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Public Employees Retirement
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June 30, 1990

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose component unit financial
reports (CUFR’s) achieve the highest
standards in government accounting
and financial reporting.
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Public Employees Retirement Association of Minnesota
Suite 200 — Skyway Level
514 St. Peter Street
St. Paul, Minnesota 55102
612-296-7460

December 2, 1991

Board of Trustees

Public Employees Retirement Association of Minnesota
Suite 200 - Skyway Level

514 St. Peter Street

St. Paul, Minnesota 55102

Dear Trustee:

We are pleased to present this sixtieth Comprehensive Annual Financial
Report for the fiscal year (FY) ended June 30, 1991. This report consists of
four sections: the introductory section contains this transmittal letter, the
president’s report, a summary of the membership requirements and benefit
structures of PERA’s Funds, and information about the Board of Trustees and
the administrative organization. The financial section contains the independent
auditor’s report, the fiscal year-end financial statements, supplementary
information and supporting schedules. The actuarial section includes the
certification letter from the actuary, results of the fiscal year 1991 valuation, and
other actuarial information. The statistical section contains tables of significant
data pertaining to the Association and a list of the affiliated employers.

The information contained in this report is the responsibility of management
of the Association. We trust you will find this report to be a full and complete
disclosure of the structure and financial status of PERA and its Funds.

Accounting Systems and Reports

All financial statements are prepared in accordance with generally accepted
accounting principles as prescribed by the Governmental Accounting Standards
Board. Financial statements also comply with Minnesota Statutes,

Section 356.20.

PERA'’s internal accounting controls are designed to provide reasonable
assurance for the safekeeping of assets and the reliability of all financial records.
Transactions of the Public Employees Retirement Fund, the Public Employees
Police and Fire Fund, the Police and Fire Consolidation Fund and the Public
Employees Defined Contribution Plan are reported on the accrual basis of
accounting.




Revenue

Employer and employee contributions, income from
investments and income from other miscellaneous sources
provide the funds needed to cover the liability for present and
future benefits. Income for FY91 totaled $619,370,000. This
represents a decrease of 4.7 percent over FY90 revenues, as
shown below. The increase in employee and employer
contributions resulted primarily from an increase in average
annual earnings and in the number of members contributing
(see schedule on page 43). Statutory contribution rates for
both employers and employees remain unchanged from the
prior year.

Realized investment income of the PERA Funds accounted
for the largest share—approximately 60 percent—of total fund
income. Although realized income decreased, due largely to a
decrease in net realized capital gains on sales of investments,
the total rate of return on investments exceeded 6 percent.

Expenses

The annual expenses of PERA reflect the aggregate cost of
monthly annuity and benefit payments to retired or disabled
members and their survivors, refunds of employee
contributions (plus interest) to terminated former members,
and the cost of administration. Operating expenses during the
fiscal year totaled $247,909,000, an increase of 8.8 percent
over such expenses for FY90, as shown below:

The increase in benefits reported for the fiscal year resulted
mainly from the growth in the number of benefit recipients
and the higher average benefit payments (see schedules on
pages 44-45). The decrease in fees paid to investment
managers is related directly to the performance of the external
money managers who are paid performance-based fees.

Investments

In accordance with Minnesota Statutes, Section 353.06,
assets of the PERA Funds are invested by the Minnesota State
Board of Investment (SBI). All investments undertaken by the
SBI are governed by the common law prudent person rule and
other standards codified in Chapter 11A of the Minnesota
Statutes.

The SBI appoints a 17-member Investment Advisory
Council (IAC) to advise the State Board on asset allocation
and other policy matters relating to investments. The IAC
also advises the State Board on methods to improve the rate of
return while assuring adequate security of the assets under
management. The executive director of PERA is a standing
member of the IAC. The SBI also employs an investment
consultant to monitor and evaluate the investment management
firms’ performance and to evaluate or suggest various
alternatives for asset allocation and other investment policy
matters.

Pension assets of the currently working members of the
Association (see table below) are invested entirely by
professional investment management firms. The greatest
share of these assets, 60 percent, is invested in equity
securities in order to maximize the long-term rate of return.
For the year ended June 30, 1991, the overall rate of return
on active member assets was 6.7 percent.

Assets of the retired members of the Association and their
joint annuitants (see table above) are pooled in the Minnesota
Post Retirement Investment Fund and are invested by SBI
staff. In contrast to the portfolio for the currently working
members, 85 percent of the assets for retirees are invested in
fixed income securities. This asset mix is chosen to create a
sizable, steady stream of income sufficient to pay promised
benefits. The portfolio is structured to provide cash inflows
match required cash outflows. Thus, total return is not a
relevant performance measure for the portfolio since the total
return calculation factors in unrealized market values.
Nevertheless, the bond segment provided a 10.0 percent
return for the year.

Current Funding Ratios

The primary funding objectives of the Association are:
1) to establish contribution rates which, when expressed as a
percentage of active members payroll, will remain level from
generation to generation; and, 2) to meet the required
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deadlines for full funding. A pension fund is fully funded
when it has present and projected assets sufficient to cover the
liabilities for present and future annuities, benefits and refunds
and the projected cost of fund administration. Minnesota
Statutes, Section 356.215, subd. 4(g), requires that the Public
Employees Retirement Fund and the Public Employees Police
and Fire Fund be fully funded by the year 2020. Minnesota
Statutes, Section 353A.09, subd. 5(2)(b)(1), requires full
funding for the Police and Fire Consolidation Fund by the
year 2010. The actuarial funding method followed by PERA
is the entry age normal, level contribution as a percent of
payroll method.

An important measure of the health of a retirement system
is the level of funding; the better the level of funding, the
larger the ratio of assets to accrued liabilities and the greater
the level of investment income potential. Also, a better level
of funding gives the participants a higher degree of assurance
that their pensions are secure.

The Association’s progress towards meeting the full funding
objective is displayed on two schedules in this report. The
first, the Summary of Accrued and Unfunded Accrued
Liabilities, on pages 40-41, shows the funding levels using the
entry age normal actuarial cost method. At the end of FY91,
the ratio of assets to liabilities of the Public Employees
Retirement Fund was 72 percent. For the Public Employees
Police and Fire Fund and the Police and Fire Consolidation
Fund, the ratios were 106 percent and 71 percent,
respectively. The second display of funding progress, the
Analysis of Funding Progress, is on page 25 of this report,
and presents a standardized measure of projected plan
liabilities called the pension benefit obligation. This measure,
a disclosure required by the Governmental Accounting
Standards Board, allows readers to make comparisons among
public employee retirement systems and to assess the progress
made by PERA in accumulating sufficient assets to pay
benefits when due. This measure of benefits is independent of
the actuarial funding method discussed above.

Association’s Status Report

In FY88, the Police and Fire Consolidation Fund was
created. This fund allows existing local police or fire relief
associations to consolidate with PERA. During the past fiscal
year, eight local relief associations exercised their option to
consolidate. This brings the total number of consolidation
accounts within the fund to twenty. With the addition of these
eight groups, we added 135 members to the active rolls, 227
members to those receiving benefits, and over $43 million in
assets to the fund. Currently, there are other relief
associations moving through the procedural steps necessary to
effect consolidation. We anticipate that two relief associations
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will complete the consolidation process by the end of calendar
year 1991.

Another fund, the Public Employees Defined Contribution
Plan (PEDCP) experienced significant growth during the fiscal
year. The growth was attributable, to a large degree, to the
enactment of the 1990 Omnibus Budget Reconciliation Act.
Included in the Act is the requirement that individuals who do
not participate in a state or local retirement system must be
covered by Social Security. We noted a large influx of elected
officials into the PEDCP as a result.

During the 1991 legislative session, various survivor benefit
improvements were obtained. These improvements provided
an overall solution to the inequities in survivor coverage under
the prior law in the Basic Plan and in the Police and Fire
Fund. Specifically, the revisions included: the removal of the
restriction on remarriage in order for surviving spouses to
continue receiving optional benefits; increasing the Basic
family maximum benefit to 70 percent of salary from a fixed
dollar amount of $1,000 per month; restoring children’s
benefits for families of disabled Police and Fire Fund
members who had chosen the joint and survivor annuity option
before death.

In terms of internal matters affecting management of PERA
or the services it provides, a number of accomplishments
should be noted. In the spring of 1991, we offered active
members participating in the $9 insurance plan the opportunity
to upgrade to a new $12 insurance plan. Under the new plan,
most members will see their coverage amount and their
premium increase by one third. Approximately 70 percent of
the insurance participants selected to upgrade to the new plan.

Also, a second WATS line was added that allows members
to call PERA toll-free from anywhere in the continental
United States. The added line resulted in a 42 percent
increase in the monthly average of calls received.

Another notable accomplishment was the Board of Trustees
election which was held in January 1991. A new election
process using optical character reading equipment resulted in
speedy verification of nearly 20,000 returned ballots. Other
improvements were made to the design of the ballots, the
biographical information of the candidates, and coordination
of the ballot counting process with the Secretary of State’s
Office.

Additionally, in May of 1991, PERA-sponsored legislation
was passed adding a new member to the Board to represent
members in the Police and Fire Fund. The appointment by the
governor in August 1991 brings the number of Board
members to ten.

PERA continues to proceed with developing a long-range
strategic plan to implement data base technology to improve
the quality, management and accessibility of our information
for the 1990s. At the conclusion of FY91, a staff study team
organized and developed strategies for conducting an
organization-wide study of current processes and information



systems. The study project, named Tomorrow’s Information
Processing Planning Strategies, or "TIPPS," will identify
organizational goals to accomplish PERA’s planning
objectives to provide service programs and support systems
that will help our membership. Phase I of the TIPPS project
will be completed during the first half of FY92. Phase II of
the TIPPS project will focus on prioritizing PERA’s planning
goals and on developing strategies to accomplish the plan over
the next several years. Phase II will begin in January 1992.

Finally, the PERA Board and staff continued and expanded
their efforts to reach out to the membership. A series of town
meetings, preretirement conferences, and group meetings were
held at many locations throughout the state to make
information and counseling as accessible as possible. In
addition, a new series of retiree round table meetings were
held to specifically address the issues of concern to retirees
and benefit recipients. Included among the topics at these
meetings during the year were the proposals to revise the Post
Retirement Fund benefit increase formula, and the use of
public pension funds for in-state private placement
investments.

Professional Services

The FY91 actuarial valuation of the PERA Funds was
conducted by Milliman & Robertson, Inc., and completed in
November of 1991. Actuarial consulting services during the
fiscal year were provided by Gabriel, Roeder, Smith &
Company of Detroit. In addition to providing a thorough
review of Milliman & Robertson’s FY91 actuarial valuation,
Gabriel Roeder also developed cost estimates for a variety of
legislative proposals.

With respect to other professional services, the State’s
Attorney General continued to provide PERA with legal
counsel; the State Board of Investment continued to manage
and invest the assets of the PERA Funds. Finally, the State’s
Legislative Auditor continued to provide professional financial
auditing services. The comments of the Legislative Auditor
are found on page 15 of this report.

Reports to the Membership

This report is complemented by an annual financial
newsletter that discloses, in summary form, the contents of
this report. This financial newsletter is mailed in December
or January of each year to all PERA members and annuity and
benefit recipients.

Certificate of Achievement for
Excellence in Financial Reporting

The Government Finance Officers Association of the United
States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to PERA
for its Comprehensive Annual Financial Report for the fiscal
year ended June 30, 1990. The Certificate of Achievement is
the highest form of recognition for excellence in state and
local government financial reporting.

In order to be awarded a Certificate of Achievement, a
governmental unit must publish an easily readable and
efficiently organized comprehensive annual financial report,
whose contents conform to program standards. Such reports
must satisfy both generally accepted accounting principles and
applicable legal requirements.

A Certificate of Achievement is valid for a period of one
year only. PERA has received a Certificate of Achievement
for the last six consecutive years, fiscal years 1985-1990. We
believe our current report for FY91 continues to conform to
the Certificate of Achievement Program requirements, and we
are submitting it to the GFOA.

Acknowledgements

As a compendium of financial, actuarial and other statistical
information, PERA’s Comprehensive Annual Financial Report
provides complete and reliable information on which
management decisions may be based and through which
compliance with statutory requirements may be assessed. In
addition, the report serves as the primary source through
which the effectiveness of the Trustees’ management and
administration of PERA and its funds may be judged.

We are sure you join with us in expressing gratitude and
appreciation to the staff and PERA’s advisors for their efforts
in producing this report and for their loyal and dedicated
service to the Association and its members, annuitants,
beneficiaries, and governmental unit employers.

Wl Stoffel

Manager of Finance

Respectfully submitted,

Laurie Fiori Hacking

Executive Director
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President’s Report

Public Employees Retirement Association of Minnesota
Suite 200 — Skyway Level
514 St. Peter Street
St. Paul, Minnesota 55102
612-296-7460

November 29, 1991

Dear Members, Annuitants, Beneficiaries and Governmental Employers:

This sixtieth annual financial report of the Public Employees Retirement Association
(PERA) discloses financial, actuarial and other related information with respect to PERA
and the funds it administers. At the June 30, 1991, fiscal year end, the PERA funds had
a combined total of $4.5 billion in net assets. This reflected a $415 million or 10 per-
cent increase over net assets at the beginning of the fiscal year. The rate of return on
the investment of the assets of active employees covered by the PERA funds was 6.7 per-
cent. This takes into account the lower returns experienced by the financial markets as a
result of the Persian Gulf crisis.

The Minnesota Post-Retirement Investment Fund (MPRIF), in which PERA has a
pooled interest along with other Minnesota statewide pension systems, had assets at fis-
cal year end of $6 billion. The MPRIF supports the annuities payable to retirees and
their joint annuitants, and also finances annual post-retirement increases from invest-
ment earnings in excess of 5 percent. Given last fiscal year’s rate of return, the MPRIF
will be able to finance a 4.3 percent increase as of January 1, 1992. This is the second
time in three years that the MPRIF increase has failed to keep pace with inflation. Pre-
dictions by the Minnesota State Board of Investment are that increases for the next few
years will fall between 2 and 4.5 percent. For these reasons, the PERA Board, along
with the boards of the other two statewide systems, has endorsed a proposal to diversify
the fund’s investments and add a cost-of-living factor to the benefit increase formula. It
is likely that a bill will be introduced during the 1992 legislative session to effect the nec-
essary changes.

During the past year, there has been significant attention devoted to the possibility of
directly investing a large sum of state pension assets in one privately-held company in
Minnesota. This has been one of the most volatile issues to come before the statewide
pension funds in many years, and has generated some heated discussions among our
members. The main concern of the PERA Board is that the pension funds not be used to
support any social or economic agenda for the state. These funds were established to
provide for the present and future benefits of our members and the sole criteria used for
investment should be the maximization of earnings while maintaining fund security.

Another issue explored by the PERA Board of Trustees is changing PERA’s disabil-
ity provisions. The Board has decided to pursue legislation this year that will allow
PERA to grant temporary disability while a member is required to pursue vocational re-
habilitation. The purpose of the legislation is to provide a mechanism to rehabilitate tem-
porary disabilitants so they have better abilities to return to the work force.

George A. Cicmil

Board President

In keeping with its fiduciary re-
sponsibilities, the PERA Board will
also pursue legislation that would
increase from 6 to 8.5 percent the
interest rate charged to members
for repayments of refunds and sim-
ilar transactions. The Board be-
lieves that the interest rate charged
on repayments of refunds should be
identical to the 8.5 percent actuar-
ial assumption for the investment
earnings for the Basic Fund.

In closing, I wish to express the
Trustees’ continuing commitment
to the preservation and growth of
the assets of the PERA funds and
to the protection and furtherance of
the interests of PERA’s members,
annuitants and beneficiaries, as
well as the interests of the govern-
mental employer units and the State
of Minnesota.

Sincerely,

P

George A. Cicmil, President
PERA Board of Trustees

GC/sk
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Organization

Board of
Trustees
Planning Executive Manager of
Director Director Member Services
Judith Strobel Laurie Fiori Hacking Mary Most Vanek
I
| I I |
Manager of Manager of Manager of Manager of
Admin. Services Data Processing Benefits Finance
Cheryl Keating Diane Rognrud Allen Eldridge J. Michael Stoffel
. Computer . Accounting and
Membership Operations RERTILS Payroll
[ [ [ [
Mail, Files, Systems Case Cashiers
Microfilm Development Management
| I
Word Disbursing and
Processing Insurance
I MISSION STATEMENT :
Omitted PERA’s mission is to deliver retirement
: iti d benefi ligibl b Refunds
Baductions annuities and benefits to eligible members
in accordance with the law, and to maintain

a financially sound retirement system.

PERA’s success in carrying out its mission
depends upon its employees, for through their
development, training, and efforts, PERA
achieves its goals which are:

e providing quality services that are appropriate, personalized,
informative, accessible and timely;

e obtaining and disseminating accurate and complete information;

» influencing legislation that is beneficial to our members,
beneficiaries, and governmental units while maintaining
PERA'’s financial soundness.
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Mary Ann Dixen

Board President

George A. Cicmil
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Independent School District #701
Eighth Avenue East and 21st Street
Hibbing, Minnesota 55746

Edward G. Bayuk
Annuitant Representative

1663 Fourth Street

White Bear Lake, Minnesota 55110

Board Vice President
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Cities Representative
City of Saint Paul
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Saint Paul, Minnesota 55102

Mark B. Dayton
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Suite 400 - 525 Park Street
Saint Paul, Minnesota 55103
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School Board Representative Elected Membership Representative Elected Membership Representative
1428 Martin Road City of Duluth Hopkins School District
Albert Lea, Minnesota 56007 Room 105, City Hall 1001 Highway 7

Duluth, Minnesota 55802 Hopkins, Minnesota 55343

Robert D. McCubbin
Elected Membership Representative
City of Duluth

211 City Hall

Duluth, Minnesota 55802
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of Minnesota will serve four-year terms.

Lois E. Riecken

Counties Representative

P.O. Box 320, Administration Bldg.
327 King Street

Elk River, Minnesota 55330

The PERA Board consists of nine trustees as follows: The State Auditor is a trustee by virtue of office. Five
trustees are appointed by the Governor to represent counties, cities, school boards, retired annuitants and the
general public. Three membership representatives were elected by PERA active members in January 1991 and



~ Introductory Section

Summary of

Retirement System Plan

Public Employees Retirement Association of Minnesota

Purpose

Established by the Minnesota Legislature
in 1931, the Minnesota Public Employees
Retirement Association (PERA) administers
pension funds that serve approximately
160,000 county, school and local public
employees, their survivors and dependents.

Funds administered by the association
provide a variety of retirement annuities,
and survivor and disability benefits. In the
case of Coordinated members, these
annuities and benefits are in addition to
those provided by Social Security.

The PERA Board of Trustees is
responsible for administering these funds in
accordance with statutes passed by the
Minnesota Legislature and has a fiduciary
obligation to PERA’s members, the
governmental employer units, the state and
its taxpayers.

Administration

The PERA Board of Trustees is
composed of nine members.* The State
Auditor is a member by statute. Five are
appointed by the Governor. Serving
four-year terms, these five trustees
represent cities, counties, school boards,
retired annuitants and the general public,
respectively.

The remaining three board members are
elected by the PERA active membership to
terms of four years. All three current
membership representatives were elected in
January 1991.

The board appoints an executive director
to serve as chief administrative officer of
PERA. With approval of the board, the
director develops the annual administrative
budget, determines staffing requirements,
contracts for actuarial and other services,
and directs the day-to-day operations of the
association. The director also serves as a
member of the State Investment Advisory
Council, which advises the State Board of
Investment on the management and
investment of pension funds and other
assets.

Multi-Employer
Participation

Approximately 2,250 separate units of
government in Minnesota participate in the
PERA-administered retirement system.
These units include counties, cities,
townships and school districts.

Employee Membership

With certain statutory exceptions, any
person who performs personal services for a
governmental unit and whose salary is paid,
in whole or in part, from revenues derived
from taxation, fees, assessments or other
sources is a member of PERA. The type of
membership depends upon which PERA plan
covers the individual member’s employment
position. PERA has over 115,000 active
members.

Funds

PERA administers four separate funds.
Each has specific membership, contribu-
tion, benefit and annuity provisions.

The Public Employees Retirement Fund
encompasses two plans — the PERA
Coordinated Plan and the PERA Basic Plan.
The Coordinated Plan, created in 1968,
provides retirement and other benefits in
addition to those supplied by Social Security.
The Basic Plan, established in 1931, is not
coordinated with the federal program.

The Public Employees Police and Fire
Fund, originally established in 1959 for
police officers and firefighters not covered
by a local relief association, now includes all
police officers and firefighters hired since
1980.

The Police and Fire Consolidation Fund
was created in 1987 for members of local
police and fire relief associations which have
elected to merge with PERA. Assets and
administrative duties of these local
associations have been transferred to PERA.

*NOTE: An additional
trustee representing
Police and Fire Fund
members was added to
the PERA Board of
Trustees in August 1991.
Legislation approving this
additional appointee of
the governor was passed
in June 1991.

Public Employees
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Summary
(Continued)

*NOTE: This is the rate
established for elected
public officials.
Participation in the
program is voluntary for
these members. Once an
elected official decides to
participate, employer
participation is
mandatory. For
ambulance service
personnel, employers
decide whether they will
participate in the plan and
what the contribution will
be for employees.
Salaried employees may
match this contribution.

**NOTE: Average salary
is the average of the
salary paid during the five
highest-paid years of
service. This is a period
of 60 consecutive months
of service — not calendar
years or fiscal years.

Public Employees
1 2 Retirement Association

Also administered by PERA is the
Public Employees Defined Contribution
Plan. Established by the Minnesota
Legislature in 1987 to provide a retirement
plan for personnel employed by public
ambulance services, the plan was expanded
in 1990 to include most locally-elected
public officials.

Contributions

The table below shows contribution rates
for employees and employers under the
various plans administered by PERA as of
June 30, 1991. Rates are applied to total
salary and are set by statute.

Employee Employer

Fund Contribution Contribution
Public Employees
Retirement Fund
Coordinated 4.23% 4.48%
Basic 8.23% 10.73%
Public Employees
Police and Fire Fund 8.00% 12.00%
Police and Fire
Consolidation Fund 8.00% 12.00%
Defined Contribution Plan 5.00% 5.00%*

In addition to contributions to the funds
administered by PERA, Coordinated
members contribute to Social Security and
are eligible for benefits earned through
those deductions. Police and Fire Fund
members hired after March 31, 1986
contribute to Medicare, as do some Basic
Plan members who elected such coverage
in 1989.

Retirement Benefits

Eligibility and Annuity Formulas
Basic and Coordinated Members

Two methods are used to compute
benefits for Coordinated and Basic
members—a step-rate benefit accrual
formula (Method 1) and a level accrual
formula (Method 2). The retiring member
receives the higher of the two calculated
amounts.

Method 1: Coordinated members accrue
1 percent of the average salary** for each
of the first 10 years of public service and
1.5 percent of that average salary for each

successive year. Basic members receive 2
percent of their average salary for each of
their first 10 years of service and 2.5
percent for each year thereafter.

Using this calculation, members are
eligible for a full (unreduced) retirement
annuity if:

e They are 65 or over with at least one
year of public service; or

e Their age plus years of public service
equal 90 (Rule of 90).

A reduced early retirement annuity is
payable at any age with 30 or more years
of service (reduced 1/4 percent for each
month under age 62); or as early as age 55
with at least three but less than 30 years of
service (reduced 1/4 percent for each
month under age 65).

Method 2: Coordinated members earn
1.5 percent of their average salary for
every year of public service while Basic
members earn 2.5 percent of their average
salary for each year.

This calculation provides for unreduced
retirement benefits at age 65 for members
first hired prior to July 1, 1989, and at the
age for unreduced Social Security benefits
for those first hired into public service on
or after that date.

Early retirement results in an actuarial
reduction with augmentation (about 6
percent per year) for members retiring
prior to qualifying for unreduced
retirement benefits.

Police and Fire Members

Members receive 2 1/2 percent of
average salary for each of their years of
service.

An unreduced retirement annuity is
payable to members when they meet the
following conditions:

e Age 55 with a minimum of 3 years of
service; or

® Age plus years of service equal at least
90.

A reduced retirement annuity is available
to members between the ages of 50 and 55.
There is an actuarial reduction with
augmentation (about 4 percent per year) for
members retiring prior to qualifying for an
unreduced retirement annuity.



Police and Fire Consolidation Members

Members of the Police and Fire
Consolidation Fund are covered by the
benefit provisions and annuity formula of
their local plans, unless they choose to be
covered by provisions identical with those
of the PERA Police and Fire Fund.
Members may elect PERA Police and Fire
Fund-type benefits:

e Within 180 days of the effective date for
the consolidation of the local relief asso-
ciation with PERA;

e At the time a member is between ages
49 1/2 and 50; or

e At the time the member retires and sub-
mits an application for an annuity or
disability.

Defined Contribution Plan Members

Since this is a defined contribution plan,
the value of the member’s account is
payable upon termination of public service,
disability, retirement or death. The
payment form is a lump sum.*

Types of Annuities Available

Members of the PERA Basic and
Coordinated Plans, the Police and Fire
Fund, and members covered by the Police
and Fire Consolidation Fund who elect
PERA Police and Fire-type benefits may
select from several types of retirement
annuities.

Normal Annuity — A Normal annuity is
a lifetime annuity that ceases upon the
death of the retiree. No survivor annuity is
payable.

50 Percent Joint and Survivor
Annuity** — This annuity option is
payable for the lifetime of the retiree; 50
percent of the annuity amount at the time of
the retiree’s death is payable to the
designated joint annuitant for his or her
lifetime.

100 Percent Joint and Survivor
Annuity** — Like the previous annuity
option, the 100 percent Joint and Survivor
annuity provides for continuation of
annuity payments upon the death of the
retiree. In this case, however, the annuity
amount remains the same for the lifetime of
the joint annuitant.

Pre-Age 62 Supplement — This annuity
option allows a member who retires before
age 62 to receive a greater monthly

payment until he or she becomes eligible
for Social Security at age 62. The monthly
annuity amount is then reduced by at least
$100 at age 62.

Deferred Annuity — A vested member
who terminates public service may leave
contributions in the fund or funds in which
he or she participated and qualify for an
annuity at age 55 or over. The annuity
amount, calculated as of the date of
termination, will increase at a rate of 3
percent per year, compounded annually,
until the first of the year following the
member’s 55th birthday. It will then
increase at a rate of 5 percent per year,
compounded annually.***

Combined Service and Proportionate
Annuities — Retiring members may elect
to combine service in a PERA-covered
position with service in any of 14 other
Minnesota pension funds and qualify for a
retirement annuity from each fund in which
they participate. These funds are
designated by statute. Members with three
or more years of total service qualify for a
combined service annuity if they have six
or more months of service in each fund and
have not begun to receive an annuity from
any of the designated funds. Benefits are
based upon the formula of each fund and
the member’s average salary over the five
highest-paid years of service, no matter
when it was earned.

Public employees who retire at age 65 or
older with between one and three years of
service in one or more of 12 designated
funds may qualify for a proportionate
annuity. Annuities are paid by each
applicable fund in which the employee has
credit and are based upon the formula of
each fund and the member’s average salary
during the period of service covered by that
fund.

Maximum Annuity — The Normal
annuity amount of a retiring member may
not exceed 100 percent of his or her regular
base salary for the final month of
employment.

Disability Benefits

Members may be eligible for benefits
from PERA if they are unable to work
because of a physical or mental disability.
Disability is defined by statute, and PERA
may require periodic medical examinations
of those receiving these benefits.

*NOTE: The Defined
Contribution Plan was
established as a retirement
plan for volunteer
ambulance personnel and
elected public officials.
The benefit amount is
determined by the
performance of the funds
in which contributions are
invested.

**NOTE: Selection of a
50 percent or 100 percent
Joint and Survivor option
will result in a reduction in
the amount of the annuity
from the Normal or
single-life annuity level.
This reduction is made
because the annuity will be
payable over the lifetimes
of both the member and
the joint annuitant. The
amount of the reduction
depends on the age of both
the retiring member and
the joint annuitant.

Both Joint and Survivor
annuity options incorporate
an automatic "bounce
back" feature that returns
the amount of the annuity
to the level of the Normal
annuity in the event the
joint annuitant predeceases
the retiree. The cost of
this protection is borne by
the funds, not by the
retiree.

Additional options of 25
percent and 75 percent
Joint and Survivor
annuities were first made
available to PERA
members on August 1,
1991.

***NOTE: The annuity
amount for deferred
annuities increased at a
rate of 5 percent per year,
compounded annually,
prior to Jan. 1, 1981.

Public Employees
Retirement Association 1 3
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Summary
(Continued)

*NOTE: Survivor
benefits and annuities
payable to the spouse of a
deceased member are
payable for life, even
upon remarriage.

*#**NOTE: Survivor
benefits are also available
to the spouse and
children of disabled Basic
and Police and Fire Fund
members but not to the
survivors of disabled
Coordinated members.
Any contribution balance
is payable to the
designated beneficiary of
a deceased disabled
Coordinated member.
Survivor benefits payable
on the death of a disabled
Basic or Police and Fire
Fund member are
determined in the same
way as regular survivor
benefits.

1 Public Employees

Retirement Association

Disability benefit calculations are based
upon years of service and average salary
earned during the five highest-paid
consecutive years of service for Basic and
Coordinated members and for Police and
Fire Fund members disabled outside the
line of duty. In the case of Police and Fire
members, there is a minimum non-duty
disability benefit of 37.5 percent of that
salary. For Police and Fire members
disabled in the line of duty, the minimum
benefit is 50 percent of salary.

Basic and Coordinated members qualify
for disability with three or more years of
service and by meeting the statutory
definition. Police and Fire members
qualify by meeting the definition with one
or more years of service if disabled outside
the line of duty. If injured in the line of
duty, there is no minimum service
requirement.

Members of the Police and Fire
Consolidation Fund may receive disability
benefits under the provisions of their
individual relief association plans unless
they have chosen PERA-type benefits. If
that election has been made, benefits are
the same as those for Police and Fire Fund
members.

Survivor Benefits

PERA also provides survivor annuities
or survivor (death) benefits* for families
of members who qualify for such
coverage. The qualifications and types of
benefits vary with each fund.

Under the Basic and Coordinated Plans
and the Police and Fire Fund, a surviving
spouse of a member who is age 50 or older
with three or more years of service may
elect to receive a 100 percent Joint and
Survivor annuity. If a deceased Basic or
Coordinated member was between ages 50
and 55, the surviving spouse’s election
must be deferred until the deceased
member would have reached age 55. It is
payable immediately for survivors of
Police and Fire members. For surviving
spouses of Basic and Police and Fire
members, this optional annuity may be
elected in lieu of any survivor benefits
otherwise payable.

Qualifying survivors of Basic and Police
and Fire Fund members have these
alternative benefits:¥#*

® The surviving spouse of a Basic or Police
and Fire Fund member may receive 50
percent of the member’s average monthly
salary earned during the last six months
of service.*  Each dependent child is eli-
gible to receive 10 percent of that aver-
age salary. The maximum monthly
benefit is 70 percent of the average
monthly salary.

e The surviving spouse, if a designated ben-
eficiary, may elect a refund of any re-
maining employee contributions in the
account plus 6 percent interest com-
pounded annually. A refund may not be
elected if there are dependent children.

Survivors of members of the Police and
Fire Consolidation Fund are eligible for
survivor benefits under the provisions of

_ the individual relief association if the

member has not chosen Police and Fire
Fund-type benefit coverage.

Refunds

Refunds of contributions are available at
any time to members who leave public
service and have not yet begun receiving a
retirement annuity or disability benefits.
The refund includes employee contributions
plus interest at the rate specified by state
statute at the time of termination. Interest
is compounded annually.

A refund of member contributions plus
interest may also be elected by the
designated beneficiary of a member or
former member who dies before reaching
retirement. If there is no beneficiary,
payment is made to the surviving spouse or,
if none, to the estate of the deceased
member or former member.

If a retiree and designated joint
annuitant, if any, die before all employee
contributions are paid in the form of
annuities or benefits, the remaining balance
would be paid in the same manner outlined
for beneficiaries.

No interest is paid to beneficiaries on the
balance in an account if the member has
retired or was receiving disability benefits.
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STATE OF MINNESOTA

OFFICE OF THE LEGISLATIVE AUDITOR

CENTENNIAL BUILDING, ST. PAUL, MN 55155 + 612/296-4708
JAMES R. NOBLES, LEGISLATIVE AUDITOR

Board of Trustees

and

Executive Director

Public Employees Retirement Association

We have audited the accompanying financial statements of the Public Employees Retire-
ment Association and the combining and individual fund financial statements of the associa-
tion as of and for the year ended June 30, 1991, as listed in the table of contents. These
financial statements are the responsibility of the association’s management. Our responsi-
bility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opin-
ion.

As explained in Note B3, investments are valued at cost or amortized cost as required
by generally accepted accounting principles. Minnesota statutes require valuation of all se-
curities at cost plus one-third of unrealized capital gains or losses. Since the statutory pro-
vision deviates from generally accepted accounting principles, the basic statements are not
in compliance with the statute. Note C1 contains the disclosures which must be considered
together with the basic financial statements to achieve statutory reporting requirements.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Public Employees Retirement Association at June 30,
1991, and the results of its operations for the year then ended in conformity with generally
accepted accounting principles. Also, in our opinion, the combining and individual fund fi-
nancial statements referred to above present fairly, in all material respects, the financial po-
sition of the individual funds of the Public Employees Retirement Association at June 30,
1991, and the results of operations of such funds for the year then ended, in conformity
with generally accepted accounting principles. In addition, except for the valuation of secu-
rities, as discussed in the preceding paragraph, the aforementioned financial statements are
in compliance with the reporting requirements of Minn. Stat. Section 356.20.

Our audit was made for the pur-
pose of forming an opinion on the
financial statements taken as a
-‘whole and on the combining and in-
dividual fund financial statements.
The accompanying financial infor-
mation listed as supporting sched-
ules in the table of contents is
presented for purposes of addi-
tional analysis and is not a required
part of the financial statements of
the Public Employees Retirement
Association. Such information has
been subjected to the auditing pro-
cedures applied in the audit of the
combined, combining, and individ-
ual fund financial statements and,
in our opinion, is fairly stated in all
material respects in relation to the
financial statements of the respec-
tive individual funds taken as a
whole.

Ja R. Nobles [/{t‘/

ative Auditor

ol oo

John Asmussen, CPA
Deputy Legislative Auditor

November 29, 1991
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Combined Balance Sheet

For Fiscal Year Ended June 30, 1991 (in thousands)

- Assets
Cash (F.1.) $ 681
Accounts Receivable ' 1,053
Due From Other Funds ; 291

Investments (B.2.,3.)
Minnesota Outside Managed Pooled

Accounts (Market Value: $2,411,559) 2,223,970
Short-term Pooled Cash 74,638
Equity in Minnesota Post Retirement Investment

Fund (Market Value: $2,377,900) , 2,218,576

Cash and Investments for Deferred -

Compensation Benefits (A.5., B.3.) 529
Fixed Assets, Net of Accumu]ated Depreciation (F.4.b.) 241
Other 15
Total Assets $ 4,519,994

Liabilities and Fund Balance

Llabllltles ~ »
Accounts Payable $ 928943
Accrued Compensated Absences (F.5.) 234
Deferred Compensation Benefits 522
Payable to Other Funds ; - 291
Total Liabilities $ 29,290
Fund Balance: -
Member Reserves (F.3.a.) ,, $ 794,774
- Minnesota Post Retirement i
Investment Fund Reserve (F.2.) 2,218.516
Benefit Reserves (F.3.b.) ~ 2,971,498
Total Reserves $ 5,984,848
Unreserved Fund Balance —
Unfunded Actuarial Accrued Liability (C.1.,2.) $(1,494,144)
Total Fund Balance $ 4,490,704
Total Liabilities and Fund Balance $ 4,519,994
1 6 xI;ub'lw Empi:yees‘ .
etirement Association 2 .
s The accompanying notes are an integral part of

the financial statements.
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Corhbmed Statement

of Revenues, Expenses and Changes

in Fund Balance

For Fiscal Year Ended June 30, 1991 (in thousands)

 Operating Revenues:
Member Contribution
Employer Contribution
Investment Income
Distributed Income of the Minnesota
Post Retirement Investment Fund (F.2.c.)
Police State Aid
Other

Total Operating Revenues

Operating Expenses:
 Benefits Paid
Refunds
. Administrative Expenses
Investment Management Fees (B.3.c. )
Interest on Late Transfer
- to MPRI Fund
Other

Total Operating Expenses

Other Changes in Reserves:

~ Local Relief Association
Mergers (F.6.)

Total Other Changes in Reserves

Net Fund Balance Additions
Fund Balance, July 1, 1990

Fund Balance, June 30, 1991

The accompanying notes are an integral part of
the financial statements.

$ 113,114
138,194
167,838

197,632
1,506

1,086

s 619,370

$ 225,621

12,917
4,103
2,962

811

1,495

$ 247,909

$ 43,645

$ 415,106
4,075,598

$4,490,704

Public Employees
Retirement Association
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Notes to the Financial

Statements
For Fiscal Year Ended June 30, 1991

A. PLAN DESCRIPTION

18

Public Employees
Retirement Association

1. Organization

The Public Employees Retirement Associa-
tion (PERA) is the administrator of two
cost-sharing multiple-employer retirement
plans, the Public Employees Retirement
Fund (PERF) and the Public Employees Po-
lice and Fire Fund (PEPFF). In addition,
PERA administers one agent multiple-em-
ployer retirement plan, the Police and Fire
Consolidation Fund (PFCF), and one multi-
ple-employer deferred compensation plan,
the Public Employees Defined Contribution
Plan (PEDCP). The plans are established
and administered in accordance with Minne-
sota Statutes, Chapters 353, 353A, 353B,
353D, and 356. It is also these statutes that
define the scope of the reporting entity.
PERA has no oversight responsibility of any
agencies, therefore, this financial report
only represents financial information of
PERA. PERA is considered part of the
State of Minnesota’s financial reporting en-
tity and is included in the State’s
Comprehensive Annual Financial Report as
a pension trust fund.

2. Participating Employers

PERA defined benefit plans serve approxi-
mately 2,250 separate units of government
including cities, counties, townships, school
districts and generally other units of govern-
ment whose revenues are derived from
taxation, fees, or assessments. The defined
contribution plan serves any local unit of
government whose current or former
elected officials elect to participate. The
PEDCEP also serves any publicly operated
ambulance service that receives an operat-
ing subsidy from a governmental entity, and
elects to participate.

3. Participating Members

The PERF covers employees of counties,
cities, townships and employees of schools
in non-certified positions throughout the
State of Minnesota. The PEPFF, originally

established for police officers and fire-fight-
ers not covered by a local relief
association, now covers all police officers
and firefighters hired since 1980. The
PFCF covers police officers and fire-fight-
ers belonging to a local relief association
that elects to merge with and transfer assets
and administration to PERA. Coverage
under the PEDCP is open to elected local
government officials, except elected county
sheriffs, and emergency medical service
personnel employed by or providing ser-
vice to any of the participating ambulance
services. Elected officials and ambulance
personnel who are covered by a public or
private pension plan because of their em-
ployment are not eligible to participate in
the PEDCP. At June 30, 1991, there were
1,631 members in the plan.

Shown in Figure 1 below are the member-
ship totals in the PERA defined benefit
plans as of June 30, 1991.

T

~ PERA 'Ni;mbg‘rship ‘

Retirees and beneficiaries

@

Current, active employees

~ receiving benefits 30,926 1,582
Terminated employees . ~
entitled to benefits/refunds
but not yet receiving them .
Vested 3655 165 ¢ 6
‘Non-Vested 795 112 . 1

Vested 76,103 5118 347

Non-Vested 092 L9141
| Total _ IOQ1 316 103

4. Benefit Provisions and

Contribution Rates -

Defined Benefit Plans
a) PERA provides retirement benefits as
well as disability benefits to members, and
benefits to survivors upon death of eligible
members. All benefits vest after three
years of credited service. The defined re-
tirement benefits are based on a member’s
average salary for any five successive
years of allowable service, age, and years
of credit at termination of service. PERF
members belong to either the Basic or Co-
ordinated Plan. Coordinated members are
covered by Social Security and Basic mem-
bers are not. All new members must
participate in the Coordinated Plan. Two
methods are used to compute benefits for




Coordinated and Basic members. The retir-
ing member receives the higher of a
step-rate benefit accrual formula (Method
1) or a level accrual formula (Method 2).
Under Method 1, the annuity accrual rate
for a Basic member is 2 percent of average
salary for each of the first 10 years of ser-
vice and 2.5 percent for each remaining
year. For a Coordinated member, the
annuity accrual rate is 1 percent of average
salary for each of the first 10 years and

1.5 percent for each remaining year. Using
Method 2, the annuity accrual rate is

2.5 percent of average salary for Basic
members and 1.5 percent for Coordinated
members. For PEPFF members, the annu-
ity accrual rate is 2.5 percent for each year
of service. For PERF members whose an-
nuity is calculated using Method 1, and for
all PEPFF members, a full annuity is avail-
able when age plus years of service equal at
least 90. Members of the PFCF have the
option to choose benefits identical to those
of the PEPFF; otherwise, they are covered
by the benefit provisions of the local relief
association of which they were members at
the time of consolidation. Of the 632 mem-
bers receiving benefits in the PFCF, 181
are covered by the benefit provisions of
their local association.

b) Pension benefits are funded from mem-
ber and employer contributions and income
from investment of fund assets. Current
contribution rates for the PERA defined
benefit plans are set by Minnesota Statutes,
Chapters 353, 353A, and 353B, and are
shown in Figure 2 below.

5. Benefit Provisions and
Contribution Rates —
Defined Contribution Plan
The Public Employees Defined Contribution
Plan (PEDCP) is a multi-employer deferred
compensation plan. The PEDCP is a tax qual-
ified plan under Section 401(a) of the Internal
Revenue Code and all contributions by or on
behalf of employees are tax deferred until

time of withdrawal. (See Notes A.2, A.3
for employee and employer membership re-
quirements.)

Plan benefits depend solely on amounts con-
tributed to the plan plus investment
earnings. Minnesota Statutes, Chapter
353D.03, specifies the employee and em-
ployer contribution rates for those qualified
personnel who elect to participate. An eligi-
ble elected official who decides to
participate contributes 5 percent of salary,
which is matched by the elected official’s
employer. For ambulance service person-
nel, employer contributions are determined
by the employer, and for salaried employ-
ees must be a fixed percentage of salary.
Employer contributions for volunteer per-
sonnel may be a unit value for each call or
period of alert duty. Employees who are
paid for their services may elect to make
member contributions in an amount not to
exceed the employer share. An amount of
2 percent of employer contributions is de-
ducted by PERA for administering the plan.
There is no vesting period required to re-
ceive benefits in the PEDCP. The market
value of a member’s account is distributed
to the member at time of retirement or ter-
mination, or to a beneficiary upon death of
a member.

B. SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES
AND PLAN ASSET MATTERS

1. Basis of Accounting
PERA financial statements are prepared
using the accrual basis of accounting. Em-
ployee and employer contributions are
recognized as revenues in the period in
which they are earned and become measur-
able. Expenses are recorded when the
liability is incurred.

*NOTE: An additional lump-sum municipal contribution is required and calculated each
year in order to eliminate the unfunded liability in each plan by the year 2010,
and to amortize any actuarial losses or gains over a 15-year period.

Fig. 2 Retirement Plan Contribution Rates
Additional
Employee Employer Employer
Public Employees Retirement Fund: ,
Basic Plan 8.23% 8.23% 2.50%
Coordinated Plan ' 4.23% 4.23% 0.25%
Public Employees Police and Fire Fund 8.00% 12.00% 0.00%
Police and Fire Consolidation Fund 8.00% 12.00% *

Public Employees
Retirement Association 1 9
f Mi




sota Post Retirement Investment Fund,
totaled 22.3 percent for the PERF,

8.5 percent for the PEPFF and 1.0 per-
cent for the PFCF. The funds’ shares of
net assets of the Minnesota Post Retire-
ment Investment Fund totaled

34.9 percent, 3.7 percent and 1.2 per-
cent, respectively.

b) Minnesota Statutes, Section 11A.24,
broadly restricts retirement fund invest-
ments to obligations and stocks of United
States and Canadian governments, their
agencies and their registered corpora-
tions; short term obligations of specified
high quality; restricted participation as a
limited partner in venture capital, real es-
tate or resource equity investments;
restricted participation in registered mu-
tual funds; and some qualified foreign
instruments.

¢) PERA’s investments are categorized
to give an indication of the level of risk
assumed by the funds at year end. Risk
category 1 includes investments that are
insured or registered, or for which the se-
curities are held by the state or its agent
in the state’s name. Risk category 2 in-
cludes uninsured and unregistered
investments for which the securities are
held by the counterparty’s trust depart-
ment or agent in the state’s name. Risk

N otes Fig. 3 PERA Investments
- (n Thousands)
(Continued) | mvestment Pool mg Amount Market Value
Short-term '$ 74638 $ 74,638
Fixed Income 613,315 610,649
2. Investment Policies Active Equity 542,016 588,180
a) Pursuant to Minnesota Statutes, Sec- Fassive Eaviy | SBS s ala
£ 2 m Real Estate 132,653 147,143
tion 11A.04, the state’s retirement fund Resource 33,260 36.209
assets are commingled in various pooled Venture Capital 86,955 95,192
investment accounts, administered by the Other 33 19
State Board of Investment. As of June Subtotal-Pools $2,298,608 $2 486,197
30, 1991, the participation shares in the rost Retisement ,
) 5 WG pat : Investment Fund 2,218,576 2,377,900
pooled accounts, excluding the Minne- $4.517.184 $4.864,097

category 3 includes uninsured and unreg-
istered investments for which the
securities are held by the counterparty’s
trust department or agent but not in the
state’s name. All PERA investments are
included in Risk category 1.

d) Information on investment activity
and a listing of specific investments
owned by the pooled accounts can be ob-
tained from the Minnesota State Board
of Investment.

3. Method Used to Value Investments

a) Investments in the pooled accounts,
except for the assets of the PEDCP, are
valued at cost for equity securities and
amortized cost for fixed income securi-
ties, subject to adjustments for market
declines judged to be other than tempo-
rary. The investments of the PEDCP
are shown at market value. The carry-
ing amount and market value of PERA’s
investments (except assets of the
PEDCP) as of June 30, 1991, are shown
in Figure 3 above.

b) Investment income is recognized as
earned. Accrued investment income of
the pooled investment accounts is

Fig. 4 Unfunded Actuarial Accrued Liability:
(In Thousands) :
; . ‘ PERE = PEPFE = PFCF
Net Assets on 6/30/91 - ‘ .
Balance Sheet $3,524,071 - $823,125 $143,508

Plus 1/3 of unrealized capltal

gains or losses - ’ 46,233 '  1:6,43’5 . (138)
Net assets at actuarial cost ‘ $3,570.304 839,560  $143,370
Total required reserves ; $4.988,671  $794295  $201,882
Less net assets at actuarial cost 3,570,304 839,560 143,370

Unfunded accrued liability @~
(surplus assets) actuarial section

; $1,418.367 - $ (45,2 58,512

Public Employees
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included in participation in the accounts.
Gains and losses on sales or exchanges
are recognized on the transaction date.

¢) The cost of security transactions is in-
cluded in the transaction price.
Administrative expenses of the State
Board of Investment and investment man-
agement fees of the external money
managers and the state’s master custo-
dian for pension fund assets are allocated
to the funds participating in the pooled in-
vestment accounts. PERA'’s share of
these expenses totaled $2,089,000 for
PERF, $800,000 for PEPFF, and
$73,000 for PFCF.

C. FUNDING STATUS

AND PROGRESS

1. Actuarial Valuation of Plan Benefits

Minnesota Statutes, Section 356.215, Subd.
4, provides that annual actuarial valuations
of plan benefits be computed in accordance
with the entry age normal cost method. Ac-
tuarial assumptions used are the same as
discussed in note C.2. The unfunded actu-
arial accrued liabilities are the amounts by
which reserves required to fund plan bene-
fits exceed the assets of the funds,
calculated in accordance with generally ac-
cepted accounting principles, as explained
in note B.3. These amounts differ from the
unfunded accrued liabilities reported in the
actuarial section, because the actuarial cal-
culation of net assets includes cost plus one
third of unrealized capital gains or losses,
as shown in figure 4.

The unfunded actuarial accrued liabilities
also differ from the pension benefit obliga-

tion discussed in note C.2 because of differ-
ing actuarial methods used for determining
the value of benefits accrued.

2. Pension Benefit Obligation

The amount shown in Figure 5 as "pension
benefit obligation" is a standardized disclo-
sure measure of the present value of pension
benefits, adjusted for the effects of projected
salary increases, estimated to be payable in
the future as a result of employee service to
date. The measure is the actuarial present
value of credited projected benefits and is in-
tended to help users assess PERA’s funding
status on a going-concern basis, assess prog-
ress made in accumulating sufficient assets
to pay benefits when due, and make compar-
isons among public employee retirement
systems. The measure is independent of the
actuarial funding method used to determine
required contributions, discussed in Note D,
also on the following page.

The pension benefit obligation was deter-
mined as part of an actuarial valuation at
July 1, 1991. Significant actuarial
assumptions used in the calculation of the
pension benefit obligation for the PERF and
the PEPFF include (a) a rate of return on
the investment of present and future assets
of 8.5 percent per year compounded annu-
ally prior to retirement, and 5 percent per
year compounded annually following retire-
ment; (b) projected salary increases of

6.5 percent per year, compounded annually,
attributable to the effects of inflation; (c)
post-retirement benefit increases that are ac-
counted for by the 5 percent rate of return
assumption following retirement; and (d)
mortality rates based on the 1971 Group An-
nuity Mortality Table projected to 1984 for
males and females. The actuarial as-
umptions used for the PFCF are the same

Fig. 5 Pension Benefit Obligation:
(In Thousands)

PERF PEPFF PECF
Retirees and beneficiaries currently
receiving benefits and terminated
employees not yet receiving benefits $2,163,472 $249,780 $120,318
Current Employees:
Accumulated employee contributions
including allocated
investment income 622,420 129,681 12,023
Employer-Financed Vested 1,654,460 349,989 63,967
Employer-Financed Non-Vested 17,658 3,461 12,704
Total Pension Benefit Obligation $4,458,010 $732,911 $209,012
Net Assets available for benefits, at
cost (Market Value is $4,678,293) 3,524,071 823,125 143,508
Unfunded (assets in excess of) )
pension benefit obligation $ 933,939 $ (90,214) $ 65,504 Public Employees

—_— R e Retirement Association 2 1
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D. CONTRIBUTIONS REQUIRED

Notes

(Continued)
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for members who select benefit provisions
identical to those of the PEPFF. For those
PFCF members selecting benefit provisions
of the local relief association, some actuarial
assumptions used may vary, based on the
provisions in the particular plans.

As shown in Figure 5, the unfunded pension
benefit obligation at June 30, 1991, was
$933,939,000 in the PERF and $65,504,000
in the PFCF. In the PEPFF, assets in ex-
cess of the pension benefit obligation totaled
$90,214,000.

3. Changes in Benefit Provisions

During the 1991 legislative session, benefit
improvements were obtained for survivors
of members in the Basic Plan and the Police
and Fire Fund. In the Basic Plan, the maxi-
mum family death benefit was increased
from $1,000 per month to 70 percent of the
member’s average salary. In the Police and
Fire Fund, children’s benefits were restored
for families of disabled members who had
chosen the joint and survivor annuity option
before death. The effect of these changes in-
creased the pension benefit obligation in the
PERF by $4,016,869 and had essentially no
effect on the pension benefit obligation in
the PEPFF.

AND CONTRIBUTIONS MADE
Minnesota Statutes, Chapters 353, 353A
and 353B set the rates for employer and em-
ployee contributions. (See note A.4.b. for
statutory rates.) Minnesota Statutes, Chap-
ter 356.215, Subd. 4(g), requires the PERF
and the PEPFF to be fully funded by the
year 2020. Minnesota Statutes, Chapter
353A.09, Subd. 5(b)(1), requires full fund-
ing for the PFCF by December 31, 2010.
As part of the annual actuarial valuation,
PERA’s actuary determines the sufficiency
of the statutory contribution rates toward
meeting the required full funding deadline.
The actuary compares the actual contribu-
tion rate to