year Amount Match Inflation Difference

2000 $1,000 $1,000 $0 2004 1,176 1,102 +74
2001 1,095 1,035 +60 2005 1,206 1,130 +76
2002 1,144 1,063 +81 2006 1,236 1,169 +67
2003 1,152 1,078 +74
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Attachment F

Background Information on the Funded Status
of the Minnesota Post Retirement Investment Fund

The Minnesota Post Retirement Investment Fund (MPRIF) is a separate investment fund that was
established to enable an easy determination of the investment return on the invested actuarial reserves of
a1U1Uitants of the statewide retirement plans and some other benefit recipients (i.e., disabilitants ofthe
General State Employees Retirement Plan of the Minnesota State Retirement System (MSRS-General)
and of the MSRS COlTectional State Employees Retirement Plan (MSRS-Correctional).

At retirement, the fully funded reserves for an aimuitant are transferred to the MPRIF and investment
perfonl1ance in excess of the interest rate actuarial assumption (8,5 percent) is used to provide investmel1t-
related post-retirement adjustments. Benefit payment amounts are transferred back to the applicable
retirement plan and adjustments are also made by transfer for net actuarial gains or losses.

Although valued on a different basis for benefit adjustment purposes, using a rough five-year averaging
process for net investment gains or losses, a comparison can be made ofthe MPRlF funded ratio. The
following sets fOlih the funded ratio of the MPRIF and its predecessor fiom1979 (the earliest year for which
the State Board of Ii1Vestment included market values of debt securities in its annual repOlis) to 2007:

Market Value Required Funded
6/30/year Program of Assets Reserves Ratio

(bilions) (bilions)

2007 MPRIF $25.2 $27.1 92.8%
2006 MPRIP 21.9 25.7 85.2
2005 MPRrF 19.3 23.4 82
2004 MPRI 18.4 22.6 81
2003 MPRIF 16.5 21.6 76
2002 MPRIF 17.0 21.0 81
2001 MPRIF 19.3 19.9 97
2000 MPRIF 21.3 17.8 120
1999 MPRIF 19.3 15,0 129
1998 MPRIF 17.1 12.8 134
1997 MPRrF 14.3 11.1 129
1996 MPRrF 11.9 9.8 121
1995 MPRIF 10.2 8.9 115
1994 MPRIF 8.8 8.1 108.1
1993 MPRIF 8.3 6.9 120.0
1992 MPRIF 7.1 6.0 117.3
1991 MPRI 6.0 5.5 109.2
1990 MPRIF 5.3 4.9 110.0
1989 MPRIF 5,0 4.4 114.6
1988 MPRIF 4.3 4,0 106.5
1987 MPRIF 4.0 3.4 115.9
1986 MPRIF 3.7 2.9 127.8
1985 MPRIF 2.7 2.4 114.0
1984 MPRIF 1.9 1.9 96.3
1983 MPRIF 1.8 1.6 109.8
1982 MPRIF 1.2 1.3 87.6
1981 MPRIF 1.2 1.1 112,7
1980 MPRIF 1.1 0.9 114.3
1979 MAFB 0,9 0.8 114.4
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02/29/08 09:50 AM PENSIONS LM/LD H3421-1A

1. .................... moves to amend H.P. No. 3421; S.P. No. 2969, as f,ollows:

1. Page 2, line 10, delete "~"

1. Page 2, line 13, delete the new language and reinstate the stricken period

1.4 Page 2, line 14, delete the new language and strike the old language

1.5 Page 2, line 15, strike the old language

1.6 Page 2, line 17, delete "item (i),"

1. Page 4, delete lines 1 to 7

1.8 Page 6, delete line 6

1.9 Page 6, after line 1 5, insert:

1.0 "Sec. 5. Minnesota Statutes 2007 Supplement, section 422A.06, subdivision 8, is

1. 1 amended to read:

1.2 Subd. 8. Retirement benefit fund. (a) The retirement benefit fund consists of

1.13 amounts held for payment of retirement allowances for members retired under this chapter,

1.4 including any transfer amount payable under subdivision 3, paragraph (c).

1.5 (b) Unless subdivision 3, paragraph (c), applies, assets equal to the required

1.16 reserves for retirement allowances under this chapter determined in accordance with the

1.7 appropriate mortality table adopted by the board oftiustees based on the experience of the

1.8 fund as recOlmnended by the actuary retained under section 356.214 must be transfelTed

1.9 from the deposit accumulation fund to the retirement benefit fund as of the last business

1.20 day of the month in which the retirement allowance begins. The income from investments

1.21 of these assets must be allocated to this fund and any interest charge under subdivision

1.22 3, paragraph ( c), must be credited to the fund. There must be paid from this fund the

1.23 retirement annuities authorized by law. A required reserve calculation for the retirement

1.4 benefit fund must be made by the actuary retained under section 356.214 and must be

1.5 certified to the retirement board by the actuary retained under section 356.214.

1.26 (e) The retItcmcnt benefit fund must be gO'v'emed by the applicable laws gOverning

1.27 the accounting and audit procedureß, inveßtment, actuarial requirements, calculation and
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2.1 payment of postretirement benefit adjustments, diseha:rge of any deficiency in the assets

2.2 of the fund t' hen eOlnparcd to the aetuarially determined required reserves, and other

2.3 applicable operations and procedures regarding the :Minnesota postretirement in-/estment

2.4 fund in effect on June 30, 1997, established under lv1innesota Statutes 1996, :scetion

2.5 llA.l8, and any legal or administratI\e intcrpretations of those laws of the State Doard

2.6 of Investment, the legal advisor to the Doard of Iirv'estment and the exceutI-'e director of

2,7 the State Doard of Invc:stmcnt in eff'Cet on June 30, i 997. If a deferred y iddadjustment

2.8 account is established f'Or the lvfiimesota postretircincnt investment fund bcf'Ore Juno 30,

2.9 1997, under Minnesota Statutes i 996, section IlA.18, subdivision 5, the retirement board

2.10 shall also e:stablish and maintain a deferred y kId adjustment account within this fund.

2.11 (c) There is hereby established a defened yield adjustment account which must be

2.12 increased by the sale or disposition of any debt securities at less than book value and must

2.13 be decreased by the sale or disposition of debt securities at more than book value. At the

2.14 end of each fiscal year, a portion of the balance of this account must be offset against the

2.15 investment income for that year. The annual portion of the balance to be offset must be

2.16 proportional to the reciprocal of the average remaining life of the bonds sold, unless the

2.17 amounts are offset by gains on the future sales of these securities. The amount of this

2.18 account must be included in the recognized value of assets other than corporate stocks

2.19 and all other equity investments. In any fiscal year in which the gains on the sales of debt

2.20 securities exceed the discounts realized on the sales of such securities, the excess must

2.21 be used to reduce the balance of the account. If the realized capital gains are suffcient

2.22 to reduce the balance of the account to zero, any excess gains must be available for the

2.23 calculation of postretirement adjustments.

2.24 (d) (l) Annually, following June 30, the board shall use the procedures in clauses

2.25 (2), (3), and (4) to detennine whether a postretirement adjustment is payable and to

2.26 determine the amount of any postretirement adjustment.

2.27 (2) If the Consumer Price Index for urban wage earners and clerical workers all

2.28 items index published by the Bureau of Labor Statistics of the United States Department

2.29 of Labor increases from June 30 of the preceding year to June 30 of the cunent year, the

2.30 board shall certify the percentage increase. The amount certified must not exceed the

2.31 lesser of the difference between the preretirement interest assumption and postretirement

2.32 interest assumption in section 356.215, subdivision 8, paragraph (a), or 3.5 percent.

2.33 (3) In addition to any percentage increase certified under paragraph (b), the board

2.34 shall use the following procedures to determine if a postretirement adjustment is payable

2.35 under this paragraph:
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3.1 (i) The state board shall determine the market value of the fund on June 30 of that 

3.2 year;

3.3 (ii) The amount of reserves required as of the current June 30 for the annuity or

3.4 benefit payable to an annuitant and benefit recipient must be determined by the actuary

3.5 retained under section 356.214. An annuitant or benefit recipient who has been receiving

3.6 an annuity or benefit for at least 12 full months as of the cunent June 30 is eligible to

3.7 receive a full postretirement adjustment. An annuitant or benefit recipient who has been

3.8 receiving an annuity or benefit for at least one full month, but less than 12 full months as of

3.9 the current June 30~ is eligible to receive a partial postretirement adjustment. The amount

3.10 of the reserves for those annuitants and benefit recipients who are eligible to receive a

3.11 full postretirement benefit adjustment is known as Ifeligible reserves. If The amount of

3.12 the reserves for those annuitants and benefit recipients who are not eligible to receive a

3.13 postretirement adjustment is known as Ifnoneligible reserves." For an annuitant or benefit

3.14 recipient who is eligible to receive a partial postretirement adiustment~ additional "eligible 

3.15 reserves" is an amount that bears the same ratio to the total reserves required for the

3.16 annuitant or benefit recipient as the number of full months of annuity or benefit receipt as

3.17 of the current June 30 bears to 12 full months. The remainder of the annuitant's or benefit

3.18 recipient's reserves are Ifnoneligible reserves";

3.19 (iii) The board shall determine the percentage increase certified under clause (2)

3.20 multiplied by the eligible required reserves, as adjusted for mortality gains and losses,

3.21 determined under subclause (ii);

3.22 (iv) The board shall add the amount of reserves required for the annuities or benefits

3.23 payable to annuitants and benefit recipients of the participating public pension plans or

3.24 funds as of the current June 30 to the amount detennined under subclause (iii);

3.25 (v) The board shall subtract the amount determined under subclause (iv) from the

3.26 market value of the fund determined under subclause (i);

3.27 (vi) The board shall adjust the amount determined under subclause (v) by the

3.28 cumulative CUlTent balance determined under subclause (viii) and any negative balance

3.29 carried forward under subclause (ix);

3.30 (vii) A positive amount resulting from the calculations in subclauses (i) to (vi) is the

3.31 excess market value. A negative amount is the negatiye balance;

3.32 (viii) The board shall allocate one-fifth of the excess market value or one-fifth of

3.33 the negative balance to each of five consecutive years, beginning with the fiscal year

3.34 ending the current June 30; and

3.35 (ix) To calculate the postretirement adjustment under this paragraph based on

3.36 investment perfonnance for afiscal year, the board shall add together all excess market
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4.1 value allocated to that year and subtract from the sum all negative balances allocated to

4.2 that year. If this calculation results in a negative number~ the entire negative balance must

4.3 be canied forward and allocated to the next year. If the resulting amount is positive, a

4.4 postretirement adjustment is payable under this paragraph. The board shall express a

4.5 positive amount as a percentage of the total eligible required reserves certified to the

4.6 board under subclause (i).

4.7 (4) The board shall determine the amount of any postretirement adjustment which

4.8 is payable using the following procedure:

4.9 (i) The total "eligible" required reserves as of the first of January next following the

4.10 end of the fiscal year for the annuitants and benefit recipients eligible to receive a full or

4.11 partial postretirement adjustment as detenllined by subclause (in must be certified to the

4.12 board by the actuary retained under section 356.214. The total "eligible" required reserves

4.13 must be determined by the actuary retained under section 356.214 on the assumption that

4.14 all annuitants and benefit recipients eligible to receive a full or partial postretirement

4.15 adjustment wil be alive on the January 1 in question; and

4.16 (ii) The board shall add the percentage certified under clause (2) to any positive

4.17 percentage calculated under clause (3). The board shall not subtract from the percentage

4.18 certified under paragraph (b) any negative amount calculated under clause (3). The suni

4.19 of these percentages must be carried to five decimal places and must be certified as the

4.20 full postretirement adjustment percentage.

4.21 (e) The board shall determine the amount of the postretirement adjustment payable

4.22 to each eligible annuitant and benefit recipient. The dollar amount of the postretireriient

4.23 adjustment must be calculated by applying the certified postretirement adjustment

4.24 percentage to the amount of the monthly annuity or benefit payable to each eligible

4.25 annuitant or benefit recipient eligible for a full adjustment.

4.26 The dollar amount of the partial postretirement adjustment payable to each annuitant

4.27 or benefit recipient eligible for a partial adjustment must be calculated by first determining

4.28 a partial percentage amount that bears the same ratio to the certified full adjustment

4.29 percentage amount as the number of full months of annuity or benefit receipt as of the

4.30 cunent June 30 bears to 12 full months. The partial percentage amount determined

4.31 must then be applied to the amount of the monthly annuity or benefit payable to each

4.32 am1Uitant or benefit recipient eligible to receive a partial postretirement adjustment. The

4.33 postretirement adjustments are payable on January 1 following the calculations required

4.34 under this section and must thereafter be included in the monthly am1Uity or benefit paid to

4.35 the recipient. Any adjustments under this section must be paid automatically unless the
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5.1 intended recipient files a written notice with the applicable participating public pension

5.2 fund or plan requesting that the adjustment not be paid.

5.3 (f) As of June 30 alluallYi the actuary retained under section 356.214 shall calculate

5.4 the amount of required reserves representing any mortality gains and any mortality losses

5.5 incuned during the fiscal year and report the results of those calculations to the plan.

5.6 The actuary shall report separately the amount of the reserves for alluitants and benefit

5.7 recipients who are eligible for a postretirement benefit adjustment and the amount of

5.8 reserves for annuitants and benefit recipients who are not eligible for a postretirement

5.9 benefit adjustment. If the net amount of required reserves represents a mOltality gain,

5.10 the board shall sell suffcient securities or transfer suffcient ayailable cash to equal the

5.11 amount. If the amount of required reserves represents a mortality loss, the plan shall

5.12 transfer an amount equal to the amount of the net mortality loss. The amount of the 

5.13 transfers must be detennined before any postretirement benefit adjustments have been

5.14 made. All transfers resulting from mortality adjustments must be completed annually

5.15 by December 31 for the preceding June 30. Interest is payable on any transfers after

5.16 December 31 based upon the preretirement interest assumption for the participating plan

5.17 or fund as specified in section 356.215, subdivision 8, stated as a monthly rate. Book

5.18 values of the assets of the fund must be determined only after all adjustments for mortality

5.19 gains and losses for the fiscal year have been made.

5.20 (g) All money necessary to meet the requirements of the certification of withdrawals 

5.21 and all money necessary to pay postretirement adjustments under this section are hereby

5.22 and from time to time appropriated from the postretirement investment fund to the board.

5.23 fd ilAllually, following the calculation of any postretirement adjustment

5.24 payable from the retirement benefit fund, the board of trustees shall submit a report to

5.25 the executive director of the Legislative Commission on Pensions and Retirement and

5.26 to the commissioner of finance indicating the amount of any postretirement adjustment

5.27 and the underlying calculations on which that postretirement adjustment amount is based,

5.28 including the amount of dividends, the amount of interest, and the amount of net realized

5.29 capital gains or losses utilzed in the calculations.

5.30 fe .u With respect to a fonner contributing member who began receiving a

5.31 retirement alluity or disability benefit under section 422A. 1 S 1, paragraph (a), clause (2),

5.32 after June 30, 1997, or with respect to a surviyor of a former contributing member who

5.33 began receiving a survivor benefit under section 422A.lSl, paragraph (a), clause (2),

5.34 after June 30, 1997, the reserves attributable to the one percent lower amount of the

5.35 cost-of-living adjustment payable to those alluity or benefit recipients allually must

5.36 be transferred back to the deposit accumulation fund to the credit of the Metropolitan
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6.1 Airports Commission. The calculation of this aiiual reduced cost-of-living adjustment

6.2 reserve transfer must be reviewed by the actuary retained under section 356.214."

6.3 Renumber the sections in sequence and correct the internal references

6.4 Amend the title accordingly
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1. .................... moves to amend H.F. No. 3421; S.P. No. 2969, as follows:

1.2 Page 1, line 1 1, delete "actuary" and insert" executive director of the State Board

1.3 of Investment"

1.4 Page 1, line 12, delete "retained under section 356.214"

1. Page 1, line 13, delete "is" and insert "must be"

1.6 Page 1, line 14, after "and" insert "must be"

1.7 Page 1, line 21, delete f! actuary retained under section 356.214 " and insert "executive

1.8 director of the State Board of Investmentt and delete "report" and insert "certifi'

1.9 Page 1, line 22, delete "each" and inseii "the retirement plans" and delete 11

1.0 retirement" and inseii "in the Minnesota postretirement investment" and after "andt

1. I insert "to the executive director of "

1.2 Page 1, line 23, delete everything after "3011 and insert "annually."

1.13 Page 1, delete line 24
1.4 Page 2, lines 4 and 5, after "adjustment" insert "under this subdivisionf!

1.5 Page 3, line 30, after lIparagraph" insert "is not payable unless the amount calculated

1.6 under paragraph (b), clause (i) is greater than 2.5 percent andt

1.17 Page 3, line 31, delete "between: " and Inseii f!by which the amount calculated under

1.8 paragraph (b), clause 0) exceedsf!

1.9 Page 3, delete lines 32 to 34

1.0 Page 3, line 35, delete "..ilt

1.1 Page 4, line 4, delete everything after "paragraph" and inseii "without regard to the

1.2 percentage increase in the Consumer Price Index under paragraph (b), clause (l)~ and"

1.3 Page 4, delete lines 5 and 6

1.24 Page 4, line 7, after "amount" insert "that may be"

1.25 Page 5, line 4, delete "detennined by the actuary retained under section 356.2 14,"

1.26 and insert 'lcertified by the executive director of the State Board of Investment under

1.7 subdivision 2af!
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2.1 Page 5, line 10, delete "resulting" and insert "lost purchasing power" and delete"

2.2 from paragraph (a)"

2.3 Page 5, line 12, delete "fund or"

2.4 Page 5, line 20, after "or' insert "the"

2.5 Page 5, line 23, delete everything after "period."

2.6 Page 5, delete lines 24 and 25 and insert:

2.7 "(d) If the percentage in paragraph (c), clause (2), is greater than the percentage in

2.8 paragraph (c), clause (1), with respect to an eligible annuitant or benefit recipient, and the

2.9 conditions in paragraph (a) exist) that person is eligible to receive an increase under this

2.10 subdivision. "

2.11 Page 5, line 26, delete "il" and inseii "il" and delete "a person" and insert "an

2.12 eligible annuitant or benefit recipient"

2.13 Page 5, line 28, delete "JQ" and inseii "M"

2.14 Page 5, line 29, delete "M" and inseii ".i"

2.15 Page 5, line 30, delete "il" and insert "il"

2.16 Page 5, line 31, after ".iiny' , insert "in full the"

2.17 Page 5, line 34, after "ratio" inseii "determined under subdivision2a is" and after"

2.18 at" insert "least" and delete "or more, funded under paragraph (a), clause (1)" and after"

2.19 ir' insert "the calculated result under"

2.20 Page 5, line 35, after "than" inseii "the calculated result under" and delete "paid" and

2.21 insert "payable" and delete "person" and insert "eligible annuitant or benefit recipient"

2.22 Page 6, line 1, delete everying after "be" and insert "reduced to that portion of the

2.23 full potential increase amount that equals the ratio that the calculated result under clause

2.24 (2) bears to the calculated result under clause (1 )."

2.25 Page 6, delete line 2
2.26 Page 6, line 4, delete "percent" and insert "resulting percentage"

2.27 Page 6, line 5, delete "fund or"

2.28 Page 6, line 10, delete "created in" and insert "detennined under" and delete "on"

2.29 and insert "as or'

2.30 Page 6, line 11, delete "funds" and inseii "plans"

2.31 Page 6, line 14, delete the first "for" and inseii "with respect to"

2.32 Page 6, line 24, delete "on" and insert "as or' and delete "each" and insert "that"

2.33 Page 6, line 26, delete "for two consecutive years" and inseii "and was less than 85

2.34 percent as of June 30 of the immediately preceding year"

2.35 Page 6, line 27, delete "for one year"

2.36 Page 6, line 30, after "il" insert "the" and delete "funds" and inseii "plans"
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3.1 Page 7, line 1, delete "as"

3.2 Page 7, line 3, delete the first "funds" and insert "plans"

3.3 Page 7, line 5, delete "adiusting for" and insert" of a net" and delete "gains and"

3.4 and delete "specified in" and insert "under"

3.5 Page 7, line i i, delete the first comma and after "on" insert "the"

3.6 Page 7, line 13, before "fund" insert "investment" and delete "is dissolved" and insert"

3.7 ceases to exist" and after "upon" insert "the" and before "assets" insert "all"

3.8 Page 7, line 17, delete "must be paid" and insert "are payable"

3.9 Page 7, line 19, delete "each year"

3.10 Page 7, line 22, delete "i' and insert "an annual"

3.11 Page 7, line 25, delete ".i" and insert "commence" and before "after" insert"

3.12 occurring"

3.13 Page 7, lines 28, 30, and 32, after "postretirement" insert "investment"
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1. A bil for an act
1.2 relating to retirement; amending postretirement provisions; providing for

1.3 the dissolution of the Minnesota postretirement investment fund; amending

1.4 Minnesota Statutes 2006, section llA.18, subdivision 9, by adding subdivisions;

1.5 Minnesota Statutes 2007 Supplement, section 422A.06, subdivision 8; proposing

1.6 coding for new law in Minnesota Statutes, chapter llA.

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

1.8 ARTICLE 1
1.9 POSTRETIREMENT PROVISIONS

1.0 Section 1. Minnesota Statutes 2006, section llA.18, is amended by adding a

1.1 subdivision to read:

1.2 Subd. 2a. Composite funded ratio. (a) Annually, following June 30, the executive

1.3 director of the State Board of Investment shall determine the composite funded ratio

1.4 of the postretirement investment fund. The composite funded ratio must be stated as a

1.15 percentage and must be calculated using:

1.6 (1) the total fair market value of the postretirement investment fund as of June 30,

1.7 calculated in accordance with generally accepted accounting principles; divided by

1.8 (2) the total reserves required as of June 30 for the annuities or benefits payable from

1.9 the postretirement investment fund on that June 30 to all recipients of participating public

1.20 pension plans or funds, as determined by the actuary retained under section 356.214 using

1.21 the applicable assumptions in section 356.215.

1.22 il The executive director of the State Board of Investment shall certify the

1.23 composite funded ratio to the executive directors of the in the Minnesota postretirement

1.4 investment plans participating retirement fund and to the executive director of the

1.25 Legislative Commission on Pensions and Retirement by November 30 annually.

Article 1 Section 1.
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2.1 Sec. 2. Minnesota Statutes 2006, section llA.18, subdivision 9, is amended to read:

2.2 Subd. 9. Calculation of postretirement adjustment. (a) Annually, following June

2.3 30, the state board shall use the procedures in paragraphs (b), (c), and (d) to determine

2.4 whether a postretirement adjustment under this subdivision is payable and to determine

2.5 the amount of any postretirement adjustment under this subdivision.

2.6 (b).i If the Consumer Price Index for urban wage earners and clerical workers all

2.7 items index published by the Bureau of Labor Statistics of the United States Department

2.8 of Labor increases tì'om June 30 of the preceding year to June 30 of the current year, the

2.9 state board shall certify the percentage increase.

2.10 m The amount certified must not exceed the lesser ôf the diffctcncc between the

2.11 prerctirel1icl1t interest MSUlnptioll and posttetircmcnt int'êi'Cst åssurnption in section

2.12 356.215, subdidsion 8, paragraph (a), or

2.13 2.5 percent.
2.14 for the Minneapolis Dinployces Retirement Puiid, thc arriollnt ccttificdmust not

2.15 exceed 3.5 percent.

2.16 (c) If the amount calculated under paragraph (b), clause (1), is greater than the

2.17 maximum amount allowable under paragraph (b), clause (2), in addition to any percentage

2.1 8 increase certified under paragraph (b), the board shall use the following procedures to

2.19 determine if a postretirement adjustment is payable under this paragraph:

2.20 (1) the state board shall determine the total fair market value of the fund on June

2.21 30 of that year;

2.22 (2) the amount of reserves required as of the CUlTent June 30 for the annuity or

2.23 benefit payable to an annuitant and benefit recipient of the participating public pension

2.24 plans or funds must be determined by the actuary retained under section 356.214. An

2.25 annuitant or benefit recipient who has been receiving an annuity or benefit for at least 12

2.26 full months as of the current June 30 is eligible to receive a full postretirement adjustment.

2.27 An annuitant or benefit recipient who has been receiying an annuity or benefit for at

2.28 least one full month, but less than 12 full months as of the CUITent June 30, is eligible to

2.29 receive a partial postretirement adjustment. Each fund shall report separately the amount

2.30 of the reserves for those annuitants and benefit recipients who are eligible to receive

2.31 a full postretirement benefit adjustment. This amount is known as "eligible reserves."

2.32 Each fund shall also report separately the amount of the reserves for those annuitants

2.33 and benefit recipients who are not eligible to receive a postretirement adjustment. This

2.34 amount is known as "noneligible reserves." For an annuitant or benefit recipient who is

2.35 eligible to receive a partial postretirement adjustment, each fund shall report separately

2.36 as additional "eligible reserves" an amount that bears the same ratio to the total reserves

Article 1 Sec. 2. 2
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3.1 required for the annuitant or benefit recipient as the number of full months of annuity

3.2 or benefit receipt as of the current June 30 bears to 12 full months. The remainder of

3.3 the annuitant's orbeiiefit recipient's reserves must be separately reported as additional

3.4 "noneligible reserves." The amount of "eligible" and "noneligible" required reserves

3.5 must be certified to the board by the actuary retained under section 356.214 as soon as is

3.6 practical following the cunent June 30;

3.7 (3) the state board shall determine the percentage increase certified under paragraph

3.8 (b) multiplied by the eligible required reserves, as adjusted for mortality gains and losses

3.9 under subdivision 11, determined under clause (2);

3.10 (4) the state board shall add the amount of reserves required for the annuities or

3.11 benefits payable to annuitants and benefit recipients of the participating public pension

3.12 plans or funds as of the cunent June 30 to the amount determined under clause (3);

3.13 (5) the state board shall subtract the amount determined under clause (4) from the

3.14 total fair market value of the fund determined under clause (1);

3.15 (6) the state board shall adjust the amount determined under clause (5) by the

3.16 cumulative current balance determined under clause (8) and any negative balance canied

3.17 forward under clause (9);

3.18 (7) a positive amount resulting from the calculations in clauses (1) to (6) is the

3.19 excess market value. A negative amount is the negative balance;

3.20 (8) the state board shall allocate one-fifth of the excess market value or one-fifth

3.21 of the negative balance to each of five consecutive years, beginning with the fiscal year

3.22 ending the current June 30; an

3.23 (9) to calculate the postretirement adjustment under this paragraph base;d on

3.24 investme;nt performance for a fiscal year, the state board sh~ll add together all excess

3.25 market value allocated to that year and subtract from the sum all negative balances

3.26 allocated to that year. If this calculation results in a negative number, the entire negative

3.27 balance must be carried forward and allocated to the next year. If the resulting amount is

3.28 positive, a postretirement adjustment is payable under this paragraph. The board shall

3.29 express a positive amount as a percentage of the total eligible required reserves certified to

3.30 the board under clause (2). The percentage determined under this paragraph is not payable

3.31 unless the amount calculated under paragraph (b), clause (i) is greater than 2.5 percent

3.32 and must not exceed the difference by which the amount calculated under paragraph (b),

3.33 clause (i) exceeds

3.34 2.5 percent; and

3.35 (d) The state board shall determine the amount of any postretirement adjustment

3.36 which is payable using the following procedure:
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4.1 (1) The total "eligible" required reserves as of the first of January next following the

4.2 end of the fiscal year for the annuitants and benefit recipients eligible to receive a full or

4.3 partial postretirement adjustment as determined by clause (2) must be certified to the state

4.4 board by the actuary retained under section 356.214. The total "eligible" required reserves

4.5 must be determined by the actuary retained under section 356.214 on the assumption that

4.6 all annuitants and benefit recipients eligible to receive a full or partial postretirement

4.7 adjustment wil be alive on the January 1 in question; and

4.8 (2) The state board shall add the percentage certified under paragraph (b) to any

4.9 positive percentage calculated under paragraph (c). The board shall not subtract from the

4.10 percentage certified under paragraph (b) any negative amount calculated under paragraph

4.11 (c). The sum of these percentages must be ca:iIcd to five decimal places and must be

4.12 certified to each participating public pension fund or plan as the full postretirement

4.13 adjustment percentage. The full postretirement adjustment percentage certified to each

4.14 participating public pension plan or fund must not exceed five percent. For the Minneapolis

4.15 Employees Retirement Fund, no maximum percentage adjustment is applicable.

4.16 (e) A retirement annuity payable in the event of retirement before becoming eligible

4.17 for Social Security benefits as provided in section 352.116, subdivision 3; 353.29,

4.18 subdivision 6; or 354.35 must be treated as the sum of a period certain retirement annuity

4.19 and a life retirement annuity for the purposes of any postretirement adjustment. The

4.20 period certain retirement annuity plus the life retirement annuity must be the annuity

4.21 amount payable until age 62 or 65, whichever applies. A postretirement adjustment

4.22 granted on the period certain retirement annuity must tenninate when the period certain

4.23 retirement annuity terminates.

4.24 Sec. 3. Minnesota Statutes 2006, section llA.18, is amended by adding a subdivision

4.25 to read:

4.26 Subd. 9a. Lost purchasiu2 power increase. (a) This subdivision applies for fiscal

4.27 years ending June 30 in which all of the followin.g conditions exist:

4.28 (1) the composite funded ratio for the postretirement investment fund as of June 30,

4.29 as certified by the executive director of the State Board of Investment under subdivision

4.30 2a is more than 90 l)ercent;

4.31 (2) the State Board of Investment determines that the time weighted total rate of

4.32 return on investment of assets in the postretirement investment fund for the fiscal year

4.33 ending June 30 exceeds 8.5 percent: and

4.34 (3) the postretirement adjustment percentage certified under subdivision 9, paragraph

4.35 (b), is less than 2.5 percent.
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5.1 (b) The lost purchasing power postretirement increase is payable the following

5.2 January 1.

5.3 (c) Each participating publicpension plan must annually calculate:

5.4 (1) the cumulative postretirement adjustment percentage applied to the annuity or

5.5 benefit paid to each eligible annuitant and benefit recipient since the person first received a

5.6 postretirement adjustment; and

5.7 (2) the increase in the Consumer Price Index for urban wage earners and clerical

5,8 workers all items index published by the Bureau of Labor Statistics of the United

5.9 States Department ()f Labor from June 30 of the year before the person first received a

5.10 postretirement adjustment to June 30 of the current year. If a person received a prorated

5.11 increase under subdivision 9, paragraph (c), clause (2), the same ratio of the number of

5.12 months receiving a monthly benefit to twelve months must be applied to the inflation

5.13 calculation for the fiscal year used to calculate the prorated amount of lost purchasin.g

5.14 power for that period.

5.15 (d) If the percentage in paragraph (c), clause (2), is greater than the percentage in

5.16 paragraph (c), clause (1), with respect to an eligible annuitant or benefit recipient, and

5.17 the conditions in paragraph (a) exist, that person is eligible to receive an increase under

5.18 this subdivision.

5.19 (e) The percentage increase payable to an eligible annuitant or benefit recipient

5.20 under this subdivision may not exceed the difference between 2.5 percent and the amount

5.21 certified under subdivision 9 or the amount calculated under paragraph (c \ whichever is

5.22 lower. The percentage increase otherwise payable under this subdivision must be reduced

5.23 as provided in paragraph (f).

5.24 (f) The actuary retained under section 356.214 must detel1nine:

5.25 (1) the reserves that would be required to pay in full the adjustments determined

5.26 under paragraph (c); and

5.27 (2) the excess market value necessary to maintain the accrued liability composite

5.28 funding ratio determined under subdivision 2a is at least 90 percent. If the calculated result

5.29 under clause (1) of this paragraph is greater than the calculatedresult under clause (2), the

5.30 increase payable to each eligible annuitant or benefit recipient under this subdivision must

5.3 I be reduced to that portion of the full potential increase amount that equals the ratio that the

5.32 calculated result under clause (2) bears to the calculated result under clause (1 ).

5.33 (f) A percentage increase certified under this subdivision must be added to the

5.34 percentage certified under subdivision 9, and the total resulting percentage must be

5.35 certified to each participating public pension plan as the full postretirement adjustment

5.36 percentage.
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6.1 Sec. 4. Minnesota Statutes 2006, section lIA.18, is amended by adding a subdivision

6.2 to read:

6.3 Subd. 9b. Excess assets trigger. If the composite funded ratio of the postretirement

6.4 investment fund determined under subdivision 2a is 115 percent or greater as of June 30 of

6.5 any year, the governing bodies of the retirement plans participating in the postretirement

6.6 investment fund must jointly report to the Legislative Commission on Pensions and

6.7 Retirement by the next January 15. The report must evaluate and make recommendations

6.8 with respect to the overall benefits and funding of the retirement funds for both active

6.9 employees and benefit recipients.

6.10 Sec. 5. Minnesota Statutes 2007 Supplement, section 422A.06, subdivision 8, is

6.11 amended to read:

6.12 Subd. 8. Retirenient benefit fund. (a) The retirement benefit fund consists of

6.13 amounts held for payment of retirement allowances for members retired under this chapter,

6.14 including any transfer amount payable under subdivision 3, paragraph (c).

6.15 (b) Unless subdivision 3, paragraph (c), applies, assets equal to the required

6.16 reserves for retirement allowances under this chapter determined in accordance with the

6.17 appropriate mortality table adopted by the board of trustees based on the experience of the

6.18 fund as recommended by the actuary retained under section 356.214 must be transferred

6.19 from the deposit accumulation fund to the retirement benefit fund as of the last business

6.20 day of the month in which the retirement allowance begins. The income from investments

6.21 of these assets must be allocated to this fund and any interest charge under subdivision

6.22 3, paragraph (c), must be credited to the fund. There must be paid from this fund the

6.23 retirement annuities authorized by law. A required reserve calculation for the retirement

6.24 benefit fund must be made by the actuary retained under section 356.214 and must be

6.25 certified to the retirement board by the actuary retained under section 356.214.

6.26 (c) The ictiicrncnt benefit fund must be gO'vcined by tIie applicable 1avv"~ gO'vcrnin:g

6.27 thc accounting and audit proccduicß, inveßtment, aetüa:ial requiicme.ntß, calculation aiid

6.28 payment of postre.tIiem.ent benefit adjußtmentß, dißcliarge of any dcficicncy in the aßßetß

6.29 of the fund when compared to the aetuaiially deteI11ined requiied resClves, and other

6.30 applicable operationß and proeedureß regarding the lv'fnnesota post1'etircim:.nt in v'eßtiiicl1t

6.31 fund in effect OIi JUliC 30, 1997, eßtablished under lvfinnesota Stattltcß 1996, ßcction

6.32 llA.18, and any legal or adnÜni.~tiath'e intcipietations of those lawß of the State Boaid

6.33 of Investment, thc legal ad'v'ißoi: to the Doaid of Iirvcstrricnt and the executive director of

6.34 the State Doaid of IIi vCßtmcnt in eJf'Cct on J one 30, 1997. If a dcfcned yield adjußtmclit

6.35 account iß established fot thê lviini1êsota posttetirellicnt invcßtinciit fund bcfoicJunc 30,
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7.1 1997, undei 1HnneßOta Statutes 1996, section 11A.18, subdi'v'isioIl5, the retirement boa-rd

7.2 shall also establish aiidnûtIntain adcfcIled yield adjustment account within th.is fund.

7.3 (c) There is hereby established a deferred yield adiustment account which must be

7.4 increased by the sale or disposition of any debt securities at less than book value and must

7.5 be decreased by the sale or disposition of debt securities at more than book value. At the

7.6 end of each fiscal year, a portion of the balance of this account must be offset against the

7.7 investment income for that year. The annual portion of the balance to be offset must be

7.8 proportional to the reciprocal of the average remaining life of the bonds sold¡ unless the

7.9 amounts are offset by gains on the future sales of these securities. The amount of this

7.10 account must be included in the recognized value of assets other than corporate stocks

7.11 and all other equity investments. In any fiscal year in which the gains on the sales of debt

7.12 securities exceed the discounts realized on the sales of such securities, the excess must

7.13 be used to reduce the balance of the account. If the realized capital .gains are suffcient

7.14 to reduce the balance of the account to zero, any excess gains must be available for the

7.15 calculation of postretirement adjustments.

7.16 (d) (1) Annually, following June 30, the board shall use the procedures in clauses

7.17 (2)1 (3), and (4) to determine whether a postretirement adiustment is payable and to

7.18 determine the amount of any postretirement adiustment.

7.19 (2) If the Consumer Price Index for urban wage earners and clerical workers all

7.20 items index published by the Bureau of Labor Statistics of the United States Department

7.21 of Labor increases from June 30 of the preceding year to June 30 of the current year, the

7.22 board shall certify the percentage increase. The amount certified must not exceed the

7.23 lesser of the difference between the preretirement interest assumption and postretirement

7.24 interest assumption in section 356.215, subdivision 8¡ paragraph (a), or 3.5 percent.

7.25 (3) In addition to any percentage increase certified under paragraph (b), the board

7.26 shall use the following procedures to determine if a postretirement adjustment is payable

7.27 under this paragraph:

7.28 Ci) The state board shall determine the market value of the fund on June 30 of that

7.29 year;

7.30 (ii) The amount of reserves required as of the current June 30 for the annuity or

7.31 benefit payable to an annuitant and benefit recipient must be determined by the actuary

7.32 retained under section 356.214. An annuitant or benefit recipient who has been receiving

7.33 an annuity or benefit for at least 12 full months as of the current June 30 is eligible to

7.34 receive a full postretirement adjustment. An annuitant or benefit recipient who has been

7.35 receiving an annuity or benefit for at least one full month, but less than 12 full months as of

7.36 the CUlTent June 30, is eligible to receive a partial postretirement adjustment. The amount
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8.1 of the reserves for those annuitants and benefit recipients who are eligible to receive a

8.2 full postretirement benefit adiustment is known as "eligible reserves." The amount of

8.3 the reserves for those annuitants and benefit recipients who are not eligible to receive a

8.4 postretirement adjustment is known as "noneligible reserves." For an annuitant or benefit

8.5 recipient who is eligible to receive a partial postretirement adiustment, additional "eligible 

8.6 reserves" is an amount that bears the same ratio to the total reserves required for the

8.7 annuitant or benefit recipient as the number of full months of annuity or benefit receipt as

8.8 of the CUlTent June 30 bears to 12 full months. The remainder of the annuitant's or benefit

8.9 recipient's reserves are "noneligible reserves";

8.10 (iii) The board shall determine the percentage increase certified under clause (2)

8.11 multiplied by the eligible required reserves, as adiusted for mortality gains and losses,

8.12 determined under subclause (ii);

8.13 (iv) The board shall add the amount of reserves required for the annuities or benefits

8.14 payable to annuitants and benefit recipients of the participating public pension plans or

8.15 funds as of the current June 30 to the amount determined under subclause (ii);

8.16 (v) The board shall subtract the amount determined under subclause (iv) from the

8.17 market value of the fund determined under subclause (i);

8.18 (vi) The board shall adiust the amount determined under subclause (v) by the

8.19 cumulative cun-ent balance determined under subclause (viii) and any negative balance

8.20 carried forward under subclause (ix);

8.21 (vii) A positive amount resulting from the c'alculations in subclauses (i) to (vi) is the

8.22 excess market value. A negative amount is the negative balance;

8.23 (viii) The board shall allocate one-fifth of the excess market value or one-fifth of

8.24 the negative balance to each of five consecutive years, beginning with the fiscal year

8.25 ending the current June 30; and

8.26 (ix) To calculate the postretirement adjustment under this paragraph based on

8.27 investment performance for a fiscal year, the board shall add together all excess market

8.28 value allocated to that year and subtract from the sum all negative balances allocated to

8.29 that year. If this calculation results in a negative number, the entire negative balance must

8.30 be caiied forward and allocated to the next year. If the resulting amount is positive¡ a

8.31 postretirement adjustment is payable under this paragraph. The board shall express a

8.32 positive amount as a percentage of the total eligible required reserves certified to the

8.33 board under subclause (ii).

8.34 (4) The board shall determine the amount of any postretirement adjustment which

8.35 is payable using the following procedure:

Article 1 Sec. 5. 8
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9.1 (i) The total "eligible" required reserves as of the first of January next followin.g the

9.2 end of the fiscal year for the annuitants and benefit recipients eli.gible to receive a full or

9.3 partial postretirement adjustment as determined by subclause (ii) must be certified to the

9.4 board by the actuary retained under section 356.214. The total "eligible" required reserves

9.5 must be determined by the actuary retained under section 356.214 on the assumption that

9.6 all annuitants and benefit recipients elifdble to receive a full or partial postretirement

9.7 adjustment wil be alive on the January 1 in question; and

9.8 (ii) The board shall add the percentage certified under clause (2) to any positive

9.9 percentage calculated under clause (3). The board shall not subtract from the percentage

9.10 certified under paragraph (b) any negative amount calculated under clause (3). The sum

9.11 of these percentages must be carried to five decimal places and must be certified as the

9.12 full postretirement adjustment percentage.

9.13 (e) The board shall determine the amount of the postretirement adjustment payable

9.14 to each eligible annuitant and benefit recipient. The dollar amount of the postretirement

9.15 adjustment must be calculated by applying the certifed postretirement adjustment

9.16 percentage to the amount of the monthly annuity or benefit payable to each eligible

9.17 annuitant or benefit recipient eligible for a full adjustment.

9.18 The dollar amount of the partial postretirement adjustment payable to each annuitant

9.19 or benefit recipient eligible for a partial adjustment must be calculated by first determining

9.20 a partial percentage amount that bears the same ratio to the certified full adjustment

9.21 percentage amount as the number of full months of annuity or benefit receipt as of the

9.22 current June 30 bears to 12 full months. The partial percentage amount determined

9.23 must then be applied to the amount of the monthly annuity or benefit payable to each

9.24 annuitant or benefit recipient eligible to receive a partial postretirement adjustment. The

9.25 postretirement adjustments are payable on January 1 following the calculations required

9.26 under this section and must thereafter be included in the monthly annuity or benefit paid to

9.27 the recipient. Any adjustments under this section must be paid automatically unless the

9.28 intended recipient fies a written notice with the applicable participating public pension

9.29 fund or plan requesting that the adjustment not be paid.

9.30 (D As of June 30 annually, the actuary retained under section 356.214 shall calculate

9.31 the amount of required reserves representing any mortality gains and any mortality losses

9.32 incurred during the fiscal year and report the results of those calculations to the plan.

9.33 The actuary shall report separately the amount of the reserves for annuitants and benefit

9.34 recipients who are eligible for a postretirement benefit adjustment and the amount of

9.35 reserves for annuitants and benefit recipients who are not eli.gible for a postretirement

9.36 benefit adjustment. If the net amount of required reserves represents a mortality gain,

Aitic1e i Sec. 5. 9
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10.1 the board shall sell sufficient securities or transfer sufficient available cash to equal the

10.2 amount. If the amount of required reserves represents a mortality loss, the plan shall

10.3 transfer an amount equal to the amount of the net mortality loss. The amount of the

lOA transfers must be determined before any postretirement benefit adjustments have been

10.5 made. All transfers resulting from mortality adjustments must be completed annually

10.6 by December 31 for the preceding June 30. Interest is payable on any transfers after

10.7 December 31 based upon the preretirement interest assumption for the participating plan

10.8 or fund as specified in section 356.215, subdivision 81 stated as a monthly rate. Book

10.9 values of the assets of the fund must be determined only after all adjustments fot mortality

10.10 gains and losses for the fiscal year have been made.

10.11 (g) All money necessary to meet the requirements of the certification of withdrawals

10.12 and all money necessary to pay postretirement adjustments under this section are hereby

10.13 and from time to time appropriated from the postretirement investment fund to the board.

10.14 fr .iAnnually, following the calculation of any postretirement adjustment

10.15 payable from the retirement benefit fund, the board of trustees shall submit a report to

10.16 the executive director of the Legislative Commission on Pensions and Retirement and

10.17 to the commissioner of finance indicating the amount of any postretirement adjustment

10.18 and the underlying calculations on which that postretirement adjustment amount is based,

10.19 including the amount of dividends, the amount of interest, and the amount of net realized

10.20 capital gains or losses utilized in the calculations.

10.21 fe .u With respect to a former contributing member who began receiving a

10.22 retirement annuity or disability benefit under section 422A.151 , paragraph (a), clause (2),

10.23 after June 30, 1997, or with respect to a surviyor of a former contributing member who

10.24 began receiving a survivor benefit under section 422A.151, paragraph (a), clause (2),

10.25 after June 30, 1997, the reserves attributable to the one percent lower amount of the

10.26 cost-of-living adjustment payable to those annuity or benefit recipients annually must

10.27 be trans felTed back to the deposit accumulation fund to the credit of the Metropolitan

10.28 Airports Commission. The calculation of this annual reduced cost-of-living adjustment

10.29 reserve transfer must be reviewed by the actuary retained under section 356.214.

10.30 Sec. 6. EFFECTIVE DATE.

10.31 Sections 1 to 5 are effective June 30, 2008.

Aiticle 1 Sec. 6. 10
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11. ARTICLE 2
11.2 MINNESOTA POSTRETIREMENT INVESTMENT FUND DISSOLUTION

11.3 Section 1. (llA.181) DISSOLUTION. OF MINNESOTA POSTRETIREMENT

11.4 INVESTMENT FUND.

11.5 Subdivision 1. Conditions for dissolution. The postretirement investment fund

11.6 established in section 11A.18 must be dissolved according to the schedule in subdivision 2

11.7 if the composite funded ratio calculated as of June 30 of that year under section 1 lA. 18,

11.8 subdivision 2a, is:

11.9 (1) less than 85 percent and was less than 85 percent as of June 30 of the immediately

11.0 preceding year; or

11.1 (2) less than 80 percent.

11.2 Subd. 2. 'fansition. If conditions for dissolution of the postretirement investment

11.13 fund under subdivision 1 apply:

11.4 (1) the retirement plans shall not transfer reserves as required under sections 11A. 1 8,

11.5 subdiyision 6; 352.119, subdivision 1; 352B.26, subdivision 3; 353.271, subdivision 2;

11.6 354.63, subdivision 2; and 490.123, subdivision Ie, to the postretirement investment

11.17 fund after December 31 of the calendar year in which conditions for dissolution under

11.8 subdivision 1 occur;

11.9 (2) the retirement plans shall not transfer additional funds to the Minnesota

11.20 postretirement investment fund as a result of the calculation by the actuary retained under

11.21 section 356.214 of a net mortality losses under sectionl1A.18, subdivision 11;

11.22 (3) the assets of the postretirement investment fund must be transferred back to each

11.23 participating public retirement plan on June 30 of the year following the year in which

11.24 conditions for dissolution under subdivision 1 occur. The assets to be transferred to each

11.25 public retirement plan must be based on each plan's participation in the postretirement

11.6 fund as determined under section 11A.18, subdivision 7, on the June 30 when the transfer

11.27 back to the plan occurs; and

11.28 (4) The postretirement investment fund ceases to exist upon the transfer of all assets

11.29 as required in clause (3).

11.0 Subd. 3. Postretirement adjustments. (a) Notwithstanding section 11A.18 or any

11.1 other law to the contrary" if the postretirement investment fund is dissolved, postretirement

11.2 adjustments are payable only as follows:

11.33 (1) a postretirement increase of 2.5 percent must be applied, effective January 1 of ,

11.4 to the monthly annuity or benefit of each annuitant and benefit recipient who has been

11.5 receiving an annuity or benefit for at least 12 full months as of the prior June 30; and

Article 2 Section 1. 11
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12.1 (2) for each annuitant or benefit recipient who has been receiving an annuity or

12.2 benefit for at least one full month, an annual postretirement increase of one-twelfth of 2.5

12.3 percent for each month the person has been receiving an annuity or benefit must be applied,

12.4 effective January 1 of the year in which the person has been retired for less than 12 months.

12.5 (b) The increases provided by this subdivision commence on the first January 1

12.6 occurring after the posttetitement fund is dissolved under subdivision 2.

12.7 Sec. 2. PROPOSED STATUTORY CHANGES.

12.8 By November 30 of the year in which conditions for dissolution of the postretirement

12.9 investment fund first occur, the executive directors of the retirement systems that

12.10 participate in the postretirement investment fund must report to the Legislative

12.11 Commission on Pensions and Retirement a draft of proposed legislation.that would make

12.12 changes in statute necessary to conform with dissolution of the postretirement investment

12.13 fund.

12.14 Sec. 3. EFFECTIVE DATE.

12.15 Sections 1 and 2 are effective June 30, 2008.

Article 2 Sec. 3. 12
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1. .................... moves to amend H.P. No. 3421; S.P. No. 2969, as follows:

1.2 Page 1, delete lines 7 and 8

1.3 Page 6, delete article 2

1.4 Amend the title accordingly

1
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1. .................... moves to amend H.F. No. 3421; S.F. No. 2969, as follows:

1.2 Page 6, delete article 2 and insert:

1.3 HARTICLE 2
1.4 MINNESOTA POSTRETIREMENT FUND DISSOLUTION

1. Section 1. REPORT ON POTENTIAL DISSOLUTION OF MINNESOTA

1.6 POSTRETIREMENT INVESTMENT FUND.

1.7 The executive directors of the Miimesota State Retirement System, the Public

1.8 Employees Retirement Association, and the Teachers Retirement Association must report

1.9 to the chair of the State Government Finance Division of the House of Representatives,

1. 0 the chair of the State Government Budget Division of the Senate, and the chair of

1.11 the Legislative Conunission on Pensions and Retirement on the necessity for and the

1.12 implications of a dissolution of the Minnesota postretirement investment fund established

1.13 in section 1 lA. 1 8 if the composite funded ratio calculated on June 30 of each year under

1.4 section llA.1 8, subdivision 2a, is:

1.5 (1) less than 85 percent for two consecutive years; or

1.6 (2) less than 80 percent for one year.

1.17 The report must include a draft of proposed legislation that would make changes in

1.18 statute necessary to confonn with dissolution of the postretirement fund.

1.9 EFFECTIVE DATE. This section is effective June 30,2008."

1.20 Amend the title accordingly
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1. .................... moves to amend H.P. No. 3421; S.P. No. 2969, as follows:

1.2 Page 6, delete lines 26 and 27 and insert:

1.3 "(1) less than 75 percent and was also less than 75 percent as of June 30 of the

1.4 immediately preceding two .years; or

1.5 (2) less than 70 percent and was less than 70 percent as of the June 30 of the

1.6 immediately preceding year."

1
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1. .................... moves to amend H.P. No. 3421; S.P. No. 2969, as follows:

1.2 Page 5, line 26, after "person" insert "eligible" and after "under" insert "paragraph

1. (c), clause (2) of' and delete "may not"

1.4 Page 5, line 27, delete "exceed" and insert "is the proportional portion of the

1.5 required reserve amount representing" and delete "or" and insert "that bears the same

1.6 relationship as"

1. Page 5, line 28, delete", whichever is lower" and insert "for the eligible person bears

1.8 to the amount calculated under paragraph (b) for all eligible persons, but not to exceed the

1.9 amount calculated under paragraph (b) for the eligible person"

i
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1. .................... moves to amend H.P. No. 3421; S.P. No. 2969, as follows:

1.2 Page 6, after line 15, insert:

1. "Sec. 5. Minnesota Statutes 2006, section 356.41, is amended to read:

1.4 356.41 BENEFIT ADJUSTMENTS FOR CERTAIN DISABILITY AND

1.5 SURVIVOR BENEFITS.

1.6 .cDisabilty benefits payable to a disabiltant, if not otherwise included in the

1.7 participation in the Minnesota postretirement investment fund, and survivor benefits

1.8 payable to a survivor from any public pension plan which participates in the Minnesota

1.9 postretirementinvestment fund must be adjusted in the same manner, at the same times

1.0 and in the same amounts as are benefits payable from the Minnesota postretirement

1.1 investment fund to comparable eligible benefit recipients of that public pension plan.

1.2 ßù If a disabilty benefit is not included in the participation in the Minnesota

1.3 postretirement investment fund, if the disabilty benefit is recomputed as a retirement

1.4 annuity and the recipient would have been eligible for an adjustment under this section if

1.5 the disabilty benefit was not recomputed, the recipient remains eligible for the adjustment

1.16 under this section after the recomputation.

1.7 il For the survivor of a deceased annuitant who receives a survivor benefit

1.8 calculated under a prior law rather than the second portion of a joint and survivor

1.9 annuity, any period of receipt of a retirement annuity by the annuitant must be utilzed in

1.20 determining the period of receipt for eligibilty to receive an adjustment under this section.

1.21 il No recipient, however, is entitled to more than one adjustment under this section

1.22 or section 1 IA.18 applicable to one benefit at one time during a year by reason of this

1.23 section. "

1.24 Renumber the sections in sequence and correct the internal references

1.25 Amend the title accordingly

I
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1.1 A bil for an act
1.2 relating to retirement; amending postretirement provisions; providing for

1.3 the dissolution of the Minnesota postretirement investment fund; amending

1.4 Minnesota Statutes 2006, section llA.18, subdivision 9, by adding subdivisions;

1.5 proposing coding for new law in Minnesota Statutes, chapter 11 A.

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

1. ARTICLE 1
1.8 POSTRETIREMENT PROVISIONS

1.9 Section 1. Minnesota Statutes 2006, section llA.l 8, is amended by adding a

1.0 subdivision to read:

1.1 Subd. 2a. Composite funded ratio. (a) Annually, following June 30, the actuary

1.2 retained under section 356.214 shall determine the composite funded ratio of the

1.13 postretirement investment fund. The composite funded ratio is stated as a percentage

1.4 and calculated using:

1.15 (1) the total fair market value of the postretirement investment fund as of June 30,

1.6 calculated in accordance with generally accepted accounting principles; divided by

1.17 (2) the total reserves required as of June 30 for the annuities or benefits payable from

1.8 the postretirement investment fund on that June 30 to all recipients of participating public

1.9 pension plans or funds, as determined by the actuary retained under section 356.214 using

1.20 the applicable assumptions in section 356.215.

1.21 (b) The actuary retained under section 356.214 shall report the composite funded

1.2 ratio, to the executive directors of each participating retirement fund and the Legislative

1.3 Commission on Pensions and Retirement by November 30 of the year in which the ratio

1.24 is calculated.

Article 1 Section 1. H.F. 3421 47
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3.1 required for the annuitant or benefit recipient as the number of full months of annuity

3.2 or benefit receipt as of the current June 30 bears to 12 full months. The remainder of

3.3 the annuitant's or benefit recipient's reserves must be separately reported as additional

3.4 "noneligible reserves." The amount of "eligible" and "noneligible" required reserves

3.5 must be certified to the board by the actuary retained under section 356.214 as soon as is

3.6 practical following the current June 30;

3.7 (3) the state board shall determine the percentage increase certified under paragraph

3.8 (b) multiplied by the eligible required reserves, as adjusted for mortality gains and losses

3.9 under subdivision 11, determined under clause (2);

3.10 (4) the state board shall add the amount of reserves required for the annuities or

3.11 benefits payable to annuitants and benefit recipients of the participating public pension

3.1 2 plans or funds as of the current June 30 to the amount determined under clause (3);

3.13 (5) the state board shall subtract the amount determined under clause (4) from the

3.14 total fair market value of the fund determined under clause (1);

3.15 (6) the state board shall adjust the amount determined under clause (5) by the

3.16 cumulative current balance determined under clause (8) and any negative balance carried

3.17 forward under clause (9);

3.18 (7) a positive amount resulting from the calculations in clauses (1) to (6) is the

3.19 excess market value. A negative amount is the negativebalance;

3.20 (8) the state board shall allocate one-fifth of the excess market value or one-fifth

3.21 of the negative balance to each of five consecutive years, beginning with the fiscal year

3.22 ending the current June 30; ft

3.23 (9) to calculate the postretirement adjustment under this paragraph baßcd ein

3.24 iri\'c8tmcfit performance fol' a figcal year, the state board shall add together all excess

3.25 market value allocated to that year and subtract from the sum all negative balances

3.26 allocated to that year. If this calculation results in a negative number, the entire negative

3.27 balance must be carried forward and allocated to the next year. If the resulting amount is

3.28 positive, a postretirement adjustment is payable under this paragraph. The board shall

3.29 express a positive amount as a percentage of the total eligible required reserves certified

3.30 to the board under clause (2). The percentage determined under this paragraph must not

3.31 exceed "the difference between:

3:32 (i) the increase in the Consumer Price Index for urban wage earners and clericaI

3.33 workers all items index published by the Bureau of Labor Statistics of the United States

3.34 Department of Labor from June 30 of the preceding year to June 30 of the current year; and

3.35 (ii) 2.5 percent; and

Article 1 Sec. 2. 3 H.F.3421 49
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4.1 (10) for the Minneapolis Employees Retirement Fund, the board of the Minneapolis

4.2 Employees Retirement Fund:

4.3 (i) must use the procedures in clauses (1) to (9) to determine an increase under this

4.4 paragraph regardless of the increase in the Consumer Price Index for urban and wage

4.5 earners and clerical workers all items index published by the Bureau of Labor Statistics of

4.6 the United States Department of Labor; and

4.7 (ii) there is no limit on the maximum amount certified under this paragraph.

4.8 (d) The state board shall determine the amount of any postretirement adjustment

4.9 which is payable using the following procedure:

4.10 (1) The total "eligible" required reserves as of the first of January next following the

4.11 end of the fiscal year for the annuitants and benefit recipients eligible to receive a full or

4.12 partial postretirement adjustment as determined by clause (2) must be certified to the state

4.13 board by the actuary retained under section 356.214. The total "eligible" required reserves

4.14 must be determined by the actuary retained under section 356.214 on the assumption that

4.15 all annuitants and benefit recipients eligible to receive a full or partial postretirement

4.16 adjustment wil be alive on the January 1 in question; and

4.17 (2) The state board shall add the percentage certified under paragraph (b) to any

4.18 positive percentage calculated under paragraph (c). The board shall not subtract from the

4.19 percentage certified under paragraph (b) any negative amount calculated under paragraph

4.20 (c). The sum of these percentages must be carried tG five decimal placeß and must be

4.21 certified to each participating public pension fund or plan as the full postretirement

4.22 adjustment percentage. The full postretirement adjustment percentage certified to each

4.23 "participating public pension plan or fund must not exceed five percent. For the Minneapolis

4.24 Employees Retirement Fund, no maximum percentage adjustment is applicable.

4.25 (e) A retirement annuity payable in the event of retirement before becoming eligible

4.26 for Social Security benefits as provided in section 352.116, subdivision 3; 353.29,

4.27 subdivision 6; or 354.35 must be treated as the sum of a period certain retirement annuity

4.28 and a life retirement annuity for the purposes of any postretirement adjustment. The

4.29 period certain retirement annuity plus the life retirement annuity must be the annuity

4.30 amount payable until age 62 or 65, whichever applies. A postretirement adjustment

4.31 granted on the period certain retirement annuity must terminate when the period certain'

4.32 retirement annuity terminates.

4.33 Sec. 3. Minnesota Statutes 2006, section llA.18, is amended by adding a subdivision

4.34 to read:

H.F.3421 50
Article 1 Sec. 3. 4



02/19/2008 SH 08-5708

5.1 Subd. 9a. Lost purchasing power increase. (a) This subdivision applies for fiscal

5.2 years ending June 30 in which all of the following conditions exist:

5.3 (1) the composite funded ratio for the postretirement investment fund as of June 30,

5.4 as determined by the actuary retained under section 356.214, is more than 90 percent;

5.5 (2) the State Board of Investment determines that the time weighted total rate of

5.6 return on investment of assets in the postretirement investment fund for the fiscal year

5.7 ending June 30 exceeds 8.5 percent; and

5.8 (3) the postretirement adjustment percentage certified under subdivision 9, paragraph

5.9 (b), is less than 2.5 percent.

5.10 (b) The resulting postretirement increase from paragraph (a) is payable the following

5.11 January L

5.12 (c) Each participating public pension fund or plan must annually calculate:

5.13 (1) the cumulative postretirement adjustment percentage applied to the annuity or

5.14 benefit paid to each eligible annuitant and benefit recipient since the person fist received a

5.15 postretirement adjustment; and

5.16 (2) the increase in the Consumer Price Index for urban wage earners and clerical

5.17 workers all items index published by the Bureau of Labor Statistics of the United

5.18 States Department of Labor from June 30 of the year before the person first received a

5.19 postretirement adjustment to June 30 of the current year. If a person received a prorated

5.20 increase under subdivision 9, paragraph (c), clause (2), the same ratio of number of months

5.21 receivin.g a monthly benefit to twelve months must be applied to the inflation calculation

5.22 for the fiscal year used to calculate the prorated amount of lost purchasing power for that

5.23 period. If the percentage in clause (2) is greater than the percentage in clause (1) with

5.24 respect to a person, and the conditions in paragraph (a) are met, that person is 
eligible to

5.25 receive an increase under this subdivision.

5.26 (d) The percentage increase payable to a person under this subdivision may not

5.27 exceed the difference between 2.5 percent and the amount certified under subdivision 9 or

5.28 the amount calculated under paragraph (b), whichever is lower. The percentage increase

5.29 otherwise payable under this subdivision must be reduced as provided in paragraph (e).

5.30 (e) The actuary retained under section 356.214 must determine:

5.31 (1) the reserves that would be required to pày adjustments determined under

5.32 paragraph (c); and.

5.33 (2) the excess market value necessary to maintain the accrued liability composite

5.34 fundin.g ratio at 90 percent or more, funded under paragraph (a), clause (1). If clause (1)

5.35 of this paragraph is .greater than clause (2), the increase paid to each person under this
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6.1 subdivision must be determined by multiplying the ratio of clause (2) divided by clause

6.2 (l), multiplied by the percentage that otherwise would be payable under paragraph (c).

6.3 (n A percentage increase certified under this subdivision must be added to the

6.4 percentage certified under subdivision 9, and the total percent must be certified to each

6.5 participating public pension fund or plan as the full postretirement adjustment percentage.

6.6 (g) This subdivision does not apply to the Minneapolis Employees Retirement Fund.

6.7 Sec. 4. Minnesota Statutes 2006, section 11 A. 1 8, is amended by adding a subdivision

6.8 to read:

6.9 Subd. 9b. Excess assets trigger. If the composite funded ratio of the postretirement

6.10 investment fund created in subdivision 2a is 115 percent or greater on June 30 of any

6.11 year, the governing bodies of the retirement funds participating in the postretirement

6.12 investment fund must jointly report to the Legislative Commission on Pensions and

6.13 Retirement by the next January 15. The report must evaluate and make recommendations

6.14 for the overall benefits and funding of the retirement funds for both active employees and

6.15 benefit recipients.

6.16 Sec. 5. EFFECTIVE DATE.

6.17 Sections 1 to 4 are effective June 30, 2008.

6.18 ARTICLE 2
6.19 MINNESOTA POSTRETIREMENT INVESTMENT FUND DISSOLUTION

6.20 Section 1. IllA.181) DISSOLUTION OF MINNESOTA POSTRETIREMENT

6.21 INVESTMENT FUND.

6.22 Subdivision 1. Conditions for dissolution. The postretirement investment fund

6.23 established in section 11A.18 must be dissolved according to the schedule in subdivision 2

6.24 if the composite funded ratio calculated on June 30 of each year under section 11 A.18,

6.25 subdivision 2a, is:

6.26 (l) less than 85 percent for two consecutive years; or

6.27 (2) less than 80 percent for one year.

6.28 Subd. 2. Transition. If conditions for dissolution of the postretirement investment

6.29 fund under subdivision 1 apply:

6.30 (1) retirement funds shall not transfer reserves as required under sections 11 A.18,

6.31 subdivision 6; 352.119, subdivision 1; 352B.26, subdivision 3; 353.271, subdivision 2;

6.32 354.63, subdivision 2; and 490.123, subdivision lei to the postretirement investment

H.F.3421 52
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7.1 fund after December 31 as of the calendar year in which conditions for dissolution under

7.2 subdivision 1 occur;

7.3 (2) the retirement funds shall not transfer additional funds to the Minnesota

7.4 postretirement investment fund as a result of the calculation by the actuary retained under

7.5 section 356.214 adjusting for mortality ,gains and losses specified in section IIA.I8,

7.6 subdivision 11;

7.7 (3) the assets of the postretirement investment fund must be transfened back to each

7.8 participating public retirement plan on June 30 of the year following the year in which

7.9 conditons for dissolution under subdivision 1 occur. The assets to be transfened to each

7.10 public retirement plan must be based on each plan's participation in the postretirement

7.11 fund, as determined under section 11A.18. subdivision 7, on June 30 when the transfer

7.12 back to the plan occurs; and

7.13 (4) The postretirement fund is dissolved upon transfer of assets as required in

7.14 clause (3).

7.15 Subd. 3. Postretirement adjustments. (a) Notwithstandin,g section 11A.18 or any

7.16 other law to the contrary, if the postretirement investment fund is dissolved, postretirement

7.17 adjustments must be paid only as follows:

7.18 (1) a postretirement increase of 2.5 percent must be applied, effective January 1 of

7,19 each year, to the monthly annuity or benefit of each annuitant and benefit recipient who has

7.20 been receiving an annuity or benefit for at least 12 full months as of the prior June 30; and

7.21 (2) for each annuitant or benefit recipient who has been receiving an annuity or

7.22 benefit for at least one full month, a postretirement increase of one-twelfth of 2.5 percent

7.23 for each month the person has been receiving an annuity or benefit must be applied,

7.24 effectiveJanuary 1 of the year in which the person has been retired for less than 12 months.

7.25 (b) The increases provided by this subdivision apply on the first Januarv 1 after the

7.26 postretirement fund is dissolved under subdivision 2.

7.27 Sec. 2. PROPOSED STATUTORY CHANGES.

7.28 By November 30 of the year in which conditions for dissolution of the postretirement

7.29 fund first occur, the executive directors of the retirement systems that participate in

7.30 the postretirement fund must report to the Legislative Commission on Pensions and

7.31 Retirement a draft of proposed legislation that would make changes in statute necessary to

7.32 conform with dissolution of the postretirement fund.

7.33 Sec. 3. EFFECTIVE DATE.

7.34 Sections 1 and 2 are effective June 30,2008.
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