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Background on Closed Pension FundsBackground on Closed Pension Funds
• Minneapolis has three local closed public 

pension plans for which it provides financial 
support

– Minneapolis Employees Retirement Fund (MERF)
– Minneapolis Police Relief Association (MPRA)
– Minneapolis Fire Fighters Relief Association (MFRA)

• City contributions to MFRA, MPRA and 
MERF (employer & employee) are mandated 
by MN statute and vary up or down based on 
financial and demographic circumstances



Background on Closed Pension FundsBackground on Closed Pension Funds
continuedcontinued

• City has always fully funded all required 
contributions to these funds as required by 
statute

• Major Pension Cost Drivers:  
– Mortality Assumptions
– Salary Assumptions 
– Investment Return Assumptions



Background on Closed Pension FundsBackground on Closed Pension Funds
continuedcontinued

• The City’s closed pension funds are all defined 
benefit arrangements

• Defined Benefit – An arrangement involving an 
employer’s promise to provide specific benefits 
upon separation or retirement

• Defined Contribution – An arrangement 
involving an employer’s promise to make regular, 
agreed-upon contributions on behalf of employees 
for benefits to be received following separation or 
retirement



Basis of BenefitsBasis of Benefits
• MERF – Based on the average of highest five years 

salary within the last ten years of employment and 
years of creditable service at the date of retirement.  
Benefit amount will be 2% of that average salary for 
each of the first ten years of service and 2.5% of that 
salary for each year over ten years of service.  
Increases in City contracts only affect current 
employees.    

• MPRA – Based on salary and benefits increases for a 
top grade patrol officer as defined in the City’s labor 
contract.  Increases affect all pensioners’ benefits.

• MFRA – Based on salary and benefits increases as 
defined in the City’s labor contract for a first grade 
fire fighter. Increases affect all pensioners’ benefits.



Financial ChallengesFinancial Challenges--
Closed Pension Funds  Closed Pension Funds  

• Closed pension funds have an unfunded 
liability

– Negative stock market performance in 2001-2003

– Employees are retiring at a younger age and living 
longer than current actuarial assumptions for these 
demographic factors (MFRA’s mortality 
assumption was updated in 2005 by LCPR; other 
MFRA assumptions and MPRA assumptions may 
be updated in the future; this will cause unfunded 
liability amounts to change.)



What does an 8 percent annual property tax What does an 8 percent annual property tax 
increase support? ($106 million in revenue increase support? ($106 million in revenue 

increase over 5 years)increase over 5 years)

*  This revenue increase is not sufficient to cover the cost of providing current 
services making reductions in spending (services) necessary. This includes 
increases for Park and Library boards.

Internal 
Service 

Fund Debt
11%

*Increased 
Costs for 
Services 
Provided

78%

Pension 
Obligations

11%



Roles and ResponsibilitiesRoles and Responsibilities
• City, Pension Boards and State

– Roles and responsibilities are different and 
separate for the three entities

– State sets the rules (laws that govern the pension 
boards including formula assumptions)

– City has significant financial exposure but 
minimal or no control over investment and 
benefit decisions

– Pension Boards have the authority to make 
investment and benefit decisions, but do not 
have the financial exposure. The majority of 
board members are beneficiaries.  



Roles and ResponsibilitiesRoles and Responsibilities
City of Minneapolis’ Closed Pension SystemsCity of Minneapolis’ Closed Pension Systems

Responsibility City State
Pension Boards 
(Beneficiaries)

►Set overall benefit and 
investment policies; 
funding responsibilities

X X

►Assumptions X
►Administer benefits X
►Set annual adjustments 
to benefits, including 
supplemental benefits 
based on performance

X

►Investment policy and 
management X
►Assure funding of 
liabilities

Contribute annual 
amounts to 

eliminate unfunded 
liabilities; unlimited 

property tax 
authorized to meet 
annual contribution 

amounts

Contribute fixed 
annual amounts



Roles and ResponsibilitiesRoles and Responsibilities
continuedcontinued

• City has tried to influence the Pension Boards’ 
investment policy and management decisions, 
for example:  

City Council Resolution 2000R-061 (February 18, 2000) 
reads, “If the Minneapolis Police Relief Association fails to 
maintain pension fund management practices consistent 
with professional fiduciary responsibilities, the City will 
seek legislation that would transfer responsibilities for 
investing pension assets from the local association to the 
State Board of Investment.”



2006 Proposed Legislative Agenda2006 Proposed Legislative Agenda

“Minneapolis supports pension reform 
legislation that provides responsible pension 
management and governance while addressing 
the City’s long-term financial obligations and 
maintaining the City’s commitments to 
retirees.  Legislation relating to any of the 
City’s three closed pension plans must contain 
a local approval clause.”



Pension Benefits Pension Benefits –– Closed PlansClosed Plans
Plans provide retirement, disability and survivor benefits to its 
members.  Plan members are not covered by social security for 
their work at the City. (They may however, receive it for other 
non-City employment.)  

Average annual benefit for retirees:

-MERF: $36,452 per year as of 6/30/06
1,328 retirees/241 active members

-MFRA: $40,626 per year as of 12/31/05
385 retirees/37 active members

-MPRA: $43,977 per year as of 12/31/05
664 retirees/17 active members



Funding of PensionFunding of Pension--Related ObligationsRelated Obligations
City ContributionsCity Contributions

• Annual contributions to pension funds (for unfunded 
liability payments) will be funded from a 
combination of current property tax revenue, other 
current city revenue, and bond proceeds

• City issued bonds in 2002-2004 to meet a portion of 
its pension obligations in order to avoid extraordinary 
increases in property taxes (and/or extraordinary 
reductions in City services)

• City currently plans to issue MERF bonds in 2007 
and 2008



Why Did We Issue Bonds?
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Why Did We Issue Why Did We Issue BondsBonds?  (Data for Previous Slide) ?  (Data for Previous Slide) 
 Closed Pension Levy 

without Bonding  If We Hadn't Bonded 
  Closed Pension Related 

Levy with Bonding 
2002 7.4 0.0 7.4
2003 36.0 (27.5) 8.5
2004 44.0 (32.7) 11.3
2005 32.7 (19.2) 13.5
2006 16.8 (3.8) 13.0
2007 27.6 (11.7) 15.9
2008 14.9 4.1 19.0
2009 11.1 10.9 22.0
2010 21.2 3.8 25.0
2011 20.0 8.0 28.0
2012 22.0 9.0 31.0
2013 22.1 8.9 31.0
2014 22.3 8.7 31.0
2015 23.4 7.6 31.0
2016 23.0 8.0 31.0
2017 23.5 7.5 31.0
2018 23.4 7.6 31.0
2019 25.1 2.9 28.0
2020 2.4 20.6 23.0
2021 1.3 16.7 18.0
2022 1.2 11.8 13.0
2023 1.0 7.0 8.0
2024 0.9 3.1 4.0
2025 0.9 0.1 1.0
2026 0.8 0.2 1.0

TOTAL: $ 425 M $51 M $477 M



Closed Pension Funds Closed Pension Funds –– Funding RatiosFunding Ratios

As of 
June 
30th:

Percent   
Funded

As of 
December 

31st:
Percent    
Funded

As of 
December 

31st:
Percent   
Funded

1988 78% 1988 50% 1988 73%
1989 80% 1989 57% 1989 73%
1990 82% 1990 61% 1990 75%
1991 74% 1991 69% 1991 77%
1992 74% 1992 74% 1992 81%
1993 76% 1993 79% 1993 83%
1994 75% 1994 78% 1994 82%
1995 78% 1995 83% 1995 82%
1996 80% 1996 83% 1996 84%
1997 84% 1997 90% 1997 91%
1998 89% 1998 105% 1998 93%
1999 93% 1999 109% 1999 93%
2000 93% 2000 108% 2000 87%
2001 93% 2001 104% 2001 75%
2002 92% 2002 87% 2002 67%
2003 92% 2003 81% 2003 65%
2004 92% 2004 90% 2004 69%
2005 92% 2005 86% 2005 77%

Historical Funding Ratios
MPRAMFRAMERF



Funding of PensionFunding of Pension--Related Obligations Related Obligations 
City ContributionsCity Contributions

• City is currently estimating pension-related 
obligations between 2002-2026 to be approximately 
$630.5 million

– MERF 37.8% of total, or $238.0 million
– MPRA 36.4% of total, or $229.7 million
– MFRA 17.0% of total, or $107.2 million

TOTAL: 91.2% of total, or $574.9 million



Funding of PensionFunding of Pension--Related Obligations Related Obligations 
Estimated Costs for 2002Estimated Costs for 2002--20262026
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Total 
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Total 
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Total 
$257.8



Funding of PensionFunding of Pension--Related Obligations Related Obligations 
City ContributionsCity Contributions

• City is currently estimating pension-related 
obligations between 2007-2026 to be approximately 
$546.5 million

– MERF 38.0% of total, or $207.7 million
– MPRA 35.1% of total, or $191.9 million
– MFRA 18.8% of total, or $102.4 million

TOTAL: 91.9% of total, or $501.9 million



Projected 2007 City Contributions to Projected 2007 City Contributions to 
Pension FundsPension Funds

City will contribute a total of $40.2 
million to three closed pension funds:   

-MPRA $3,625,000 levy
-MFRA $3,086,000 levy
-MERF $33,500,000 ($2.4 M levy, 

$24 M bonds, $7.1 M 
cash set-asides)



2007 City & State Aid Contributions2007 City & State Aid Contributions

Prop Taxes Non-Tax State Aid
MERF Current Sources $9.5 M - $5.6 M
MERF Debt-Financed $11.8 M $12.2 M -
MFRA Current Sources $3.1 M - $1.3 M
MFRA Debt-Financed - - -
MPRA Current Sources $3.6 M - $6.6 M
MPRA Debt-Financed - - -

TOTALS $28.0 M $12.2 M $13.5M



Current LitigationCurrent Litigation

• City of Minneapolis vs MPRA and MFRA 
lawsuit is based on the City’s assertion that the 
funds having been making overpayments of 
benefits to members based on differences in 
unit values.



*  This revenue increase is not sufficient to cover the cost of providing current 
services making reductions in spending (service) necessary. This includes 
increases for Park and Library boards.

What did an 8 percent annual property tax What did an 8 percent annual property tax 
increase support last year? increase support last year? 

($98 million, 2007($98 million, 2007--2011)2011)

Internal 
Service 

Fund Debt
9%

*Increased 
Costs for 
Services 
Provided

66%

Library 
Referendum 

Debt
2%

Pensions 
Obligations

23%



PERAPERA

• New employees are either members of  
PERA or PERA Police and Fire plans 

• PERA is a defined benefit plan whereby the 
benefit is determined by a formula based on 
years of public service and average salary 
during the highest consecutive five-year 
salary



PERA Contribution Rate Increases and PERA Contribution Rate Increases and 
Employer ImpactEmployer Impact

Year
Employee 

Rate
 Employer 

Rate 
Employee 

Rate
 Employer 

Rate 

 Annual $ 
Cost 

Increase for 
Employer 

 Cumulative $ 
Increase for 

Employer  
2005 5.10% 5.53% 6.20% 9.30% NA NA 
2006 5.50% 6.00% 7.00% 10.50% $2.2 M $2.2 M
2007 5.75% 6.25% 7.80% 11.70% $1.9 M $4.1 M 
2008 6.00% 6.50% 8.60% 12.90% $1.9 M $6.0 M
2009 6.00% 6.75% 9.40% 14.10% $1.9 M $7.9 M 
2010 6.00% 7.00% 9.40% 14.10% $1.1 M $9.0 M

Coordinated Plan Police/Fire Plan Impact on City



Teachers Retirement Association (TRA)Teachers Retirement Association (TRA)

• Minneapolis Teachers Retirement Fund 
Association (MTRA) merged into TRA 
effective July 1, 2006

• City’s annual contribution of $2.25 million to 
TRA through 2037 is mandatory and triggers a 
matching state contribution under MN statute

• 2002-2026 City contributions to MTRA/ TRA:  
$55.6 M



Questions?Questions?


