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STATE OF MINNESOTA
SUMMARY OF 1992 ACTUARIAL VALUATIONS

I. 1992-93 FUNDING LEVELS (TABLES I-A, I-B, I-C, I-D and I-E)

As the Commission Actuary, we have determined the actuarial funding require-
ments in accordance with the requirements of Section 356.215, Minnesota
Statutes, for each of the Funds covered by those statutes. Each employer
contributes to their respective Fund on the basis of statutory requirements
set by statutes for the individual Fund.

In Table I-A, we provide a detailed comparison of the requirements under
Section 356.215 and the statutory employer contribution. It is this compari-
son which allows an analysis of the Fund’'s ability to meet its long term
commitments. Table I-B provides a three year history of the sufficiency
determination. The pattern of these results gives a more complete picture of
emerging concerns as to the adequacy of statutory requirements.

Another measure of funding progress is the ratio of plan assets to the present
value of accrued benefits, summarized for the last three valuations in Table
I-C. Since this is more of a termination measure of adequacy, it is generally
considered a less important measure for public plans than the sufficiency
determination summarized in Tables I-A and I-B. Nonetheless, it does give a
somewhat different and useful perspective when viewed in conjunction with
other factors. If proper funding progress is made, these numbers should move
toward a ratio of slightly over 100%.

Below we comment by plan on our analysis and observation of the actuarial
valuations. It should be noted that each plan was impacted by a methodology
change which was incorporated into the Actuarial Standards for the 1992
valuations. This methodology change required that the funding calculation
reflect that contributions are received by the fund throughout the year rather
than all at the beginning of the year. This change, in general, results in an
increase in the required normal cost percentage. The impact on each plan is
shown in Table I-D. A more detailed description of this change has been
provided in Section III.
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Public Employees plan showed a modest deficiency for 1991. This
deficiency increased in 1992 mainly due to the change in methodology to
refiect mid-year payments to the Fund. Funding ratios have increased
for current accruals of benefits; however, the projected benefit funding
ratio has decreased reflecting the larger contribution deficiency.

Total active membership increased by about 3% while the Fund experienced
an overall gain due to payroll increases less than assumed and invest-
ment returns greater than assumed.

Police and Fire plan continues to be in a well-funded position. Both
the sufficiency numbers and the funding ratios support this conclusion.
We do note that the contribution sufficiency decreased due to the
methodology change for mid-year payments.

Police and Fire Consolidation plan requires substantial contribution
levels. Since the statutes require full current funding, no deficiency
is noted but the required rate has remained up over 50% of payroll with
this valuation. Significant actuarial gains and the addition of two
well-funded new local associations has caused an increase in the funding
ratio and a decrease in the total required contribution as a percent of
payroll. Both the Accrued Benefit and Accrued Liability ratios are now
almost 80%. Another issue of concern is the ability of each individual
consolidation account to transfer the required reserves for new retirees
to MPRIF. In Table I-E, we present a brief analysis of each consolida-
tion plan’s ability to make the required transfer of MPRIF reserves out
of existing assets.

The State General Employees plan shows a contribution deficiency due to
a downward adjustment in statutory rates and the methodology change for
mid-year payments. Commission action at its November 30, 1992 meeting
brings contribution rates back up to the level as determined in this
valuation effective January 1, 1993. The funding ratios continue to
demonstrate appropriate funding progress.

The State Patrol plan shows a contribution sufficiency which is higher
than last year despite the methodology change for mid-year payments.
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General benefit funding ratios are stronger due to salary and investment
gains.

The State Correctional Employees plan continues to be well-funded on a
current benefit ratio basis; however, the increase in required actuarial
funding due to the methodology change for mid-year payments has resulted
in a small deficiency in contribution levels.

The Legislators and Elective State Officers plans are both funded on a
terminal funding basis. This means that the State (as employer) does
not pre-fund for benefits earned while service is being performed.
Rather, at the time of retirement of one of these participants, the
State must fund that portion of the retirement benefit not covered by
member contributions. This funding approach has several disadvantages:

a. It can lead to substantial fluctuations in year-to-year funding
requirements;
b. Due to lack of investment income, it means ultimate State costs

are higher; and

c. It defers funding obligations from one generation of taxpayers to
the next.

Not surprisingly, Table 3 continues to show low funding ratios for these
plans year after year. We recommend consideration of moving to a pre-
funded basis similar to that recently adopted for the Judges plan.

The Judges plan eliminated the Social Security offset for Coordinated
Members and increased the contribution rate for those Members from 4% to
6.27%. Even though the actuarial funding requirement increased, the
sufficiency of the statutory contribution improved due to actuarial
gains in addition to the increased member contribution rate. These
gains were partially offset due to the methodology change for mid-year
payments. While the funding ratios continue to improve, precautions
should still be taken against short-term cash shortages.
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The Teachers Retirement Association plan showed a small increase in its
Funding Deficiency due entirely to the methodology change for mid-year

payments. Otherwise, experience during the year resulted in actuarial

gains. The accrued benefit funding ratios showed substantial improve-

ment over the prior year.

The Duluth Teachers plan has an increased funding deficiency of 1.13% of
payroll. This plan experienced actuarial gains for the prior year which
resulted in improved accrued benefit funding ratios. The change in
methodology for mid-year payments has increased the funding deficiency
despite these gains.

The St. Paul Teachers plan contribution deficiency has significantly
increased since the last valuation. Part of this increase is attribut-
able to the methodology change for mid-year payments. At 4.65%, the
size of this deficiency warrants attention. While new contribution
rates will take effect on July 1, 1993, it appears that further increas-
es in funding rates will be necessary.

The Minneapolis Teachers plan experienced noticeable improvement in the
contribution deficiency from last year. This improvement was due to
experience gains and a change in funding assumptions. The methodology
change for mid-year payments partially offset these gains. Additional
improvement is anticipated when the new July 1, 1993 contribution rates
take effect. Despite these improvements, at 11.37%, the size of this
deficiency warrants serious and early attention. Accrued funding ratios
showed minor improvement from last year, but are still very low.

The Minneapolis Employees Retirement Fund is a closed plan with no new
active employees. The Statutory Funding requirements are structured to
assure full funding of actuarial accrued liability by the year 2017. We
note that the funding requirement slightly increased from the prior
valuation due primarily to the methodology change for mid-year payments.
Accrued funding ratios improved marginally from the prior valuation.

* * * %
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With the exception of the first-class city teachers plans, the Minnesota
retirement plans remain in relatively close actuarial balance. Within the
next two or three months, we will be completing an in-depth experience study
of the three statewide plans. It is possible that substantive revisions in
current assumptions may be recommended. In such event, the sufficiency
(deficiency) status of the respective plans could be materially affected. In
the meantime, we do not believe any adjustment to current statutory contribu-
tion rates is warranted.

We believe the Commission should attempt to focus legislative consideration on
the following priorities:

¢ Consideration of initiating pre-funding in the Legislators and Elective
State Officers plans.

¢ The severe underfunding problems of the first class city teachers plans.

® Clearly Minneapolis Teachers’ Retirement Fund is in the most
precarious position. Modest improvement from last year to this
year should not cause any false hope. This plan still needs early
and substantial corrective action.

® The St. Paul Teachers' Retirement Fund status is worse than it was
last year. Even after consideration of the contribution rate
increase which is effective July 1, 1993, this plan is still
underfunded beyond any hope of recovery through favorable experi-
ence. Further corrective action is needed; and the sooner the
better.

@ The Duluth Teachers’ Retirement Fund is not in as severe a situa-
tion as the other two, but still deserves close attention so that
more significant problems do not develop.

As Commission Actuary, we stand ready to assist the Commission in these
endeavors.
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TABLE I-E
PERA CONSOLIDATION ACCOUNTS -- SUFFICIENCY FOR MPRIF TRANSFERS

I \ Number Currently Current MPRIF Comment
Consolidation Account || Eligible to Retire Assets Reserve Code
Albert Lea Police 3 $ 7,578,144 || $ 2,833,194 A
Anoka Police 1 2,443,601 1,708,075 A
Buhl Police 1 906, 645 482,552 A
Chisholm Fire 2 1,082,646 940,506 C
Chisholm Police 0 945,067 920,573 B
Crookston Fire 3 870,918 350,971 C
Duluth Police 21 31,321,199 17,992,254 A*
Faribault Fire 3 3,803,609 2,964,059 B
Hibbing Fire 7 4,396,800 3,653,636 C
Hibbing Police 3 3,819,144 3,818,963 C
Mankato Fire 4 5,725,980 5,791,138 C
Red Wing Fire 5 5,347,095 1,613,396 A
Red Wing Police 3 6,646,286 238,621 A
Richfield Police 2 10,537,673 3,764,351 A
Rochester Fire 17 19,928,503 1,183,085 A
Rochester Police 16 20,768,348 6,331,285 A
St. Cloud Fire 10 7,864,853 5,013,072 B
St. Louis Park Fire 5 8,355,876 1,054,094 A
St. Louis Park Police 7 15,326,314 6,234,608 A
W. St. Paul Fire 3 5,679,671 1,995,119 A
Winona Fire I 11 8,167.664 || 4,877,617 B
Winona Police I 8 6,653,243 || 4,370,060 B

COMMENT CODE: A

unlikely for foreseeable future.
ecial assessment for MPRIF transfer may be

B - Significant SE
necessary wit

in 5 years.

Currently well-funded; special assessment for MPRIF transfer

C - Significant special assessment for MPRIF transfer may be needed
this year.

*There is a small chance that the consolidation of the Duluth Fire Association with
permissible asset sharing may change this.
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II. PLAN PROVISIONS

This section of our summary has been prepared in order to present a brief
summary of those changes made to the statutes since last year's report
which had an impact on the actuarial funding of a plan. This section is
not designed to provide a comprehensive summary of all changes which were
made. For a more detailed description of the plan provisions, please
refer to the individual report for that Fund.

For the July 1, 1992 Actuarial Valuation, we highlight the following:

Public Employees (Chapter 353): None.

Police and Fire (Chapter 353): None.

Police and Fire Consolidation: Added two new accounts:

° Albert Lea Police
° Richfield Police

State Employees (Chapter 352): Member contributions were decreased from
4.15% to 3.99% of payroll while employer contributions were decreased
from 4.29% to 4.12% of payroll. These decreases are contingent upon a
determination of actuarial sufficiency. Action taken by the Commission
based on the July 1, 1992 Actuarial Valuation results will require the
Member and employer contributions to be increased by a total of 0.16% of
payroll.

State Patrol (Chapter 352B): None.

Correctional Employees (Chapter 352): None.

Legislators (Chapter 3A): None.

Elective State Officers (Chapter 352C): None.

Judges (Chapter 490): Coordinated plan Member contributions were in-
creased from 4% to 6.27% and the reduction in benefits for Social Securi-
ty was eliminated.

- 11 -
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Teachers Retirement Association (Chapter 354): None.

Duluth Teachers (Chapter 354A): None.

St. Paul Teachers (Chapter 354A): Effective July 1, 1992, Basic Members
retired after July 1, 1970 and before July 1, 1978 are entitled to an
additional Tump-sum payment each year. Effective July 1, 1993, the
employer contribution rate for Coordinated Members will be increased from
4.50% of salary to 5.50% of salary. Effective July 1, 1994, additional
employer contributions will continue to be made for all Basic Members
terminating service during the prior plan year.

Minneapolis Teachers (Chapter 354A): Effective July 1, 1993, the employ-
er contribution rate for Coordinated Members will be increased from 4.50%
of salary to 5.50% of salary. Effective July 1, 1994, additional employ-
er contributions will continue to be made for all basic Members terminat-
ing service during the prior plan year.

Minneapolis Employees (Chapter 422A): Licensed peace officers and fire
fighters who are employed by the Metropolitan Airports Commission and are
covered by Minneapolis Employees Retirement Fund now receive the greater
of their benefits determined under this plan or the PERA Police and Fire
Plan.

¢ 12 @
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ITI. ACTUARIAL ASSUMPTIONS (TABLES III-A, III-B AND III-C)

In projecting costs to be incurred by a pension plan in future years, it
is necessary to provide actuarial assumptions relating to the future
events which trigger those costs. In order to provide for all signifi-
cant events, a wide range of assumptions must be utilized. These assump-
tions may be classified into three different categories.

The first category involves the economic assumptions. These assumptions
include assumed investment return, salary increases, social security
increases, and cost-of-1iving increases on plan benefits. These assump-
tions are characterized as economic because they generally tend to be
affected by interrelated factors which also affect economic growth.

The second category relates to assumptions which affect the expected
working lifetime (and retired Tifetime) of a member. These assumptions
include mortality rates, disability rates and rates of separation due to
other causes. Within a particular group classification (such as teachers
or policemen), year-to-year mortality and disability rates may be reason-
ably represented by standard published tables. Separation due to other
causes may vary considerably and should be reviewed and monitored on an
individual group basis. In particular, where a subsidized benefit exists
(such as for early retirement), extra care must be provided with respect
to the rate of separation which is assumed to occur (such as the rate of
early retirement).

The third category relates to miscellaneous assumptions which are needed
to accommodate special plan provisions which are not adequately covered
in the first two categories. These would include (but are not limited
to) items such as assumed family composition, plan expenses, election of
specific benefit forms, etc. These assumptions need to be monitored so
that they remain consistent with the plan provisions which are in effect.

In Tables III-A, III-B and III-C, we have prepared a summary of some of
the assumptions being used by each plan in all three categories. For a
comprehensive review of all assumptions being used for a particular plan,
please refer to the July 1, 1992 Actuarial Valuation for that Fund. It
is anticipated that these assumptions for the major plans will be re-
viewed every four years via a formal experience study. The next formal
experience study is scheduled for the current 1992-93 contract year.

- 13 -
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For the July 1, 1992 Actuarial Valuation, a change was made to the
calculation of the Actuarial Present Value of Future Compensation for
purposes of determining the Normal Cost. This change reflects that, on
average, funding payments are received mid-year rather than at the
beginning of the year as was assumed in prior valuations. While this
change does not fit under our three categories above, it reflects a
change in the funding method as required by the Actuarial Standards and
deserves mention here.

A change was made to the interest rate used to determine plan costs by
the Minneapolis Teachers Retirement Fund. The change (category 1 change)
was made from an 8.00% to 8.50% interest rate to more consistently apply
the Articles of Incorporation of the Minneapolis Teachers Retirement Fund
and Minnesota Statutes Section 356.215.

A change was made to the expense assumption for the Minneapolis Employees
Retirement Fund. Investment expenses are explicitly determined separately
from administrative expenses and amortized to the statutory amortization
date. Last year these expenses were added to administrative expenses.

In our opinion, the assumptions used for the July 1, 1992 valuations are

reasonable and well within the mainstream of current actuarial practice.

Until the completion of the formal experience study, we have no recommen-
dation concerning changes to the actuarial assumptions.

- 14 -
MILLIMAN & ROBERTSON, INC.
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Consolidation Funds
Funding Status B or C

Chisolm Fire

EE
Chisolm Police |
Crookston Fire
Faribauit Fire
fl

riebing Fire a
1|
Hibbing Police
h_-
Mankato Fire
L-II

Winona Fire

Winona Police

Millions

I current One-year Funding Requirement I Approximate Transfer Exposure-Five Years
I /ssets Available for MPRIF Transfer I ~pproximate Transfer Exposure-Immediate
KA Number Eligible to Retire



