Public Employees Retirement Association of Minnesota
60 Empire Drive, Suite 200 s,
Saint Paul, Minnesota 55103-2088
Member Information Services: 651-296-7460 or 1-800-652-0026
Employer Response Lines: 651-296-3636 or 1-888-892-7372
PERA Fax Number: 651-297-2547
PERA Website: www.mnpera.org

Y

May 18, 2009

Mr. Erik Simonson, President
Duluth Firefighters IAFF Local 101
602 WEST SECOND ST
DULUTH MN 55802

Dear Mr. Simonson:

PERA’s Executive Director, Mary Most Vanek, asked that I respond to your letter of May 8,
2009. You asked to be provided with any available correspondence between PERA staff and the
City of Duluth as it relates to the employer-paid amounts that have been reported as salary for
pension purposes for certain current and former employees of the City of Duluth.

Our records indicate that the initial communication on this matter between representatives of the
City of Duluth and PERA was made through the exchange of e-mails in July 2007. On July 31,
2007, Chris Arcand, a PERA staff member, advised City Auditor Wayne Parson that the
employer-paid amounts in question were not eli gible for PERA contributions. Enclosed are
copies of those e-mail communications. :

It is my understanding that PERA staff did not realize that the employer-paid amounts in
question dated back to the 1990’s until Duluth’s Chief Administrative Officer, Lisa Potswald,
pointed it out in her letter to PERA dated September 15, 2008 (enclosed).

Sincerely,

Cheryl K eating, Manager

Account Information Management Division

Public Employees Retirement Association

Enc. 8

EXHIBIT_Q___

Equal Oppornmity Employer }}



From: Wayné Parscn Tmailto;wparson@duluthmn.govl
Sént: Tuesday, July 31, 2007 '3:50 BEM
To: Chris.Arcand@state.mn.usl

Subject: PERA SPAN WARNTNG: PERA Salary Definition

‘Chlris;

Please see attéchménts; MY intéipretation bf the infofmatiép under'ﬂsa;ary not.Subject Lo
PERA'Withholding“.ip the PERA Employer Manual is that these "employer paid benefits are ot
" PERA salary and- ac

: cordingly employee and employer DERA conttibutiens should not be
withheld/paid. : C : '

Basic - Articie 8 - Please'see‘arpicie 8.8 Basic - Article 21 Please see article 21.1 (b)
chsa - Article 12 & 13 - Please see the last Paragraph in article 12.1 and article 13.1(b)

Wayne Parson, CPa o
City Auditor - City of Duluth
41l West 1st Street, Room 107
Duluth, MW 55802 . o
(218)73p-5028
wparson@duluthmn. gov =
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ARTICLE 12 - DEFERRED COMPENSATION

/5
3

. ‘ ‘ . b 2
12.1.  The employer shall allow an employee to participate in any def Fred compensation

plan of the employee's choice which meets the following criteria:

. a. It has been approved by the deferred compensation commission,

b. It quéliﬁes under the laws and regulations of the United States, State of ‘

Minnesota, Internal Revenue Service,

o c. The employer can accomplish any record keeping, data processing,
accounting, or administration of the plan by making a reasonable effort.

1

, . The employer shall not do any act to change, alter, amend, or terminate any employee's
deferred compensation plan without first giving at least sixty (60) days' written notice of its intention,

~ Zand completing the processing of any grievance brought conceming the proposed action, imless law,

ruling or order of the Internal Revenue Service reqiires it.

Coinciding withthe heal_th plan effective date in Article 13.2, the Employer shall contribute
two hundred twenty-nine dollars ($229) each month, for each employee enrolled in plan 3A hospital-
medical insurance, for contribution to a qualifying and approved deferred compensation plan, and/or
- for contribution to family-dependent hospital medical premium, as designated by the employee
during the open enroliment period for insurance selection, of at the time of a life event.

~ ARTICLE 13 - HOSPITAL-MEDICAL BENEFIT PLAN

13.1. Effective January 1, 2007, the_E;nployer will make available to employees
comprehensive hospital-medical benefit Plan 3A.

a.  The Employer agrees to pay for the employees witbo_ut claimed dependents
the entire cost of the premium for single employee hospital-medical benefit Plan 3A. '

BF

b. Effective January 1, 2007, the Employer will deposit the sum of seventy-five

dollars (§75) per month into a flexible benefits spending account and/or a qualifying and’approved
deferred compensation plan, as designated by the employee for each employee without cla%xned
dependents. The employee may change this designation during the annual open enrollment period
for insurance selection, or at the time of a life event. The employer agrees to deposit into the Group
Health Fund at the end of each calendar year, any unused balance in each employee’s flexible

benefits spending account. '

c. Afer thirty-six (36) months of continuous employment from the date of hire

for any permanent full-time employee hired on or after January 1, 2006, the Employer shall make
a one time deposit of twelve thousand dollars ($12,000) into a post employment health care savings

plan account established by the employer in the name of the employee. An employee is eligible for
one payment only ig his or her lifetime under this article. Said funds and accumulated interest shall

be made avai]ableﬁb tiie employee as required by law,

6




rom: : l - Chris Arcand

3ent: Tuesday, July 31, 2007 4:35 PM

To: ' ‘Wayne Parson’ '
Subject: RE: PERASPAM\NARNWG PERAS&myDémmon
dayne - .

I agree that these are employer paid beneflts not employee;

'that volﬁntarily reduces the
zmployee's salary’ o '

PheIEfqre, they would not be eligible for PERA contfibutionél
Thank you for contacting;me;
“hris Arcand

PERA Rligibility
17888}892—7372 (ext.3)



CITY OF DULUTH

CHIEF ADMINISTRATIVE OFFICER
411 West First Street, Room 402
Duluth, Minnesota 55802

UTH _ LISA POTSWALD
111 218/730-5319  FAX 218/730-5004 Chief Administrative Officer

il Ipotswald @ duluthmn.gov
September 15, 2008

Ms. Mary Most Vanek

Executive Director :

Public Employees Retirement Association
60 Empire Drive, Suite 200

St Paul, MN 55103

I'am writing to inform you about an error inade by the City of Duluth in the treatment of certain

- employer-paid benefits as salary subject to PERA taxes. The City makes payments to its employees for
benefits best characterized as an insurance supplement payment. The City Auditor discussed this issue
with Chris Arcand from your office some time ago. After reviewing our bargaining agreements it was

Mr. Arcand’s interpretation these employer paid benefits should not have been reported as PERA salary
and, accordingly, not subject to PERA taxes. o

The City has made these insurance supplement payments for a number of years dating back to the
1990’s. The amount of PERA contributions made over the vears for these employer paid benefits is a

substantial amount of money. The City has discontinued treating insurance supplemenit payments as
PERA salary subject to PERA taxes. ‘

My concerns about this issue extend beyond the fact that we made an error that impacts PERA taxes and
retiree pensions. This error went undetected for a number of years. Our annual financial statement audit
conducted by the Office of the State Auditor did not detect this error. Finally, it appears that PERA
relies upon governmental employers correctly interpreting the PERA Employer Manual for compliance.
It is quite possible other governmental employers may be making this same mistake.

If you need additional information regarding the insurance supplement payments that were mcorrectly
reported as PERA wages, please contact the City Auditor, Wayne Parson CPA, at
maarson@duluﬂmmgov or at (218)-730-5028.
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