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Executive Summary of Commission Staff Materials

Affected Pension Plan(s):

Relevant Provisions of Law:

General Nature of ProfJosal:

Date of Summary:

MSRS Deferred Compensation and MSRS-Unclassified

Minnesota Statutes, Chapters 352 and 352D

Changes to MSRS Deferred Compensation Plan and the MSRS-
Unclassified Program

July 1, 2009

Specific Proposed ChanCle(s)

Delete-Everything Amendment Sl180-1A requires employing units to transmit to the MSRS
Deferred Compensation Plan third part administrator the information deemed necessary by the
MSRS executive director; requires employers to provide identification information and financial
information to a third part administrator for MSRS-Unclassified to allow daily rather than monthly

valuation of the accounts; revises MSRS-Unclassified provisions to permit an annuity to accrue the

day after submitting an application or the day after termination, whichever is later, rather than at
the beginning of the next month; and removes the cap on MSRS-Unclassified administrative fees.

Policy Issues Raised by the Proposed Leaislation 

1. Sufficient need for the change,

2, Data privacy and identity theft concern due to increased use of outside record keepers,

3, Removal of cap on MSRS-Unclassified administrative fees,

4, Appropriate effective dates given that the bill did not pass during the 2009 Legislative Session.

Potential Amendments

Administrative Fee Amendments:

Sl180~2A retains the cap on administrative fees remains as stated in existing law (10/100 of one
percent of account assets attributable to contributions made on or after July 1, 1992,
and any related investment gain) by removing this section from the delete-everything
amendment

Sl180~3A, an alternative to Sl180-2A, leaves a cap in place but revises the cap from 10/100 of
one percent of applicable assets to an amount to be specified by the Commission.

Effective Date Amendments:

S1180~4A would make the provisions effective July 1, 2010, rather than July 1, 2009.

Sl180~5A, an alternative to S1180-4A, makes the provisions effective retroactively from July 1,
2009.
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State of Minnesota \ LEGISLATIVE COMMISSION ON PENSIONS AND RETIREMENT

TO: Members of the Legislative Commission on Pensions and Retirement

FROM: Ed Burek, Deputy Director

RE: Delete-Everything Amendment Sll80-1A to S.F. 1180 (Betzold); H.F. 1774 (Nelson):
MSRS Defeired Compensation Plan and Unclassified Program; Changing to Daily
Valuation of Accounts; Using Third-Party Administrator; Revising Annuity Accrual Dates

DATE: July 1, 2009

Introduction

Minnesota State Retirement System Executive Director Dave Bergstrom requested that when S.F. 1180
(Betzold); H.F. 1774 (Nelson) is heard by the Legislative Commission on Pensions and Retirement, that it
be heard in the form of Delete-Everything Amendment SI180-1A.

Suinmary of Delete-Everythinis Amendment S 1180-1A to S.F. 1180 (Betzold); H.F. 1774 (Nelson)

Delete- Everything Amendment S 1180-1 A requires employing units to transmit to the Minnesota State
Retirement System (MSRS) Deferred Compensation Plan third party administrator the infom1ation
deemed necessary by the MSRS executive director; requires employers to provide identification
information and financial information to a third party administrator for the Unc1assified Employees
Retirement Program of the Minnesota State Retirement System (MSRS-Unclassified) to allow daìly rather
than monthly valuation of the accounts; revises MSRS-Unc1assifed provisions to permit an annuity to
accrue the day after submitting an application or the day after termination, whichever is later, rather than
at the beginning of the next month; and removes the cap on MSRS-Unclassified administrative fees.

Section-By-Section Summary of Delete-Everything Amendment S 1 180-1A

L Section 1 amends Minnesota Statutes, Section 352.965, Subdivision 6, the deferred compensation plan
administrative expense provision, by requiring employers to supply necessary personal and financial
data to the third paiiy adininistrator on plan participants, and by clarifying that the third party
administrator must comply with data privacy requirements (1.3-1.28).

2. Section 2 amends Minnesota Statutes, Section 352D.015, Subdivision 9, the definition of "value" in
MSRS-Unclassified, by specifying that value means the account's market value at the end of the day,
rather than value at the end ofthe month following receipt of an annuity (1.29- 1.34).

3. Section 3 amends Minnesota Statutes, Section 352D.02, an MSRS-Unclassified coverage provision, by

adding a subdivision requiring employers to provide personal and financial date to an outside record
keeper selected by MSRS. The record keeper must comply with data privacy procedures (2.1-2.10).

4. Section 4 amends Minnesota Statutes, Section 352D.04, Subdivision 1, an MSRS-Unclassified
investment option provision, by clarifying the provision and by making language changes consistent
with the change from monthly to daìly pricing, and by pem1itting changes in the funds used to invest
an account to be made electronically rather than in writing (2.11-3.7).

5. Section 5 amends Minnesota Statutes, Section 352D.05, Subdivision 3, an asset withdrawal provision,
to be consistent with daily rather than monthly valuation of accounts (3.8-3.17).

6. Section 6 amends Section 352D.06, Subdivision 3, the MSRS-Unclassified retirement accrual date
provision, to peimit an annuity to accrue the day after receipt of a valid application or the day follow'ing
teimination of employment, whichever is later, rather than at the start of the next full month (3.27).

7. Section 7 amends Minnesota Statutes, Section 352D.065, Subdivision 3, the MSRS-Unclassified
disability accrual dí:ite provision, to have disability annuities accrue the day after receipt of a valid
application or the day following termination of employment, whichever is later, rather than at the start
of the next full month (3.28-4.3).

8. Section 8 amends Minnesota Statutes, Section 352D.09, Subdivision 3, the MSRS-Unc1assified
prospectus provision, by requiring the executive director to make the MSRS-Unclassified investment
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prospectus avaÜable by electronic means, and by permitting individuals to request hard copies, rather
than by requiring distribution of a prospectus to each participant (4.4- 4.11).

9. Section 9 amends Minnesota Statutes, Section 352D.09, Subdivision 7, the MSRS-Unclassified
administrative fees provision, by removing the cap on administrative fees (4.12-4.18).

Relevant Background Information

o Attachment A contains background information on the MSRS UnclassiÜed Program.
o Attachment B contains background infol11ation on the MSRS DefelTed Compensation Plan.

Discussion and Analysis

Delete-Everything Amendment Sl180-lA requires employing units to transmit to the MSRS Deferred
Compensation Plan third party administrator the infol11ation deemed necessary by the MSRS executive
director; requires employers to provide identification information and financial information to a third
party administrator for the Unc1assified Employees Retirement Program of the Minnesota State
Retirement System (MSRS-Unclassified) to allow daily rather than monthly valuation ofthe accounts;
revises MSRS-UnclassiÜed pro'visions to permit an annuity to accrue the day after submitting an
application or the day after termination, whichever is later, rather than at the beginning of the next month;
and removes the cap on MSRS-Unclassified administrative fees.

The delete-everything amendment raises pension or related public policy issues for Commission
consideration and potential discussion, as follows:

1. Sufficient Need for the Change. The issue is whether there is sufficient need for the primary changes
covered by the delete-everything amendment, the move from monthly to daily pricing of accounts and
the COlTesponding changes in annuity accrual dates, permitting an annuity to accrue on the day after
receipt of a valid application and after termination of service has occurred, rather than at the start of
the next month. These changes should reduce uncertainty to MSRS-Unclassified members who
choose to draw an annuity from the Unclassified Program. In the very volatile markets recently
encountered, large changes in account value can occur during a month. Permitting an annuity based
on the account value a day after all requirements to receive an annuity have been satisfied, rather than
delaying the valuation ofthe account for several weeks, as can occur under existing law, wil add
more certainty to the process. The MSRS executive director has also indicated his intention of doing
away with the current practice of placing contributions received during any given month in a holding
account, to be transmitted at the beginning of the next month into the investment vehicles which the
member has specified. This is currently required because the price of a share of the given investment
vehicle is not known unti the start ofthe next m.onth. Instead, contributions can be immediately
transferred upon receipt to the investm.ent vehicles specified by the individuaL. Over time, this should
add to the investment gains in the account, creating a higher asset value.

2. Possible Concems About the Increased Use of Outside Record Keepers. The Commission may \.vish
to request testimony from Mr. Bergstrom to ensure the Commission is comfoiiable with the increased
reliance on outside record keepers, particularly with the MSRS-Unclassified Program. MSRS
contends that it is necessary to utilize outside record keepers to be able to price the accounts on a daily
basis. A drawback is that the more parties viith access to the data, the greater the risk that an
unauthorized party might access the data, creating data privacy and possible identity theft concerns.
The delete-everything amendment does require any third party administrator to treat the data as
required by data privacy laws.

3. Removal of Cap on MSRS-Unc1assified Administrative Fees. The policy issue is the removal of the
cap on MSRS-Unc1assified administrative fees, currently capped at 10/1 00 of one percent of assets
attributable to contributions made on or after July 1, 1992, and any related investment gain. MSRS
contends that although the fees may go up compared to existing law, the members will actually
receive a net gain after the increased investment returns due to eliminating the use of holding accounts
is factored in. The Commission may wish to ensure it is comfortable with the proposed removal of
the cap.

4. Appropriate Effective Date. The bil was introduced in 2009 using July 1,2009, effective dates, and
the delete-everything amendment contains the same effective dates. Because the bills \.vas not heard
by the Commission in during the 2009 Legislative Session, it may be appropriate to use July 1, 2010,
effective dates, or to revise the language to c1arify that the provisions are effective retroactively from
July 1, 2009.
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Potential Amendments for Commission Consideration

G S 11 80-2A can be used if the Commission is uncomfoiiable removing the cap on administrative fees,
The amendment would ensure the cap remains as stated in existing law (10/100 of one percent of
account assets attributable to contributions made on or after July 1, i 992, and any related investment
gain) by removing this section from the delete-everything amendment.

G S 11 80-3A, an alternative to S 1180-2A, leaves a cap in place but revises the cap Ü'om i oll 00 of one
percent of applicable assets to an amount to be specified by the Commission.

G S1180-4A would make the provisions effective July 1,2010, ratber than July 1, 2009.

G S 1180-5A, an alternative to S 1180-4A, makes the provisions effective retroactively from July 1,2009.
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Attachment A

Background Information on the
Unclassifed Employees Retirement Program of the

Minnesota State Retirement System (MSRS-Unclassifed)

The Unclassified State Employees Retirement Program ofthe Minnesota State Retirement System
(MSRS-Unclassified) was established in 1971 (Laws 1971, Chapter 604), and is governed by Minnesota
Statutes, Chapter 352D.

a. Establishment and Membership. MSRS-Unc1assified is a defined contribution plan established by
Minnesota Statutes, Chapter 352D. It covers a number of state employees or officers in the
unclassified service ofthe state on a mandatory or optional basis.

The following positions are members ofthe program on a mandatory basis:

1. the govemor, the lìeutenant governor, the secretary of state, the state auditor, and the attorney
general;

2. legislators first elected after June 30, 1997; and
3. judges, for service in excess of 24 years (Minnesota Statutes, Section 490.121, Subdivision

22).

The following group was permitted to choose bet\veen the Legislators Plan and the MSRS-
Unclassified Plan:

1. legislators first elected before July 1, 1997.

The remaining positions have the option to elect to be members of the program rather than being a
member of the General State Employees Retirement Plan ofthe Minnesota State Retirement System
(MSRS-General) :

1. an employee of the State Board of Investment;
2. the head of a department, division, or agency created by statute in the unclassified service;
3. a permanent, full-time unc1assified employee of the legislature or a commission or an agency

of the legislature;
4. the regional administrator or executive director ofthe Metropolitan Council, general counsel,

division directors, operations managers, and other positions as designated by the council;
5. the executive director, associate executive director of the Higher Education Services Offce in

the unclassified service;

6. the clerk ofthe Appellate Court;

7. the chief executive officers of correctional facilities, hospitals, and nursing homes;
8. an employee ofthe state ceremonial house;
9. an employee of the Minnesota Educational Computing Corporation;
10. an employee ofthe World Trade Center board;

11. an employee of the State Lottery board;
12. an employee of Minnesota Technology Incorporated;
13. Minnesota State Colleges and Universities System (MnSCU) employees employed by the

fom1er state university system or community college system before May 1, 1995, or other
MnSCU unclassified administrators in service before July 1, i 995, viiho elected MSRS-
Unclassified coverage.

b. Plan Govemance and Administration. An 11-member board, the Minnesota State Retirement
System (MSRS) Board of Directors is chaired by a board member and performs the policynlaking
function ofthe MSRS-Unclassified Plan. The MSRS administrative staff and the Minnesota State
Board of Investment carry out the general administration of the MSRS-Unclassified Plan. The
MSRS staff executes the recordkeeping and the communication functions of the plan. The State
Board ofInvestment and its staff perform the investment function ofthe plan.

c. Contribution Rates and Collection. The contribution rate to the MSRS-Unclassìfied Program for an
employee is four percent of gross salary, except for the long-service judges covered by the program,
\:vhere the member contribution is eight percent of salary. In addition, the employer must contribute
six percent of the employee gross salary, except for the long-service judges covered by the program,
where there is no employer contribution to the MSRS-Unc1assified Plan. Both contributions, which
are not taxable, are collected at payday every two weeks and credited to the employee's account
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each month. The contributions generally are collected electronically by MSRS. An 8.5 percent fee
applies for late collection or payment.

d. Administrative Expenses. All administrative and investment expenses are borne by participants,
who are charged 0.08 percent oftotal program assets a year for the plan adniinistrative expenses,
compared to the 0.22 percent of covered pay for MSRS-General.

e. Plan Investments. The plan investments are directed individually by each participant, who makes

the actual choice in the composition of investment securities in the person's own account. Under
Minnesota Statutes, Section 11 A.17, the investments are shares in one or a combination of the
income share account, the growth share account, the international share account, the money market
account, the bond market account, the fixed interest account and the common stock index account.
The contributions are invested within the month they are received. Actual investments are done
through outside vendors who enter into competitively bid contracts with the State Board of
Investment for five years. The contracts are revievved periodically by the State Board ofInvestment.

f. Plan Communication. New Member Processing, and Benefit Counseling. MSRS provides

information to plan members through newsletters, a quarterly benefit statement, a plan handbook,
and financial reports each year. MSRS also presents to every new m.ember a welcome letter, f0l11s
for membership, and the plan handbook. Finally, for an employee approaching retirement, MSRS
provides an estimate of the person's benefit, and the tax impact on the benefit if the participant
either opts for a lump sum payment or an annuity. An annuity may be purchased at age 55 or older.

g. Option to Switch to Defined Benefit Plan Coverage. Under Minnesota Statutes, Section 352D.02,

Subdivision 3, a participant in the MSRS-Unc1assified Program \'lith at least ten years of state
service is pennitted up to one month following termination of employment to elect to transfer
coverage to MSRS-General, a defíned benefit plan govemed by Minnesota Statutes, Chapter 352.
The MSRS-General retirement annuity is 1.7 percent of a member's highest five successive years
average salary per year of covered service, payable in full at age 65 and reduced actuarially ifthe
annuity commenced before age 65, with the earliest reduced bene.fit retirement age of 55.

h. Actuarial Impact. The option to transfer coverage fì-om MSRS-Unclassified to defined benefit plan

coverage by MSRS-General has an actuarial cost for MSRS-General. The July 1, 2004, lvlSRS-
General actuarial valuation was the first which calculated the actuarial liability for the active
members of MSRS-Unc1assified under the MSRS-Unc1assified Program asset value or the present
value of the MSRS-General benefit, whichever is greater. As of July 1, 2008, the MSRS-General
transfer provision creates a $10.3 million unfunded actuarial accrued liability in MSRS-GeneraL
The normal cost under the MSRS-Genera1 defined benefit plan for the MSRS-Unclassified active
participants was 10.15 percent of covered pay, compared to the normal cost for MSRS-General
active members of 7.8 percent of covered pay.
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Attachment B

Background Iufoi'mation on the
Minnesota State Deferred Compensation Program

a. In General. The State Deferred Compensation Program is an Intemal Re'vemie Code Section 457

deferred compensation plan. The State Deferred Compensation Program is governed by Minnesota
Statutes, Section 352.96. The State Deferred Compensation Program is the sole government
sponsored retirement thrift or savings program for most public employees by virtue of a restriction on
supplemental retirement plans and employer-funded deferred compensation programs under
Minnesota Statutes, Section 356.24. Although the plan is administered by the Minnesota State
Retirement System (MSRS), public employees throughout the state are authorized to paiiicipate. For
purposes of the State DefeiTed Compensation Program, public employment includes volunteer
firefighters. The State Deferred Compensation Program, akin to the somewhat similar Internal
Revenue Code Section 403(b) plans, function to encourage additional saving for retirement,
supplementing income during retirement from the primary public pension plan, Social Security, or
other income sources.

b. Historical Development of Miimesota Statutes, Section 356.24. Minnesota Statutes, Section 356.24,
when initially enacted in 1971 (Laws 1971, Chapter 222, Section 1), was intended to end a growing
practice in local government (primarily by school districts) of creating supplemental employer-funded
pension plans beyond the regularly applicable statewide pension plan for that type of public employee.
At that time, public pension benefits were considerably more modest than they are cUlTently and some
of the more affuent jurisdictions were attempting to readjust their employees' pension coverage by
local action, without the approval of or notice to the Legislature. The Legislature decided that this
practice was inappropriate and that the creation of additional pension plans was an unvvise policy.
The Legislature also apparently felt that pension benefits should be as unìform as possible throughout
public employment. In 1973, the Legislature considerably improved pension benefits payable under
the public employees primary pension coverage by moving fì'om career average salary plans to
pensions that were based on the average salary of the individual close to retirement. The intent at the
time was to provide an adequate benefit through the primary pension plan and eliminate the need, or
the ability, to create supplemental plans. Those supplemental plans that were in effect prior to 1971
were grandfathered. Substantial benefit increases occurred in 1980, 1989, 1992, and 1997.

c. State Deferred Compensation Program. The State Deferred Compensation Program was established

in 1971, by Extra Session Laws 1971, Chapter 32, Section 19. The program was established without
any specific Federal Internal Revenue Code authority, initially depending instead on a federal IRS
Revenue Ruling implementing the notion ofthe lack of actual or constructive receipt of salaryvvhen a
poiiion of an employee's salary is deferred and the amount invested by the employer is subject to
claims of the employer's general creditors.

The program initially was open only to state employees and was administered by the Minnesota State
Retirement System (MSRS), with rules, regulations and procedures established by the Commissioner
of Administration, and invested by the State Board of Investment in a state operated investment fund
substantially similar to a mutual fund, known then as the Minnesota Supplemental Retirement Fund.
The program specifically prohibited an employer contribution initially and provided that the state
employee was to bear the full risk of any investment loss incurred.

In 1975 (Lavvs 1975, Chapter 273), the State Deferred Compensation Program was broadened in its
coverage, with access to the program extended to any political subdivision employee or any public
pension plan member. The applicable governing law was also moved from Minnesota Statutes 1974,
Chapter 16A (governing the Department ofPinance) to Minnesota Statutes, Section 352.96. The
power to establish rules, regulations, and procedures for the State Deferred Compensation Program
was also transfeired to the Executive Director ofMSRS.

In 1977 CLaws 1977, Chapter 300, Sections 1-3), the State Deferred Compensation Program was
broadened in its investment options. The 1977 legislation authorized fixed and variable annuity
products of insurance companies as investment options for the State Deferred Compensation Program
in addition to the various investment account approaches provided through the Minnesota
Supplemental Retirement Fund operated by the State Board of Investment. The insurance company
products were required to be selected through open bidding procedures.

In February, 1978, the Internal Revenue Service promulgated proposed regulations that would have
prevented deferred compensation plans for state and local government employees, in paii, because of
the viitually unlimited potential as to amount for deferrals to deferred compensation plans. The
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Congress reversed the Intemal Revenue Service in the Revenue Act of 1978 by enacting Internal
Revenue Code Section 457, which authorizes state and local government employee deferred
compensation plans, but \vhich places specific limitations on the am.ounts available for clefelTal.

In 1980, the State Board ofInvestment implemented the 1977 State Deferred Compensation Program
legislation and formally requested insurance company annuity option proposals. After analysis by a
consultant and review by the Board, the State Board of Investment selected a proposal submitted by
the Great-West Life Assurance Company, marketed by National Benefits, Inc., and a proposal
submitted by the Minnesota Mutual Life Insurance Company and the Northvvestern National Life
Insurance Company, marketed by the Ochs Agency. Also in 1980 (Laws 1980, Chapter 607), the
Minnesota Supplemental Retirement Fund was renamed the Minnesota Supplemental Investment
Fund.

d. State DefelTed Compensation Program Employer Contribution Match Feature. From 1977 to 1987,

the State DefelTed Compensation Program was amended periodically, but the amendments had little
substantive importance. In 1988, the Program was modified to include a matching employer
contribution in addition to the member's deferred compensation amount. The matching employer
contribution, authorized under Minnesota Statutes, Section 356.24, was required to be made to the
State DefelTed Compensation Program, was required to be provided for in either a personnel plan or a
collective bargaining agreement, was required to be a dollar for dollar match, and was limited to
$2,000 per year per employee. While not restricted in use to fund retiree health insurance premiums,
the employer matching contribution authorization \vas part of a broader legislative enactment
pertaining to retiree health benefits, and the conferees on Laws 1988, Chapter 605, discussed the
potential for the savings promoted by the employer matching contribution authorization to be used in
part to def1'y post-retirement health insurance premium costs.

e. Tax-Sheltered Annuities with Employer Matching Contribution Feature. In 1992 (Laws 1992,

Chapter 487, Section 4), similar authority for an employer matching contribution feature for teacher
tax-sheltered annuity insurance contracts under federal Internal Revenue Code, Section 403(b), was
established. The applicable tax-sheltered annuity insurance contracts are those issued by one of up to
ten qualified insurance companies licensed to do business in this state, engaged in the life insurance or
annuity business, determined by the Commerce Commissioner to be among the top two rating
categories of a national insurance rating entity, and selected by the Minnesota State Board of
Investment as providing competitive options and investment returns.

Eight qualified insurance companies were designated by the State Board of Investment. The eight
insurance companies are Aetna; Great West; IDS; Metropolitan; Minnesota Mutual; Natiomvide;
United Investors; and V ALIC.

Internal Revenue Code Section 403(b) tax sheltered annuity plans are vehicles for teachers, church
\vorkers, and certain other personnel of charitable institutions, to save on a tax defelTed basis. These
plans are not any public employee's primary retirement coverage; rather they act to supplement the
primary plan. This permits eligible employees to have some individual control over their eventual
retirement income. Internal Revenue Code Section 403(b) investments are generally referred to as
tax -sheltered annuities, although Internal Revenue Code Section 403(b) appears to permit investments
in mutual funds in addition to annuities, providing the mutual fund investments are held by a
custodian and contributions and disbursements are made only as pern1itted under Internal Revenue
Code Section 403(b). Generally, the maximum permitted employee contribution to Internal Revenue
Code Section 403 (b) plans in a year is 20 percent of salary or $9,500, whichever is less. Taxes are
due when the money is withdrawn. Withdrawals may begin as early as age 59 and one half and must
begin by age 70 and one half. The purpose of these age restrictions is to help ensure that the account
is used for retirement purposes rather than intergenerational transfers.

f. 1997 DefelTed Compensation Program Amendments. Laws 1997, Chapter 241, Article 3, Sections 1,
2, and 3, modified the investment options available to be provided by the State Deferred
Compensation Program and changed the legal status ofthe program in conformity with a recently
enacted federal law, the Small Business Protection Act/Minimum Wage BilL. The investment options
and investment providers to the state deferred compensation plan were expanded to include .mutual
fund companies, investments managed by registered investment providers, and investments managed
by banks and bank holding companies defelTed compensation accounts also \vill be required to be held
in trust. The authority of the State Board of Investment was expanded to solicit bids to include the
expanded group of providers.

g. General Comparisons between Intemal Revenue Code Section 403(b) and Internal Revenue Code
Section 457 Plans. Internal Revenue Code Section 403(b) tax sheltered annuity plans are similar to
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Internal Revenue Code Section 457 deferred compensation plans in their basic effect to encourage
saving by delaying taxes. The tax deferral is achieved, however, differs under the two plan types.
Under an Intel1al Revenue Code Section 403(b) plan, the tax is declared, under law, to be deferred.
In contrast, Intel1al Revenue Code Section 457 deferred compensation plans achieve tax deferral by
removing constructive receipt of the deferred income. The deferred income is deemed to be retained
by the employer. Since the income is not received by the state employee, no tax is currently due on
the deferred amounts or on any investment gain on the deferred amounts.

The maximum deferral amounts, the ability to borrow from the account, and other features differ
between the two plan types. The maximum deferral amounts under Internal Revenue Code Section
457 plans are less than the amounts that can be set aside under Intel1al Revenue Code Section 403(b)
plans. Intel1al Revenue Code Section 403 (b) plans also have more lenient provision on permissible
withdra\vals prior to retirement, and the state employee is permitted to borrow from the account.
Borrowing from an Intel1al Revenue Code Section 457 plan account is not permitted. For these
reasons, although teachers have access to both types of plans, they tend to prefer Intemal Revenue
Code Section 403(b) plans over Internal Revenue Code Section 457 plans. Public einployees other
than teachers and other school district employees are not eligible for Intel1al Revenue Code Section
403(b) plans, but are restricted to Internal Revenue Code Section 457 plans.
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03/17/09 02:20 PM PENSIONS EB/PO S1180-2A

1. .................... moves to amend Sl180-1A, the delete-everything amendment to S.P.

1.2 No. 1180; H.P. No. 1774, as follows:

1. Page 4, delete section 9

1.4 Renumber the sections in sequence and correct the internal references

1.5 Amend the title accordingly

Amendment S 1180-2A



03/17/0902:21 PM PENSIONS EB/PO S1180-3A

1. ................... moves to amend S 1180-1 A, the delete-eveiything amendment to S.F.

1.2 No. 1180; H.F. No. 1774, as follows:

1. Page 4, lines 16 and i 8, reinstate the stricken language

1.4 Page 4, line 17, reinstate "cannot exceed" and after "10/100" insert ".:" and

1.5 reinstate "of one percent of the contributiOlisand investment returns"

Amendment S 1180-3A



07/01/0904:08 PM PENSIONS EB/LD S1l80AA

1. .................... moves to amend S1I80-lA, the delete-everything amendment to S.P.

1.2 No. 1180; H.P. No. 1774, as follows:

1.3 Page 1, lines 28 and 34, delete H2009" and inseii "2010"

1.4 Page 2, line 10, delete H2009" and insert H201O"

1.5 Page 3, lines 7,17, and 27, delete "2009" and insert "2010"

1.6 Page 4, lines 3,11, and 19, delete "2009" and insert H201O"

Amendment S1180-4A



07/0110904:10 PM PENSIONS EB/LD S1180-5A

1. .................... moyes to amend S1180~IA, the delete~everything amendment to S.F.

1. No. 1180; H.F. No. 1774, as follows:

1. Page I, lines 28 and 34, after "effective" insert "retroactively from'!

1.4 Page 2, line i 0, after "effective" insert "retroactively fromI'

1. Page 3, lines 7, i 7, and 27, after "effective"insert "retroactively from"

1.6 Page 4, lines 3, 11, and 19, after "effective" insert "retroactively from"

Amendment S lI80-SA



03116/0911:56 AM PENSIONS EB/PO S1180-1A

1. ................... moyes to amend S.F. No. 1180; H.F. No. 1774, as follows:

i.2 Delete everything after the enacting clause and insert:

1.3 "Section 1. Minnesota Statutes 2008, section 352.965, subdivision 6, is amended to

1.4 read:

1. Subd. 6. Plan administrative expenses. (a) The reasonable and necessary

1.6 administrative expenses of the defen'ed compensation plan may be charged to plan

1.7 participants in the form of an annual fee, an asset-based fee, a percentage of the

1.8 contributions to the plan, or a combination thereof, as set forth in the plan document. The

1.9 executive director of the system at the direction of the board of directors shall establish

1.10 procedures to carry out this section including allocation of administrative costs of the plan

1.1 to participants. Processes and procedures shall be set fOlih in the plan document. Fees

1.12 cannot be charged on contributions and investment returns attributable to contributions

1.3 made to the Minnesota supplemental investment funds before July 1, 1992.

1.14 (b) The plan document must conform to federal and state tax laws, regulations, and

1.5 iulings, and is not subject to the Administrative Procedure Act.

1.16 ( c) The executive director may contract with a third paiiy to perfonii administrative

1.7 and record keeping functions. The executive director may solicit bids and negotiate such

1.8 contracts. Participating employers must proyide the necessary data to the third-paiiy

1.19 administrator as determined by the executive director. The third-party record keeper and

1.20 the Minnesota State Retirement System shall follow the data priyacy proyisions under

1.1 chapter 13. The third-part record keeper may not solicit paliicipants for any product or

1.22 services not related to the deferred compensation plan.

1.3 (d) The board of directors may authorize a third-paiiy investment consultant to

1.24 provide investment information and advice, provided that the offering of such infol111ation

1.25 and advice is consistent with the investment advice requirements applicable to private

1.26 plans under Title VI, subtitle A, of the Pension Protection Act of 2006, Public Law

1.27 109-280, section 601.

1.28 EFFECTIVE DATE. This section is effective July 1, 2009.

1.29 Sec. 2. Minnesota Statutes 2008, section 352D.OI5, subdivision 9, is amended to read:

1.30 Subd. 9. Value. "Value" means cash .y'alue at the end ofthc ni.onth following receipt

1.1 of an application. If no application. is required, "value" means the cash .y'aluc at the end

1.32 of the month in which the c.y'cnt necessitating the tntnsfer occurs the market value of the

i .33 account at the end of the United States investment market day,

1.4 EFFECTIVE DATE. This section is effective July 1,2009.

Delete-Everything Amendment Sl 180-1A



03/16/09 11 :56 AM PENSIONS EB/PO S1180-1A

2.1 Sec. 3. Minnesota Statutes 2008, section 352D.02, is amended by adding a subdiyision

2.2 to read:

2.3 Subd. 7. Use of outside record keeper. Employers shall provide the indicatiye and

2.4 financial data deemed necessary by the executive director to administer the unclassified

2.5 program to a third-party record keeper selected by the Minnesota State Retirement System

2.6 Board of Directors. The Minnesota State Retirement System and the third-party record

2.7 keeper are required to follow the data privacy provisions under chapter 13. The Minnesota

2.8 State Retirement System and the third-paiiy record keeper are not allowed to solicit any

2.9 other products not offered by the Minnesota State Retirement System.

2.10 EFFECTIVE DATE. This section is effectiye July 1,2009.

2.11 Sec. 4. MIimesota Statutes 2008, section 352D.04, subdiyision 1, is amended to read:

2.12 Subdivision 1. Investment options. (a) A person exercising an option to participate

2.13 in the retirement program provided by this chapter may elect to purchase shares in one or

2.14 a combination of the income share account, the growth share account, the international

2.15 share account, the money market account, the bond market account, the fixed interest

2.16 account, or the common stock index account established in section 11 A.l7. The person

2.17 may elect to participate in one or more of the investment accounts in the fund by

2.18 specifying, on a f0111 provided in a manner prescribed by the executive director, the

2.19 percentage of the person's contributions provided in subdivision 2 to be used to purchase

2.20 shares in each of the accounts.

2.21 (b) A participant may indicate in writing ori f0ll1ß provided, in a manner prescribed

2.22 by the 11inneßota State Retireil1cnt SYßtem a choice of optionß executive director, choose

2.23 their investment allocation for subsequent purchases of shares, Until a different written

2.24 indication is made by the participant, the executive director shall purchase shares in the

2.25 supplemental fund as selected by the paiiicipant. If no initial option is chosen, lOO percent

2.26 income shares must be purchased for a participant. A change in choice of investment

2.27 option is effective no later than the first pay date first occurring after 30 days following the 

2.28 receipt of the request for a change at the end of the most recent United States investment

2.29 market day.

2.30 (c) Shares in the fixed interest account attributable to any guarantced iiwcstmcnt

2.31 contract as of July 1, 1994, may not be withdrawn fi'oni- the fund or transferred to another

2.32 account until the guaranteed Iirvestn'lent contract hM expired, unless the participant

2.33 qualifies for withdrawal under section 352D.05 or for bencfitpayment'š under sections

2.34 352D.06 to 352D.075.
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3.1 fd .G A paiiicipant or former paiiicipant may also change the investment options

3.2 selected for all or a pOliion of the paiiicipant's shares previously purchased in accounts,

3.3 subject to the provisions of paragraph (c) concerning the fixed intelCst account. Changes

3.4 in investment options for the participant's shares must be effected as soon as cash flow to

3.5 an account practically permits, but not later thaii six months after th,; rcquestcd change

3.6 trading restrictions imposed on the inyestment option.

3.7 EFFECTIVE DATE. This section is effective July i, 2009.

3.8 Sec. 5. Minnesota Statutes 2008, section 352D.05, subdivision 3, is amended to read:

3.9 Subd. 3. Full or partial withdrawaL. After tennination of covered employment

3.10 or at any time thereafter, a participant is entitled, upon application, to withdraw the cash

3.11 value of the paiiicipant1s total shares or leave such shares on deposit with the supplemental

3.12 retirement fund. The account is valued at the end of the month in which most recent

3.13 United States investment market day following receipt of the application for withdrawal is

3.14 made. Shares not withdrawn remain on deposit with the supplemental retirement fund

3.15 until the former paiiicipant becomes at least 55 years old, and applies for an annuity under

3.16 section 352D.06, subdivision l.

3.17 EFFECTIVE DATE. This section is effectiye July l, 2009.

3.18 Sec. 6. Minnesota Statutes 2008, section 352D.06, subdivision 3, is amended to read:

3.19 Subd. 3. Accrual date. An annuity under this section accrues the first day of the 

3.20 first full month after an application is reechied or the day following tCl111inatiol1 of state

3.21 serv'ìcc, whichevcr is later. The account must be v'allied and redeemed on the later of the 

3.22 end of the l1tonth oftermination of covered cmployment, or the cndofthe mOl1thofreeeipt

3.23 of the annuity application for the purpose of C0111puting the annuity day following receipt

3.24 of the application or the day following termination, whichever is later. The benefit wìl be

3.25 based on the value ofthe account the day following receipt of the application or the date of

3.26 termination, whichever is later, plus any contributions and interest received after that date.

3.27 EFFECTIVE DATE. This section is effectiye July l, 2009.

3.28 Sec. 7. Mimiesota Statutes 2008, section 352D.065, subdivision 3, is amended to read:

3.29 Subd. 3. Annuity payment. The annuity payable under this section shall begin to

3.30 accrue the fi day of the month following the date of disabilty receipt of the application

3.31 or the day after termination, whichever is later, plus any contributions and interest received

3.32 after that date, and shall be based on the participant1s age when the annuity begins to
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4.1 accrue, The shares shall be valued as of the end of the inonth follo Ç\iing authorization of

4.2 paym.ents day on which the benefit accrues.

4.3 EFFECTIVE DATE. This section is effective July 1,2009.

4.4 Sec. 8. Minnesota Statutes 2008, section 352D.09, subdivision 3, is amended to read:

4.5 Subd. 3. Prospectus. lg The executive director shall annually distribute make

4.6 available by electronic means to each participant tliy.prospectus prepared by the

4.7 supplemental fund, by July 1 or when received from such fund, whichever is lateI'

4.8 each participant in covered einploym.el1t.

4.9 (b) Any participant may contact the Minnesota State Retirement System and request

4.10 a copy of the prospectus.

4.11 EFFECTIVE DATE. This section is effective July 1, 2009.

4.12 Sec. 9. Minnesota Statutes 2008, section 352D.09, subdivision 7, is amended to read:

4.13 Subd. 7. Administrative fees. The board of directors shan establish a budget

4.1 4 and charge participants a fee to pay the administrative expenses of the unclassified

4.15 program. Fees cannot be charged on contributions and investment returns attributable to

4.16 contributions made before July 1, 1992. Annual total fees charged for pIen administration

4.17 cannot exceed 10/100 of one percent of thc contributions and iiwestll1cnt returns

4.18 attributable to contributions n1adc on or after July 1, 1992.

4.19 EFFECTIVE DATE. This section is effective July 1,2009.11

4.20 Amend the title accordingly
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