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Chair’s Report r"*‘\7
Minnesota ,State
Retirement System

To: All members, Benefit Recipients, and Employers:

The 1994 Comprehensive Annual Financial Report of the Minnesota State Retirement System
(MSRS) details the financial strength of your retirement system. As of June 30, 1994, the MSRS funds
had a combined total of over $4.7 billion in assets, a growth of $472 million from the previous year.

Lately, there have been many negative articles written about poorly funded public pension plans.
The Board is pleased to report that the maijor funds administered by MSRS are financially secure
ond are on target to fully fund current and future benefit obligations. As of June 30, 1994, the
funding ratio for the General plan is 81%. The Correctional Plan and the State Patrol plans are 97%
and 95% funded, respectively.

As a person retires from one of the plans listed above, enough money is set aside to fully fund
monthly benefits for the person’s expected lifetime. Prefunding of all future benefits provides an
extra level of security for all participants.

The Minnesota Deferred Compensation Plan, which is administered by MSRS, has close to §1

billion in assets. Several well known mutual funds were recently added. New contracts allow for
greater investment flexibility.

The Board continues to implement changes to improve your retirement plan. Many manual
benefit calculations have been replaced by automated calculations that reduce the waiting
period for monthly benefits and minimize the likelihood of errors. We are in the process of storing
paper documents on an optical disc, which will allow immediate access to all your records and
provide an important backup to documents which could be destroyed by fire or other disasters.

Many other changes are planned to provide you with the services you need as cost effectively as
possible. On behalf of the Board, | would like to thank you for your support.

Sincerely,

Hommth (g

Kenneth Yozamp, Chair
MSRS Board of Directors
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December 1, 1994 Retirement System

Board of Directors

Minnesota State Retirement System

175 W. Lafayette Frontage Road, Suite 300
St. Paul, MN 55107-1425

Dear Directors:

We are pleased to present this Comprehensive Annual Financial Report of the Minnesota State
Retirement System (MSRS) for the fiscal year ended June 30, 1994. We currently administer 10 plans,
covering 67,000 active employees, 17,300 retirees, and 10,600 members no longer contributing but
eligible for future monthly benefits.

The information containedin this report is the responsibility of the management of the Minnesota State
Retirement System. We feel the datain thisreport is accurate and provides complete disclosure of the
financial status of the various funds administered by MSRS.

This report is comprised of four sections as follows:
1) Intfroductory Section 3) Actuarial Section
2) Financial Section 4) Statistical Section

Accounting Systems and Repoits

This report is prepared in accordance with generally accepted accounting principles as prescribed
by the Governmental Accounting Standard Board. These financial statements also comply with
reporting requirements established under Minnesota Statutes, Section 356.20.

Internal accounting controls reasonably ensure the reliability of all financial records and adequately
safeguard assets.

Transactions of the State Employees Retirement Plan, State Patrol Plan, Correctional Plan, Judges Plan,
Elective State Officers Plan, Legislators Plan, Military Affairs Plan, Transportation Pilots Plan and the
Unclassified Plan are reported on the accrual basis of accounting. The Deferred Compensation Plan
is reported on the modified accrual basis of accounting.

Revenues

The revenues needed to finance retirement benefits are accumulated through the collection of
employer and member contributions, and through income on investments. Income for FY 94 totaled
$507 million, an increase of 9.2% from the prior year. The investment earnings of the stocks and bonds
provided the majority of the revenue. A total rate of return of 1.8% generated $352 million of income
and accounted for 69% of the revenue. Employer and employee contributions totaling $152 million
comprised most of the remaining revenue.

The employee contribution rate for the Unciassified Plan was increased from 4.0% to 4.07% effective
June 1, 1994,

Expenses

Expenses in 1994 totaled $159 milion, an increase of 13.0% over the previous fiscal year. Monthly
benefits to retirees, survivors and disabled persons, and lump sum refunds of employee contributions
plus interest paid to terminated members totaled $153 million. Administrative expenses, exclusive of
investment expenses, totaled $2.3 million which represents only 1.5% of total expenses.



Total revenues of $507 million exceeded expenses by $348 milion during 1994,

Investments

Assets of the MSRS Funds are invested by the State Board of Investment (SBI) which is comprised of the
Governor, Attorney General, Secretary of State, State Auditor and State Treasurer. Members of the SBI
aresubjecttothe prudent personrule, fiduciary standards detailed in Minnesota Statutes Section 356A
and investment guidelines in Section 11A.

A 17-member Investment Advisory Council (IAC) provides advice to the SBl on investment policy.
Investment consultants are also hired to monitor and evaluate the investment performance of the
various firms investing funds.

Pension assets of the Minnesota State Retirement System are pooled with the assets of the other
statewide retirement funds. The SBI divides assets into two components. Assets of refired employees
are invested in the Minnesota Post Retirement Investment Fund. All other assets, mainly assets of
members actively contributing to MSRS, are invested in the Basic Retirement Fund.

The goal of the Basic Retirement Fund is to finance future retirement
benefits. Minnesota Statutes, Section 356, sets the actuarial assumed rate
of return at 8.5 percent. Over a five year period, the Basic Refirement Fund
isexpectedtoout performthe median fund of public and private funds with
a similar asset allocation and to outperform a composite of market indices
that corresponds to the asset allocation of the funds. Over a ten year
period, the Basic Funds are expected to provide rates of return 3-5
percentage points over the rate of inflation. The asset allocation shown on
the graph on the right has been established to meet these objectives.

Cash-1%
N Intl Stocks - 10%
Bl Al Assets- 15%
Bl Bonds-24%
Stocks - 50%

In 1994, the rate of return in the Basic Fund was 2.1 percent,

b

At the time of retirement, assets sufficient to pay monthly benefits for a
retiree’s lifetime are transferred from the Basic Retirement Fund to the Post
Retirement Fund with the expectation that these funds will earn at least 5
percent. The goal of the Post Retirement Fund is to provide income to pay
monthly benefits plus generate additional earnings to provide for a cost-of-
livingincrease based oninflation asmeasured by the Consumer Price Index.
The cost-of-living component of the post retirement increase is capped at
3.5%.

Post Retirement Fund

If the rate of return frem the Post Retirement Fund is more than needed to
meet the expected 5% retum and cost-of-living increase, the investment

gains will be spread over a five year period to help fund future increases. If st i

the returnis not sufficient to meet these financial requirements, the losses will Al Assets - 5%

be distributed over the next five year period. B Bonds-32%
Stocks - 50%

The Post Fund targeted asset allocationis shown on theright. The Post Fund
had a rate of return of 1.6%. A 3.985% benefit increase will be paid to eligible retirees effective
January 1, 1995.




Funding

The overall objective of any retirement system is to fund current and future benefit payments.
Adequate funding assures that future pension benefits are secure.

The funding ratio of each of the retirement funds administered by MSRS can be found on pages 61
and 62. As of June 30, 1994, the assets, liabilities, and funding ratio of each fund was as follows

The actuarial funding method used by MSRS is the entry age normal with level contributions as a
percent of payroll. Actuarial requirements are governed by Minnesota Statutes, Section 356.215.

Alladvance-funded defined benefit plans administered by MSRS are targeted to reach full funding

by the year 2020. The progress toward reaching this full funding goal can be found on pags 32 and
33

Review of Operations and Activities of 1994
Management of MSRS is vested in an 11-member Board of Directors. At their September meeting,

the Directors elected Kenneth Yozamp to serve another term as Board Chair. John Johnson was
elected Vice-Chair.

Many significant changeswere madethispastyeartoimprove operations of the System. Finalbenefit
calculations have been automated, reducing the time o process payments and lessening the
chance of error. Paper records are being stored on optical disk to allow easy access to information.
A copy of the opfical records will be stored at another location o dramatically improve our disaster
recovery capabilities.

Important changes were made to the Deferred Compensation Plan. Administrative fees were
substantially reduced. Well known mutual funds were made available through the progrom and
participants can now move money between the various vendors.

Professional Services
The F.Y. 94 actuarial valuations of the MSRS funds were completed by Miliman & Robertson, Inc. in
December 1994. Valuations were reviewed by Wiliom M. Mercer, inc.

The State of Minnesota Deferred Compensation Plan (DCP) offers investment opportunities with two
insurance companies, Minnesota Mutual, and Great West Life. Ochs Services and National Benefits
are contracted to provide administrative services for the deferred compensation program. Gabriel,
Roeder, Smith & Company completed a review of the DCP.

The State's Legislative Auditor conducted an independent audit of the MSRS financial statements.
The comments of the Auditor can be found on page 18. Legal counsel is provided by the State's
Attorney General.



Acknowledgments

Thisreportisintendedto provide complete andreliableinformation asabasis formaking management
decisions and determining compliance with legal and fiduciary requirements. A summary will be
published in the next issue of the MSRS NEWSLETTER.

We would like 1o express thanks to the Board of Directors staff and other associates who worked
diligently to ensure the successful operation of MSRS in 1994,

Respectfully submitted, | '
David Bergstrom a Arvin Herman
Executive Director Assistant Director
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Board Of Directors

Kenneth Yozamp., Chair
Department of Corrections
Minnesota Correctional Facility

Box B

St. Cloud, MN 56302

Telephone: (612) 240-3000

Term: May 5, 1992-May 6, 1996
Elected - Correctional Pian Member

John Johnson

Metropolitan Transit Commission
312 Central Avenue, Suite 438
Minneapolis, MN 55414
Telephone: (612) 379-2914

Term: May 4, 1992-May 6, 1996
Elected - MTC Designate

Michael A. McGrath

State Treasurer

303 Administration Bldg

St. Paul, MN 55155

Telephone: (612) 296-7091

Term: August 18, 1993-January 2, 1995
Appointed - State Official

OftoT. Bang

American Agency, Inc.

5851 Cedar Lake Road

St. Louis Park, MN 55416
Telephone: (612) 593-8703

Term: April 7, 1991-January 2, 1995
Appointed - Public Member

Mary Benner

Dept. of Labor and Industry
3rd Floor, CSG

443 Lafayette Road

St. Paul, MN 55155

Telephone: (612) 282-6637
Term: May 4, 1992-May 6, 1996
Elected - State Employee

Mel Tan

1609 Selsmer Avenue

Cloguet, MN §5720

Telephone: (218) 897-7689

Term: May 18, 1993-January 6,1997
Appointed - Public Member

Minnesota State Retirement System

Richard K. Hull

Minnesota State Patrol, Dist. 2800
1991 Industrial Park Road South
PO Box 644

Brainerd, MN 56401

Telephone: (218) 828-2230

Term: May 2, 1994-May 4, 1998
Elected - State Patrol Member

Donald M. Buckner

1162 Stryker Avenue

West St. Paul, MN 55118
Telephone: (612) 457-3853

Term: May 2, 1994-May 6, 1996
Elected - Retired State Employee

Gregory N. Hight

Brainerd Regional Human Services Center
1777 highway 18 E.

Brainerd, MN 556401

Telephone: (218) 828-2378

Term: September 18, 1993-May 6, 1996
Appointed - State Employee

John D. Richter

Department of Revenue

3400 First Street North, #203

St. Cloud, MN 56303
Telephone: (612) 654-5515
Term: May 2, 1994-May 4, 1998
Elected - State Employee

Gail J. Tessman

Department of Transportation
308 Transportation Bldg

St. Paul, MN 55155
Telephone: (612) 297-3564
Term: May 2, 1994-May 4, 1994
Elected - State Employee

Administrative Staff

Executive Director: David Bergstrom

Assistant Directors:

Douglas Mewhorter, Employee Services &
Records

Arvin L. Herman, Finance & Systems

Professional Consultants

Legislative Actuary: Milliman & Robertson, Inc.
Consulting Actuary: Wiliom M. Mercer, Inc.
Legal Counsel: Assistant Aftorney General,
Jon Murphy

Medical Advisor: Minnesota Dept. of Health
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mary Of Retirement Plans

Purpose

The Minnesota State Retirement System was established by the State Legislature in 1929 to provide
retirernent benefits to state employees. The System currently administers seven defined benefit plans
and two defined contribution plans for most state employees and selected other public employees.

Administration

The administration of the System is governed by an eleven member Board of Directors. The Board
includes four elected General Plan members, one elected State Patrol plan member, one elected
Correctional Plan member, one elected retired member, one designated Metropolitan Council
Transit Operations representative and three memibers appointed by the Governor.

The management of the System is vested with the Executive Director who administers the plans in

accordance with Minnesota Law and the policies of the Board. The following is a descnphon of plans
included in this report.

Defined Benefit Plans

General Employees Plan

(o) Coverage and Contributions — Most state employees, and selected metropolitan agency
employees. Contributions are 4.07% employee and 4.2% employer.

(b) Benefit Formula
- 1% of high five year salary for first 10 years plus 1.5% for each year over 10 with subsidized early
retirement adjustment.,
- or, 1.5% for all years of setvice with actuarial equivalent early retirement reduction.

(©) Retirement age and years of service
- Age 65 with one year service — no reduction.
Age 62 with 30 years service — no reduction.
Rule of 90 — no reduction.
Age 55 with 3 years service - reduced from age 65.
At any age with 30 years service - reduced from age 62.
Total and permanent disability with 3 years service.

|

(d) Surviving Spouse Benefit
- Ifemployee has at least 3 years of service at death, generally, the spouse is eligible for a 100%
joint and survivor annuity or a refund.

(e) Refunds
— Contributions with 6% interest.

® Annuity and Disability Options
— 100% joint and survivor with bounce back.
- 50% joint and survivor with bounce back.
— 15 year period certain and life thereafter.

Military Affairs and Transportation Pilots Plans
Provisions different from General Plan.
(a) Coverage and Contributions
— Employees required to retire from federal military status ot age 60 or 62 for transportation pilots.
Contributions are 5.67% employee and 5.8% employer.



Minnesota State Retirement System
(b) Retirement Age and Years of Service
- Age 60, 62 for pilots, with at least 3 years of service — no reduction.

(c) Disability
- Unable to perform job disability with 5 years service.
- Formula as General Plan with no reduction.
- Pilots are entitled to 75% of salary for maximum of 5 years.

State Patrol Retirement Plan
(0) Coverage and Contributions

- State of Minnesota state froopers, conservation officers and crime bureau officers. Contributions
are 8.5% employee and 14.88% employer.

(b) Benefit Formula
- 2.5% of high five successive years salary for each year of service.

(c) Retirement Age and Years of Service
- Age 55 with 3 years of service — no reduction.
- Age 50 with 3 years service - reduced from age 55.
- Unable to perform job disability with 3 years service, immediate coverage if disabled onthe the
job.
- Ifdisability isjob reloted, benefitis equal to 50% of high five average salary plus 2.5% foreachyear
in excess of 20. The minimum non duty disability is 37%.

(d) Survivor Benefits

- Death of member in service - spouse gets 20% of final average salary. With 10 or more years
of service.changesto a 100%joint and survivor annuity amount as of the date the employee
would have aftained age 65.

- Children get 10% of final average salary per child plus $20 per month prorated equally to
such children until age 18 or 23 if a student, or until married. Total benefit limited to 40% of
final average salary.

- Refund with 6% interest if no survivor benefit payable.

(e) Refunds
- Contributions with 6% interest.

® Annuity and Disability Option
- 100% joint and survivor with bounce back.
—- 50% joint and survivor with bounce back.

Correctional Employees Plon
Provisions different from General Plan
(a) Coverage and Contributions
- State employees who have direct contact with inmates at Minnesota Correctional Facilities.
Contributions are 4.9% employee and 6.27 employer.

(b) Benefit Formula
- 2.5% of high five year average salary for each year of service to a maximum of 75%, payable for
84 months or until age 65, then reverts to General Plan formula.

(c) Retfirement Age and Years of Service
- Age 55 with 3 years service
- Age 50 with 3 years service, reduced from age 55.
- Disability same as State Patrol Retirement Plan.

13



Minnesota State Retirement System

Judges Retirement Plan
(o) Coverage and Contributions
- All Minnesota District, Appellate and Supreme Court Judges. Judges not covered by Social
Security pay 8.15%. Judges covered by Social Security pay 6.27%. Employer contributions are
22%.

(b) Benefit Formula
- 2.5%foreachyearofservice prior to July 1, 1980 plus 3% of same average salary for service after
June 30, 1980. Formula applied to high five average salary within the last 10 years.

(c) Retirement Age and Years of Service
— Age 70 with 1 year service - no reduction.
- Age 65 with 5 years service — no reduction.
- Age 62 with 5 years service - reduced from age 65.

(d) Disability
- Unable to perform the duties.
- Continuation of full salary for one year, then as computed under the formula with no reduction,
subject to minimum of 25% of high five year salary.

(e) Survivor Benefits
- Spouse eligible for 60% of normal annuity subject to a minimum of 25% of final average salary.

(H Refunds
— Contributions with 5% interest.

(@ Annuity and Disability Options
- 100% joint and survivor, with or without bounce back.
- 50% joint and survivor, with or without bounce back.
- 10vyear certain and life thereafter,
- 15 year certain and life thereafter,

General Fund Plans
Legislators Retirement Plan
(a) Coverage and Contributions
- AllLegislators. Contributions are 9% employee and as needed from general fund appropriation
for employer.

(b) Benefit Formula
- 2.5% of high five year average saiary.

(c) Retirement Age and Years of Service
- Age 62 with 6 years of service — No reduction.
- Age 60 with 6 years of service - Reduced from age 62.

(d) Survivor benefits
— Spouse gets 50% of benefit.
— First child gets 25%, the next two children get 12.5% for a maximum of 100% of member benefit,

(e) Refunds
— Contributions with 6% interest.

H Annuity Options
- 100% joint and survivor with bounce back, discounted by value of free 50% spouse benefit if
applicable.
- 100% and 50% joint and survivor options for non-spouse.
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Elective State Officers Plan
(a) Coverage and Contributions
- Elected Constitutional Officers. Contributions are 9% employee and as needed from generall
fund appropriation for employer.
(b) Benefit Formula
- 2.5% of high five year average salary.

(c) Retirement Age and Years of Service
- Age 62 with 8 years of service — No reduction.
- Age 60 with 8 years of service — Reduced from age 62,

(d) Survivor benefits
— Spouse gets 50% of benefit,
— First child gets 25%, the next two children get 12.5% for a maximum of 100% of member benefit.

(e) Refunds
— Contributions with 6% interest.

Defined Contribution Plan
Unclassified Employees Plan
(a) Coverage and Contributions
- Certainspecified employees of the State of Minnesotainunclassified positions. Contributions are
4,07% employee and 6% employer.

(b) Benefits
- Withdrawal of account balance or annuity benefit based on age and 5% interest assumption.

() Retirement Age and Years of Service
- Age 55 with any length of service.

(d) Refunds
- Value of account.

(e) Annuity and Disability Option
- 100% joint and survivor with bounce back.
- 80% joint and survivor with bounce back.
- 15 year period certain.

Agency Fund Plan
Deferred Compensation Plan - IRS Code 457
(a) Coverage and Contributions
— Optional for all State employees and employees of political subdivisions. Contributions are tax
deferred with a $10 per pay period minimum and a maximum of 25% of gross taxable
compensation or $7,500.

(b) Investment Selection
- Minnesota Supplemental Investment Fund
Income Share Account,
Growth Share Account.
Money Market Account.
Common Stock Index Account.
Fixed Interest Account.
Bond Market Account

15
|



Minnesota State Retirement System

— Minnesota Mutual Life Insurance Company
- Fixed annuity contract.
- Variable annuity contfract with stock, bond, money market, managed, mortgage securities
and index accounts.
- Great West Life Assurance Company _
- Guaranteed Certificate Fund - 36, 60 and 84 month.
- Growth Fund.
— Bond Fund.
- Money Market.

(c) Withdrawal Events
— Termination of service or death.
- Unforeseeable emergency.

(d) Withdrawal Options

- Minnesota Supplemental Investment Fund
- Lump sum.
- Lump sum purchase of a fixed or variable annuity contract from insurance company.
- Monthly instaliment over a period specified.

- Insurance Companies
- The life of the participant.
-The life of the participant or a period certain, whichever is greater.
- The joint lifetime of the participant and a named beneficiary.
- Term certain payment.

These summary plan descriptions are not infended to be all inclusive, they are provided for general
information purposes only. '
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pendent Auditor’s Report

Members of the Board and

Executive Director R
Minnesota State Retirement System

We have audited the accompanying financial statements of the Minnesota State Retirement
System and the combining and individual fund financial statements of the system as of and for
the year ended June 30,1994, as presented in the financial section of this report. These financial
statements are the responsibility of the system’s management. Our responsibility is o express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted government auditing stan-
dards. Those standards require that we ploan 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 opinion.

As explained in Note 2, investments are valued at cost or amortized cost as required by generally
accepted accounting principles. Minnesota statutes require valuation of all securities at cost plus
one-third of unrealized capital gains or losses. Since the statutory provision deviates from generally
accepted, accounting principles, the basic statements are not in compliance with the statute.
Note 9 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 Minnesota State Retirement System at June 30, 1994, 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 financial statements referred to
above present fairly, in all material respects, the financial position of the individual funds of the
Minnesota State Retirement System at June 30, 1994, 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 securities, 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 purpose of forming an opinion on the financial statements taken as
a whole and on the combining and individual fund financial statements. The supplemental
schedule of administrative expenses, which is the responsibility of the system’s management is
presented for purposes of additional analysis and is not a required part of the financial statements
of the Minnesota State Retirement System. The information has been subjected to the auditing
procedures applied in the audit of the combined, combining, and individual fund financial
statements and, in our opinion, is fairly stated in all material respects in relation to the financial

statements o%z{m:‘dv;dvduo funds taken as a whaqle.

Jgmes R. Nobles Jofin Asmussen, CPA
gislative Auditor Deputy Legislafive Auditor

ovember 23, 1994
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to the Financial Statements

1. Description of the System
The Minnesota State Retirement System is the administrator of a multiple-employer, cost-sharing
public employee retirement system. It consists of sixdefined benefit funds, one defined contribution
fund and one agency fund. AfJune 30, 1994 the number of employers contributing to the various
funds was:

As a reporting entity, MSRS is primarily defined in various Minnesota Statutes. Certain elements of
oversight responsibility were also considered. They were: financial interdependency, selection of

governing authority, designation of management, ability to significantly influence operations, and
accountability for fiscal matters.

MBSRS is a component unit of the State of Minnesota and is included with other fiduciary funds in their
Comprehensive Annual Financial Report. Also, MSRS has no oversight responsibilities for other activi-
ties or entities. This report includes financial information for only MSRS.

2.Summary of Significant Accounting Policies
(a)Basis of accounting
The basic financial statements were prepared using the accrual basis, or modified accrual basis
if appropriate, of accounting in accordance with the National Council of Governmental
Accounting, Statement 1, “*Governmental Accounting and Financial Reporting Principles”.

)Investments
Short-term and equity investments are reported at cost. Fixed income securities are reported af
amortized cost. Market value at June 30, 1994 was $4.11 billion. AtJune 30, 1993, the marketvalue
of allinvestments was $3.99 billion. Space restrictions make it impractical to print the entire
investment portfolio in this report. However, a portfolio list is available upon request.

(¢) Risk Categories
Investments are classified according to their level of risk into the following categories:
1-  Investments which are insured or registered, or for which the securities are held by the
state or its agent in the state’s name.
2-  Uninsuredorunregisteredinvestmentsforwhichthe securitiesare held by the counterparty's
trust department or agent in the state’s name.
3- Same as Category 2 but the securities are not held in the state’s name.

(d) Fixed Assefs
Fixed assets consist entirely of office equipment and fixtures which were capitalized at historical
cost af the time of acquisition. Depreciation is computed on the straight-line method over
estimated useful lives ranging from 3-20 years.
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(e) Fund Balance
(1) Employee Reserve
The Employee Reserve is credited with the cumulative employee contributions. Upon
retirement these contributions are combined with the necessary state reserve funds
andtransferred to the MPRI Fund to provide an annuity. Employees who terminate their

employment priortoretirement may electto receive arefund of their contributions plus
interest or a deferred annuity.

(2) Stote Reserve
The State Reserve is credited with all investment earnings and employer contributions.
Also included in this reserve is the unfunded accrued liability which is the actuarially
determined amount necessary to place the retirement fund on a fully funded basis.

(3) MPRI Fund Reserve
The MPRI Fund Reserve equals the corresponding assets invested in the MPRI Fund, the
proceeds from which are used to pay the monthly pension benefits of eligible retirees.
This account is adjusted annually fo fully fund the actuarial value of benefits remaining.

(4) Non MPRI Fund Reserve

The Non MPRI Fund reserve is the unfunded actuarial value of future benefits to be paid
to retirees and beneficiaries who are not eligible to participate in the MPRI Fund.

() Deposits with Insurance Companies
Deposits with Insurance Companies is the Deferred Compensation Fund combined

participant account balances and annuity contracts held by authorized insurance
companies.

(@ Nondedicated Member Deposits
Member contributions of the Legislators and Elective State Officers Funds are depositedinto
the general operating revenues of the state. In the event of plan termination, the State
Department of Finance and the Legislative Auditor have determined that the State
General Fund is legally obligated to repay member contributions. Because of the unlikeli-

hood of this contingency, these amounts have not been appropriated inthe State General
Fund.

(h) Actuarial Valuations
Actuarial valuations and experience studies are performed annually. The entry age normal
method, a projected benefit cost method, is used to value the funds with contributions
being made as a level percentage of covered employee salaries. A salary scale of 5% for

the State Employees Retirement Fund, 6.5% for other funds, and interest assumption of 8.5%
were used by the actuary.

3.Capital Equipment
Capital Equipment balances atf June 30, 1994 were:
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4.Cash And Investments
(@) Cash
MSRS cashis deposited into state treasury accounts. At June 30, 1994 and throughout the fiscal
year, these accounts were secured by pledged collateral and depositinsurancetotheextent
required by Minnesota Statutes.

(b) Investment Policies
Pursuant to Minnesota Statutes, the assets of the MSRS funds are pooled with those of other
funds and invested by the State Board of Investment. Investments primarly include obligations
and stocks of the United States and Canadian governments, their agencies and their
registered corporations and short-term obligations of specific high quality. Various alternative
investments including international securities are limited by statute to 35% of the fund pool.

(©) Credit Risk
MSRS does not own any investments that are considered securities for purposes of assessing
credit risk. All investments are in State Board of Investment administered pools, open-end
mutual funds, or guaranteed investment contracts; none of which are considered securities
for credit risk purposes.

(d) Investment Values

Market values and costs of investment pools at June 30, 1994 were as follows (In Thou-
sands):

5. Minnesota Post Retirement Investment Fund (MPRI Fund)
(o) MPRI Fund is a joint investment fund for retired members. When members retire, the money
required fo pay the annuity for the expected life is transferred to the MPRI Fund. Participation
in the MPRI Fund is shown as the required reserves as determined by the actuary.
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(b) MPRI Fund income represents the 5% earnings on the required reserves for fiscal year 1994 plus
the 1993 income used to pay the January 1994 benefitincrease. Income in excess of 5% was
distributed according to Minnesota Statutes, Section 11A.18, Subdivision 9.

The proportionate marketvalue and cost attributable to the participation of each fundinthe MPRI
Fund are as follows (In Thousands): '

Minnesota Supplemental Investment Fund (MSI Fund)

The MSI Fund is an investment vehicle for various state and local pension plans. To accomplish
the diverse investment goals of these plans, the MSI Fund is structured like a family of mutual
funds. Plan participants are permitted to allocate their individual accounts to the investment
options approved for participation by their plan administators. Members of the Unclassified
Employees Retirement Fund and Deferred Compensation Plan may invest in all options of-
fered in the MSI Fund.

The market value and cost of each fund's participation in the various MSI Fund investment
options is as follows (In Thousands):
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6. Deferred Compensation Fund
Allmember contributions to the Deferred Compensation Fund remain the property and respon-

sibility of the participating employers. MSRS is responsible for exercising due care in the adminis-
tration of the fund.

7. Leases

The office facilities are leased by an agreement through September 30, 1996. Annual rental by
fiscal year is as follows:

8. Required Supplemental Information
Ten-year historical frend information designed to provide information about progress in accumu-
lating sufficient assets to pay benefits when due is presented on the pages which follow these

notes. For those funds for which certain information was not available, that information which was
available has been presented.

9. Actuarial Asset Valuations
Minnesota Statutes provide that actuarial valuationsinclude one third of unrealized market value

gains or losses. The lower of cost or market value is required on the balance sheet. The following
shows the unfunded liability with each method (In Thousands).

10. Changes in Actuarial Assumptions - State Employees Retirement Fund
(a) Mortality Table - In prior years, the actuary used the 1971 Group Annuity Mortality Table to
project future costs of benefits. Because it better reflects the experience of the plan, the
1983 Group Annuity Mortality Table was used to value the State Employees Retirement
Fund in the current fiscal year. This change resulted in an increase of $138,004,00 in the
unfunded liability and a transfer of reserves from active memibers to retirees of $28,542,000.

(b) Salary Assumption - In prior years, the actuary assumed a salary growth rate of 6.5% for all
funds. For the State Employees Retirement Fund, this assumption was changed for the
current year. The actuary now uses a graded scale of individual salary increases and a 5%
assumption for general payroll growth resulting from inflation etc., fo replace the flat 6.5%
salary growth rate. These changes resulted in a decrease of $199,5634,000 in the unfunded
liablility.

11. Pension Benefit Obligation
The pension benefit obligationis astandardized meaosure of the actuarial present value of credited
projected benefits. It is intended to help statement users assess the funding status on a going-
concern basis, assess progress made in accumulating sufficient assets to pay benefits when due,
and make comparisons among public employee retirement systems. The assumptions are the
same as those of the statutory method, however the method of computation is different. This
valuation is as of June 30, 1994.

2
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12. Comparison of Confributions '
The contribution rates for each of the defined benefit funds are not actuarially determined but
ratherareset by statute. These rates are intended to be sufficient to fully fund the actuarialiiqbilities
by the year 2020. Annual reviews are made by the actuary to determine their sufficiency.
Comparisons of the actual to the actuarially required contributions are as follows:
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13. Descriptions of Individual Defined Benefit Funds
(o) State Employees Retirement Fund
The State Employees Retirement Fund includes the General Employees Plan, a multiple-
employer, cost-sharing plan, and the Military Affairs and Transportation Pilofs Plan, a single-
employer plan. Only certain employees of the Departments of Military Affairs and Transporta-
tion are eligible to be members of the Military Affairs and Transportation Pilots Plan, but all state
employees who are not members of another plan are covered by the General Employees
Plan.

Merﬁbership statistics at June 30, 1994 were as follows:

Minnesota Statutes, Section 352.04 required that eligible employees contribute 4.07% of
their fotal compensation, with a matching employer contribution of 4.20%.

Retirerment benefits may be computed by two methods: the step formula and the level

formula. Step formula benefits are: 1% of the high five year average salary for each of the first
tenyears plus 1.5% for each year thereafter. It also includes full benefits under the “Rule of 90”.
In contrast, the level formula does not include the “Rule of 90”, benefits are 1.5% of the high five

year average salary for all years of service and full benefits are available at the *normal
retirement age”.

At the time of retirement, members first employed prior to July 1, 1989 will have their benefit e
computed under the method providing the higher amount. Those employed July 1, 1989 or 27
later are only eligible for the level formula method.
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(b) State Patrol Retirement Fund
The State Patrol Retirement Fund includes only the State Patrol Retirement Plan, a single-
employer plan. Membership is limited 1o only those state employees who are state troopers,
conservation officers, or crime bureau officers.

Membership statistics at June 30, 1994 were as follows:

Minnesota Statutes, Section 352B.02 requires that eligible employees contribute 8.50% of their
totalcompensation; the matching employer contributionis 14.88%. Members become eligible
for normal retirement benefits upon reaching the age of 55 with a minimum of three years of
service. The benefit is 2.5% of the high five year average salary for each year of service.

(c) Correctional Employees Refirement Fund
The Correctional Employees Retirement Fund includes only the Correctional Plan, a single-
employer plan. Membership is limited to only those state employees who have direct
responsibility for inmates at Minnesota correctional facilities.

Membership statistics at June 30, 1994 were as follows:




Minnesota State Retirement System

Minnesota Statutes, Section 352.91 requires that eligible empoyees contribute 4.90% of their total
compensation; the matching employer contribution is 6.27%.

Members become eligible for normal retirement benefits upon reaching the age of 65 with a
minimum of three years of service. The benefit is 2.5% of the high five year average salary for
each year of service payable for 84 months or until age 65. At age 65 or after 84 months but not
before age 62, benefits revert 1o those of the General Employees Plan.

(d) Judges Retirement Fund
The Judges Retirement Fund includes only the Judges Retirement Plan, a single-employer plan.
Active membership is limited to Minnesota district, appellate and Supreme Court judges. Retir-
ees also include municipal and county court judges.

Membership statistics at June 30, 1994 were as follows:

Minnesota Statutes, Section 490.123 requires that eligible employees covered by Social Security
conftribute 6.27% of the total compensation, employees not covered by Social Security contrib-
ute 8.15%. The employer contribution is 22.00% for all employees.

Members become eligible for refirement benefits upon reaching the age of 65 with five years of
service, 62 with five years of service and a reduced benefit, or mandatory retirement af age 70
with one year of service. The benefit is 2.5% for each year of service prior to July 1, 1980 plus 3%
of same average salary for service after June 30, 1980. The formulais applied to the high five year —2—-9—
average salary.
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(e) General Fund Plans
The General Fund Plans include the Legislators Retirement Plan and the Elective State Officers
Plan, both of which are single-employer plans. Members of the Minnesota House of Represen-
tatives and Senate are included in the Legislators Retirement Plan; the Elective State Officers Plan
includes only the elected constitutional officers.

Membership statistics at June 30, 1994 were as follows:

Minnesota Statutes, Sections 3A.03 and 352C.09 require thatlegislators contribute 9.00% of their
salary including certain per diem payments and elected officers contribute 9.00% of their
salary. Both plans are funded by annual appropriations from the State’s General Fund.

Legislators become eligible for full retirement benefits uponreaching the age of 62 with éyears
of service or for areduced benefit at age 60 with the same service. The benefit is 2.5% per year
of service times the high five year average covered compensation, but not to exceed their
final annual compensation. The Elective State Officers Plan has the same benefit eligibility
requirements except a minimum of eight years of service is required.

14. Defined Confribution Plan
The Unclassified Fund includes only the Unclassified Employees Retirement Plan, a multiple-
employer defined contribution plan. Membership is limited to certain specified employees of
the State of Minnesota and various other statutorily designated entities. Membership statistics
at June 30, 1994 were as follows:
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Minnesota Statutes, Section 352D.01.12 authorize creation of this plan and specify contribution
rates of 4.07% for the employee and 6% for the employer. Member benefits vest only 1o the extent
of the value of their accounts; i.e., cumulative employee contributions and employer contribu-
tions plus investment income less administrative expenses. Retiremnent and disability benefits are
available through conversion, at the member’s option, to the General Employee Plan, provided
they have at least ten years of service.

Optional Retirement Annuities

Inthe defined benefit funds, two joint and survivor annuity options are available. Either 50% or 100%
joint and survivor options may be elected. Annuities take the form of joint and survivor options with
reversion to the single-life amount if the beneficiary predeceases. A fiffeen year certain and life
thereafter option is available, and for the Judges Plan, aten year certain option is provided. The
Legislators and Elective State Officers plans automatically provide a 50% benefit continuance to
a surviving spouse. Legislators can also elect additional survivor coverage.

Contingent Liability

The Unclassified Employees Retirement Plan, a defined contribution plan, permits employees who
were previously members of a Minnesota defined benefit plan or who have accrued ten ormore
years of service to elect a General Employees Refirement Plan option upon retirement. The
actuarially estimated value of this unfunded liability is $5,200,000.
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