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General Nature of Prooosal: Financial sustainability plan provisions and contribution revisions. 

Date of Summary: March 2, 2013 

Specific Proposed Changes 

• Reduces the benefit accrual rate; creation of Tier I and Tier II. 

• Reduces the annual post-retirement adjustment rate for current retired judges. 

• Increases the normal retirement age for Tier II benefit program~ 

• Eliminates the service credit maximum for Tier II benefit program. 

• Increases member and employer contribution rates. 

Policy Issues Raised by the Proposed Legislation 

1. Appropriateness of reducing the post-retirement adjustment rate for current retired judges. 

2. Appropriateness of the creation of another post-retirement adjustment mechanism. 

3. Appropriateness of intended benefit diminutions. 

4. Appropriateness of the funding trigger for restoration of full post-retirement adjustments. 

5. Appropriateness· of conditioning a member contribution rate increase on a judicial salary 
increase. 

6. Uncertain positive actuarial impact from the creation of Tier II. 

7. Unclear extent of the reversal of the current Judges Retirement Plan contribution deficiency. 

8. Drafting considerations: clarification of Minnesota Statutes, Section 356.315. 

Potential Amendments 

S0983-1A makes structural and clarifying changes without any intended substantive impact. 

S0983-2A amends Minn. Stat. Sec. 356.315, and specifically indicates in the statutory language 
to which retirement plan or plans each benefit accrual rate applies. 

S0983-3A amends the various retirement plan retirement annuity computation statutes to 
reintroduce the applicable benefit accrual rate for each plan, program, and tier. 

S0983-H0953 Summary 



State of Minnesota \ LEGISLATIVE coMMISSION oN PENSIONs AND RETIREMENT 

TO: 

FROM: 

Members of the Legislative Commission on Pensions and Retirement 

Lawrence A. Martin, Executive Director jail 
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DATE: March 2, 2013 

General Summary of S.F. 983 (Cohen); H.F. 953 (Hilstrom) 

S.F. 983 (Cohen); H.F. 953 (Hilstrom) amends Minnesota Statutes, Chapters 356 (Retirement, Generally) 
and 490 (Judges Retirement), to make modifications in the Uniform Judges Retirement Plan, as follows: 

1. Reduced Benefit Accrual Rate; Creation of Tier I and Tier II. The benefit accrual rates (2. 7% of the 
highest five successive years average salary for allowable service before July 1, 1980, and 3.2% for 
allowable service after June 30, 1980) of the Judges Retirement Plan are reduced as the Tier II benefit 
program for judges who first take office after June 30, 2013, and for judges in office on June 30, 2013, 
with 1ess than five years of allowable service credit who elect to be covered by the Tier II benefit 
program. (Sec. I, 5, 9, II) 

2. Reduced Annual Post-Retirement Adjustment Rate for Current Retired Judges. The 2010 redqced 
(2% instead of2.5%) annual post-retirement adjustment rate is further reduced to 1.75% annually until 
the funded ratio of the Judges Retirement Plan, measured on a market value of assets basis, equals or 
exceeds 70%. (Sec. 2-3) 

3. Increased Normal Retirement Age for Tier II Benefit Program. The normal retirement age of the 
Tier I benefit program remains at age 65, but is reset at age 66 for the Tier II benefit program. (Sec. 4) 

4. Elimination of Service Credit Maximum for Tier II Benefit Program. The service credit maximum 
applicable to the Judges Retirement Plan, generally 24 years of allowable service credit, are 
eliminated for judges covered by the Tier II benefit program. (Sec. 6) 

5. Revised Contribution Rates. The employer contribution rate required to be made by the State court 
Administrator for all judges is increased from 20.5% of covered salary to 22.5% of covered salary, the 
member contribution rate for judges covered by the Tier I benefit program is increased from 8.0% of 
covered salary to 9.0% of covered salary, and the member contribution rate for judges covered by the 
Tier II benefit program is set at 7.0% of covered salary: (Sec. 7-8, 10) 

Section-by-Section Summary 

A section-by-section summary of S.F. 983 (Cohen); H.F. 953 (Hilstrom) is attached. 

Background Information on Relevant Topics 

Background and related information applicable to the. Judges Retirement Plan and potential modifications 
in the retirement plan are as follows: 

• Attachment A: Summary of the actuarial work for the Judges Retirement Plan 1992-2012. 
• Attachment B: History and significant features of the Uniform Judges Retirement Plan. 
• Attachment C: Analysis from Mark Shepard, House Research, and Stephanie James, Senate 

Counsel, of the application of Article VI, Section 5, of the Minnesota Constitution to 
potential Judges Retirement Plan benefit modifications. 

• Attachment D: Information on the 2010-2011 Minnesota post-retirement adjustment modifications. 

Technical Amendment 

Amendment S0983-1A makes various structural and clarifying changes without any intended substantive 
impact. 

Discussion and Analysis 

S.F. 983 (Cohen); H.F. 953 (Hilstrom) amends portions ofMinnesota Statutes, Chapters 356 and 490, to 
create a second tier benefit plan in the Judges Retirement Plan with a reduced benefit accrual rate, and 
increased normal retirement age, and without a service credit maximum, to downsize annual post-
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retirement adjustment rates for current retired judges to 1. 75% annually until the funded rates on a market 
value basis of the Judges Retirement Plan reaches 70%, increases the employer contribution to the Judges 
Retirement Plan by 2% of covered salary after June 30, 2013, and increases the member contribution to 
the Judges Retirement Plan by 1% of covered salary at the start of the payroll period beginning after the 
granting of an increase in judicial salaries of at least 1%. 

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

1. Appropriateness ofReducing the Post-Retirement Adjustment Rate for Current Retired Judges. The 
policy issue is whether or not the reduction in the post-retirement adjustment rate for the Judges 
Retirement Plan, affecting current retired judges, from 2% to 1. 7 5% annually until the retirement plan 
becomes financially solvent is appropriate. The reduction in post-retirement adjustment rates produces 
immediate and significant reductions in a retirement plan's actuarial accrued liability, making it a 
valuable component of any attempt to gain financial sustainability. However, reducing future post
retirement adjustments for current retirees can be problematic, especially for retired judges. In 2010, 
legislation was enacted that downsized the post-retirement adjustment rates for the various statewide 
retiremynt plans, including the Judges Retirement Plan. Subsequent Minnesota district court litigation, 
Howard Swanson et al v. State ofMinnesota (62-CV-10-05285), challenged the post-retirement 
adjustments. The litigation, with plaintiffs from the General State Employees Retirement Plan of the 
Minnesota State Retirement System (MSRS-General), the General Employees Retirement Plan of the 
Public Employees Retirement Association (PERA-General), and the Teachers Retirement Plan (TRA), 
but with no plaintiffs from the Judges Retirement Plan, determined on a motion for summary judgment 
by Ramsey District Court Judge Gregg Johnson, was not successful, with the judge finding that the 
Legislature in 2010 made a modest and reasonable alteration of post-retirement adjustment amount in 
_an attempt to find a balanced approach to address an unprecedented financial deterioration suffered by 
the retirement plans that did not rise to constitutional proportions. The district court, in its decision, 
indicated that the primary Minnesota Supreme Court decision on judicial pension changes, Sylvestre v. 
Minnesota, 214 N.W.2d 658 (Minn. 1973), was determined by the Supreme Court in Christensen v. 
Minneapolis Municipal Employees Retirement Fund, 331 N.W.2d 740 (1983), as presenting a 
unilateral contract theory of Minnesota judicial retirement benefits that had no application outside its 
unique facts. The plaintiffs in Swanson did not appeal the district court decision to the Minnesota 
Court of Appeals. Whether the ruling in Sylvestre, which applied to judicial retirement benefits, 
created as a unilateral contract by a judge rendering service, which found that judicial retirement 
benefits were deferred judicial compensation, and which found that retirement benefits were 
consequently protected by the no diminishment clause of Section 5 of Article 6 of the Minnesota 

. Constitution really has no current application to a downsizing of judicial pension benefits may not be a 
wise conclusion. The Commission should consider taking testimony from retired judges affected by 
the proposed legislation to ascertain the adequacy of communications with the retired judges group 
and whether that communication could rise to the level of implicit bargaining that the Minnesota 
Supreme Court has found binding on all judges in Anderson v. State, 214 N.W.2d 668 (Minn. 1973). 

2. Appropriateness of the Creation of Another Post-Retirement Adjustment Mechanism. The policy 
issue is whether or not the creation of yet another post-retirement adjustment mechanism is 
appropriate. In 2010 and 2011 financial sustainability retirement legislation, the Legislature created 
eight different post-retirement adjustment mechanisms to replace the single 2008-2009 post-retirement 
adjustment mechanism applicable to the 13 statewide and major local retirement plans. The post
retirement adjustment proposed for the Judges Retirement Plan provides for a smaller annual post
retirement adjustment rate than the 2010 mechanism (1.75% instead of2.0%), with a longer waiting 
before the initial post-retirement adjustment than the 2010 mechanism (18 months instead of six 
months), but with a more moderate trigger for the return to the 2008-2009 mechanism (70% funded on 
a market value of assets basis instead of90% on a market value of assets basis). 

3. Appropriateness of Intended Benefit Diminutions. The policy issue is whether or not it is appropriate 
for the Commission to recommend the benefit diminution in the form of the reduced post-retirement 
adjustment rate contained in the proposed legislation. The Commissions Pension Policy Principle 
II.C.22. provides: 

II.C.22. No Intended Ultimate Benefit Diminutions 

1. In recommending benefit plan modifications, the imposition of reductions in overall benefit 
coverage for existing pension plan members should not be recommended. 

2. The imposition of a reduction in overall benefit coverage may be imposed for new pension plan 
members in order to achieve sound pension policy goals. 

3. A reduction in some aspect or aspects of benefit coverage may be recommended in combination 
with a proposed benefit increase or benefit increases in implementing sound pension policy goals. 
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If the proposed benefit reduction for the Judges Retirement Plan is to be justified under the 
Commission's policy principles, it must be demonstrated that the diminishment is necessary to achieve 
sound pension policy goals, since the reduction is not part of a benefit decrease for benefit increase 
trade. While the maintenance of financial sustainability is clearly an implicit goal ofMinnesota's 
public pension programs, it is unclear whether simple actuarial liability and cost reductions would 
have been the type of goals contemplated in the pension policy principles. 

4. Appropriateness of the Funding Trigger for Restoration of Full Post-Retirement Adjustments. The 
policy issue is whether or not it is appropriate to set the trigger for the return to the full2.5% annual 
automatic post-retirement adjustment rate at 70% funded on a market value asset basis rather than at 
90% funded on a market value. The Judges Retirement Plan is funded on a market value basis at 
51.17% as of July 1, 2012, down from 59.73% on the same basis as of July 1, 2011. The lowest 
previous trigger recommended by the Commission was for the two first class city teacher retirement 
fund associations at 80%, when, on a market value of assets basis, the Duluth Teachers Retirement 
Fund Association (DTRF A) would shift from no adjustment to a 1% adjustment rate and, on an 
actuarial value of assets basis, the St. Paul Teachers Retirement Fund Association (SPTRF A) would 
shift from a 1% adjustment rate to 2%. The 70% trigger is more obtainable by the Judges Retirement 
Plan than the 90% trigger, but implicit in most of the post-retirement adjustment mechanisms 
recommended by the Commission is a view that 90% funded on a market value of assets basis 
constitutes financial sustainable. Since upon attaining 70% funded status on a market value of assets 
basis, the Judges Retirement Plan would immediately shift to a 2. 5% automatic adjustment rate, a 
42.9% increase in the post-retirement adjustment liability is likely to have an immediate substantial 
decline in that newly obtained 70% funded ratio. 

5. Appropriateness of Conditioning a Member Contribution Rate Increase on a Judicial Salary Increase. 
The policy issue is whether or not it is appropriate to condition a member contribution rate increase 
for the Judges Retirement Plan on the occurrence of a judicial pay raise. The Judges Retirement Plan 
member contribution currently only pays 40.98% of the normal cost and expenses of the plan, 
compared to 67.29%, 88.90% and 74.12% respectively for the General State Employees Retirement 
Plan of the Minnesota State Retirement System (MSRS-General), the General Employees Retirement 
Plan of the Public Employees Retirement Association (PERA-General), and the Teachers Retirement 
Plan (TRA), and the Judges Retirement Plan member contribution currently only pays 18.11% of the 
total actuarial funding requirement of the retirement plan, compared to 40.58%, 43.22% and 34.67% 
respectively for MSRS-General, PERA-General, and TRA. If the practice with MSRS-General, 
PERA-General, and TRA represents good pension policy, the member contribution for the Judges 
Retirement Plan is considerably understated and an increase would be in order. A 1% increase, 
applicable only to current judges retaining Tier I coverage, would increase the member share of the 
Judges Retirement Plan normal cost and expenses figure to 46.43% and would increase the total 
actuarial requirements share to 20.52%, still far from the MSRS-General, PERA-General, and TRA. 
The member contribution for the new Tier II coverage would remain at the 7. 00% level. The Tier I 
member contribution increase becomes effective only if the Legislature grants a judicial salary 
increase of at least 1%. No member contribution increase in any other Minnesota public pension plan 
has been conditioned in the enacting legislation on the occurrence of a salary increase. The 
conditioning of the salary increase on a judicial salary increase seems to reflect the trade for value 
sensibility that is found in the 1973 judicial retirement cases of Sylvestre and Anderson. If retired 
judges can be compelled to take a further reduction in their automatic post-retirement adjustment rate 
without any clear trade for comparable value, it is unclear why the active member.contribution rate 
increase is premised on a salary increase of equal or greater value. 

6. Uncertain Positive Actuariallmpact from the Creation of Tier II. The policy issue is whether or not 
the creation of a Judges Retirement Plan Tier II package of a slightly increased normal retirement age, 
a 21 .. 9% reduction in the applicable benefit rate, the elimination of any salary credit maximum, and no 
member contribution rate increase provides any eventual net actuarial cost reductions that could 
improve the funded condition or contribution adequacy of the retirement plan. Tier II is mandatory 
for all judges elected or appointed after June 30, 2013, and is available to be elected by all judges with 
less than five years of service as of the date of the election if elected or appointed as a judge before 
July 1, 2013. The election period sunsets for current short-service judges on January 1, 2014. As of 
June 3 0~ 2012, there were 46 judges with less than three years of allowable service credit in the Judges 
Retirement Plan and another 33 judges with between three years and five years of allowable service 
credit in the Judges Retirement Plan. The one-year increase in the normal retirement age (from age 65 
to age 66) and the elimination of any service credit maximum could induce judges to delay retirement, 
potentially saving some actuarial cost, and the benefit accrual rate reduction will reduce pension 
liabilities, but the lack of any member contribution increase provides rio positive pension liability 
impact, and the benefit downsizings will make the Judges Retirement Plan less desirable to practicing 
lawyers and could add to reported judicial recruitment problems. If the creation of Tier II prompts a 
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significant increase in the average entry age of new judges, that demographic factor could offset or 
overwhelm any actuarial gain from the creation of the new tier. 

7. Unclear Extent of the Reversal of the Current Judges Retirement Plan Contribution Deficiency. The 
policy issue is whether or not the changes included in the proposed legislation will make any sizeable 
reversal of the current 13.5% of covered salary deficiency when the contributions of the retirement 
plan are compared with its full actuarial funding requirement, expressed as a percentage of covered 
salary. The following indicates the actuarial valuation results for the Judges Retirement Plan as of 
July 1, 2013, the actuarial cost estimate of the impact of the benefit changes in the proposed 
legislation, and the actuarial condition of the retirement plan as of July 1, 2012, if the proposed 
changes were in effect on that date: 

Membership 
Active Members 
SeNice Retirees 
Disabilitants 
SuNivors 
Deferred Retirees 
Nonvested Former Members 

Total Membership 

Funded Status 
Accrued Liability 
Current Assets 
Unfunded Accrued Liability 

Funding Ratio 

Financing Requirements 
Covered Payroll 
Benefits Payable 

Normal Cost 
Administrative Expenses 
Amortization 

Total Requirements 

Employee Contributions 
Employer Contributions 

Total Contributions 

Total Requirements 
Total Contributions 

Deficiency (Surplus) 

Judges 
Retirement Plan 

FY2012 

51.46% 

308 
190 
25 
99 
17 
0 

639 

$281,576,000 
$144,898,000 
$136,678,000 

$40,557,000 
$18,539,000 

Actuarial Impact 
of Contribution 
Rate Increases 

$406,000 

$1,000 

Actuarial Impact 
of Post-Retirement 

Adjustment 
Rate Change 

Resulting Condition 
Judges 

Retirement Plan 

. 308 
190 
25 
99 
17 
0 

639 

($5,200;000) $276,376,000 
$144,898,000 

($5,200,000) $131,478,000 
0.90% 52.43% 

(0.30%) 

(0.90%) 

($123,000) 17.88% 

$40,963,000 
$18,539,000 

18.18% 
0.17% 

23.17% 
41.52% 

$7,374,000 
$69,000 

$9,397,000 
$16,840,000 $1,000 (1.20%) 

0.17% 
($369,000) 22.27% 
($492,000) 40.32% 

$7,324,000 
$70,000 

$9,122,000 
$16,516,000 

7.52% 
20.50% 
28.02% 

$3,050,000 1.00% 
$8,314,000 2.00% 

$11,364,000 3.00% 

$410,000 
$820,000 

$1,230,000 

8.52% 
22.50% 
31.02% 

$3,460,000 
$9,134,000 

$12,594,000 

41.52% $16,840,000 (1.20%) ($492,000) 40.32% $16,516,000 
28.02% $11,364,000 3.00% $1,230,000 31.02% $12,594,000 
13.50% $5,476,000 3.00% $1,230,000 (1.20%) ($492,000) 9.30% $3,922,000 

8. Drafting Considerations: Clarification ofMinnesota Statutes~ Section 356.315. The policy issue is 
whether or not to clarify the specification of the benefit accrual rates in Minnesota Statutes, Section 
356.315. In 1997, as part of the Benefit Uniformity Legislation enacted that year, the various benefit 
accrual rates of the various. statewide and major local retirement plans were moved from their 
respective statute chapter to a single statute in Minnesota Statutes, Chapter 356, the Retirement, 
Generally law. The Office of the Revisor of Statutes notes that the current format of Minnesota 
Statutes, Section 356.315, has gotten more complex and the only clear indication of the retirement 
plan or program to which each benefit accrual rate specification applies can only be found in the 
headnote, which under Minnesota Statutes, Section 645.49, are more "catchwords" and are not part of 
the statute. Before the Revisor of Statutes attempts to resolve the lack of clarity in applicability in 
Minnesota Statutes, Section 356.315, the Commission staff decided to attempt to clarify the benefit 
accrual rates. Attached are two alternative amendments to address the issue: 

Amendment S0983-2A amends Minnesota Statutes, Section 356.315, and specifically indicates in the 
statutory language to which retirement plan or plans each benefit accrual rate applies. 

Amendment S0983-3A amends the various retirement plan retirement annuity computation statutes to 
reintroduce the applicable benefit accrual rate for each plan, program, and tier. 
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Section by Section Summary of S.F. 983 (Cohen); H. F. 953 

Retirement 
Sec. Pg.Ln Stat Provision Plan Subject Matter Summary 

1.11 356.315, Judges Plan Benefit Sets the Tier li benefit program benefit accrual rate at 2.5%. 
New Subd. 8a accrual rate 

2 1.15 356.415, Judges Plan Post-retirement Adds an exception for the Judges Retirement Plan to the 2009 2.5% annual post-
Subd. 1 adjustments retirement adjustment provision. 

3 2.17 356.415, Judges Plan Post-retirement Sets the annual post-retirement adjustment on and after January 1, 2014, at 1.75% 
Subd. 1f. adjustments annually until the Judges Plan becomes 70% funded on a market value of assets basis. 

4 3.12 490.121, Judges Plan Benefit accrual Limits the current normal retirement age of 65 to the Tier I benefit program and sets the 
Subd. 21f and normal Tier II benefit program norn:al retirement age at 66. 

retirement age 

5 3.17 490.1221 Judges Plan Benefit tiers Delineates the coverages of the Judges Retirement Plan Tier I benefit program and the 
Tier II benefit program. 

6 3.28 490.1222 Judges Plan Benefit Excludes Judges Retirement Plan Tier II members from the service credit limit applicable 
maximum to Tier I. 

7 4.1 490.123, Judges Plan Member Increases the Tier I member contribution rate to 9.00% of covered salary and sets the 
Subd. 1a contributions Tier II member contribution rate at 7.00% of covered salary. 

8 4.15 490.123, Judges Plan Employer Increases the employer contribution rate on all benefit program tiers to 22.5% of covered 
Subd. 1b contributions salary. 

9 4.26 490.124, Judges Plan Benefit plan Retains the current normal retirement annuity calculation for Tier I benefit program 
Subd. 1 tiers judges and specifies the normal retirement annuity calculation, with a prospective post-

12/31/13 service accrual rate reduction. 

10 5.24 Uncoded Judges Plan Salary Excludes from any post-2012 judicial salary increase for Tier I judges if the increased 
increase member contribution rate is not deducted from the judge's salary. 
condition 

11 5.30 Uncoded Judges Plan Benefit plan Authorizes pre-7/1/2013 judges to elect benefit program Tier II benefit coverage. 
tier election 
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