
SCFA RETIREMENT SUBCOMMITTEE 
MINUTES OF MEETING 
NOVEMBER 8, 2010 
 
[In these minutes: June 30, 2010 and September 30, 2010 Faculty Retirement Plan (FRP) 
Investment Performance Results, Retirement Benefit Comparison Data, Financial Calculator] 
 
[These minutes reflect discussion and debate at a meeting of a committee of the University of 
Minnesota Senate; none of the comments, conclusions or actions reported in these minutes 
represent the views of, nor are they binding on, the Senate, the Administration or the Board of 
Regents.] 
 
PRESENT:  Daniel Feeney, chair, Thomas Schenk, Gavin Watt, Nancy Fulton, Joe Jameson, 
Barry Melcher, Jackie Singer, Chris Suedbeck, Vernon Cardwell, Murray Frank, Kathryn Hanna, 
Harvey Keynes, Jennifred Nellis, Andrew Whitman, Vernon Eidman 
 
REGRETS: Jane Carlstrom 
 
OTHERS ATTENDING:  Rosalie O’Brien, counsel to the committee, Shonna Schroeder, 
retirement programs coordinator 
 
I).  Professor Feeney called the meeting to order and welcomed those present. 
 
II).  Members unanimously approved the October 4, 2010 meeting minutes. 
 
III).  Jackie Singer distributed copies of the period ending June 30, 2010 and September 30, 2010 
Faculty Retirement Plan (FRP) investment performance results for members to review.  She 
noted that while there is not a lot to comment on overall, it is worth calling members’ attention to 
the performance of the Vanguard Intermediate-Term Investment Grade Fund.  Mr. Suedbeck 
stated that the Retirement Plan Fiduciary Advisory Committee (RPFAC) is also monitoring this 
investment option. 
 
IV).  Professor Feeney called on Ms. Singer to present the comparison data she compiled related 
to the retirement plans of other educational institutions. 
 
Ms. Singer noted that the comparison data she compiled includes both defined contribution and 
defined benefit plans, and, as a result, contributions are only part of the total picture.  She began 
by explaining the differences between the two plans: 

• Defined contribution plan – A retirement savings plan whereby an employer promises to 
contribute a specified amount into an employee’s account, but with no guaranteed 
retirement benefit. 

• Defined benefit plan (traditional pension) – A pension plan in which an employee 
receives at set monthly amount upon retirement.  The monthly benefit amount is 
generally based on the participant’s wages and length of service. 

A major difference between these plans is that in a defined contribution plan, the employee bears 
all the risk, but under a defined benefit plan, the employer (and in some cases the employee) 



bears the risk.  For example, in the FRP (defined contribution plan) the University’s risk is 
limited to the contribution it pays in each pay period, and the employee bears the brunt of the 
risk that the funds he or she has at retirement will not be adequate.  In contrast, Minnesota State 
Retirement System (MSRS), a defined benefit plan, the employee and the institution share the 
risk because the liability for contributions is split 50/50. Given the differences between defined 
contribution and defined benefit plans, one way to compare retirement plans from one institution 
to another is by using a replacement ratio.  The replacement ratio is calculated by dividing the 
monthly benefit obtained from a retirement plan by the final monthly salary an employee is 
receiving when he or she retires. 
 
Moving on, Ms. Singer explained the scenario and assumptions she used to compile the 
retirement plan benchmark comparison data for the top ten public research institutions.  In 
response to a question, Ms. Singer stated that the replacement ratio does not include medical 
benefits, only retirement benefits. 
 
Thomas Schenk asked how the University of California, Berkeley has such a high replacement 
ratio given a total contribution of only 6%.  Ms. Singer explained that in the past the California 
system had been overfunded for quite some time.  Because the plan was overfunded, a decision 
was made to stop contributions to the plan.  No contributions were made for 19 years.  Recently, 
contributions were reinstated in the California system, but not at a level to sufficiently fund the 
ongoing normal cost of the benefit.  If the California system were to fund what it actually cost to 
provide its retirement benefits, it would need to contribute a total of 17.6%. 
 
Professor Frank asked Ms. Singer whether she had average salary data for standardized faculty 
across the comparison institutions.  Presumably, noted Professor Frank, individuals can be 
compensated through current pay as well as retirement pay.  Ms. Singer agreed, but noted that 
this raises the issue of needing to adjust for cost of living, which she did not do in this example.  
The University gets a report each May with salary and total compensation information for faculty 
in its peer group.  The University of Minnesota ranked 7th or 8th last May in terms of salary and 
either 3rd or 4th in terms of total compensation.  Professor Feeney noted that the AAUP publishes 
an annual report comparing tier 1, tier 2, and tier 3 institutions on salaries and/or salaries plus 
benefits http://www.aaup.org/AAUP/newsroom/2010PRS/salary.htm.   
 
How was this comparison group arrived at, asked Chris Suedbeck?  Ms. Singer explained when 
the University was in the midst of strategic planning these were the institutions that were 
considered to be the University’s peer group. 
 
Mr. Suedbeck stated that in the private sector there has been a migration from defined benefit 
plans to defined contribution plans to avoid the swings in over and underfunding.  Is this 
migration also taking place in the public sector?  Ms. Singer stated there has been less migration 
in the public sector, but there are ongoing discussions about this topic.  Most private sector plans 
are 401(k) and match, which translates into a limitation of funding risk and liability. 
 
Ms. Singer went on to share information on which institutions provide subsidized retiree medical 
benefits.  She noted that not only are subsidized retiree medical benefits important but that all 
benefits in a package are important when it comes to benchmarking.  She cautioned members 

http://www.aaup.org/AAUP/newsroom/2010PRS/salary.htm


against picking out one benefit that looks higher than any other benefit without looking at an 
institution’s entire benefit package.  A majority of top ten public research institutions have some 
level of subsidized retiree medical benefits, but increasingly institutions are scaling back on these 
benefits. 
 
Professor Hanna mentioned anecdotally hearing that the FRP was raised in one of the 
gubernatorial debates.  Ms. Singer stated hearing this as well.  Professor Feeney stated that 
concerns over the richness of the FRP is nothing new.  Over the years, the Minnesota Taxpayers 
League has looked at the FRP.  Professor Feeney stated that before any decisions are made about 
changing the FRP, plan comparison data needs to be shared with the Board of Regents.  
Maintaining a solid benefit package will be critically important if the University intends to stay 
competitive. 
 
Hearing no additional comments or questions from members, Professor Feeney thanked Ms. 
Singer for compiling this data. 
 
V).  Before moving on to continue last month’s financial calculator discussion, Professor Feeney 
asked members if anyone had any other business to raise.  Hearing none, to set the stage for the 
calculator discussion, Professor Feeney shared important attributes he thought should be 
included in any new financial calculator that is developed: 

• Include Social Security, but allow for the exclusion of Social Security. 
• Allow for determination of residuals to heirs. 
• Allowance for part-time income. 
• Compounding based on benchmarked rates of return. 
• Inflation adjustment. 
• Allow for generation of a hypothetical, benchmark-based personal rate of return. 
• Required minimum distribution. 
• Sequence of return risk. 
• Measures of risk, e.g., beta, alpha, standard deviation, R2. 
• Federal tax consequence of non-tax deferred items, e.g., Social Security. 
• Cost of living estimator. 
• Percent of portfolio in various asset classes. 

 
Professor Feeney then asked members for their thoughts/comments.  Professor Frank stated that 
he is very sympathetic to making any calculator as simple as possible for people to use.  His 
main concern with a vast majority of calculators, however, is that they are misleading.  Having 
said that, he stated that he would like variation (or variance) and correlation incorporated into  
any new calculator that is developed.  Calculators should not give people a false sense of security 
in terms of how much they are saving.  The calculator should probabilistically convey to users 
that no rate of return is guaranteed.  The FRP is a defined contribution plan and with that comes 
risk.  The way many calculators present information fundamentally gets rid of the notion of a 
distribution, and, noted Professor Frank, he would like this reintroduced in any calculator that is 
developed.  A new calculator should give users the average rate of return and the variance over a 
historical period, and allow users to tweak these parameters.  Hopefully, doing so will force 
people to recognize that variances exist. 
 



Professor Eidman stated that his experience with calculators has been that they do not allow 
users to look at what would happen if the bottom falls out of the market.  He noted that he would 
be very supportive of building into a new calculator what Professor Frank proposed in terms of 
variation and correlation, etc.  In addition, with respect to the minimum required distribution, the 
distribution schedule should be automatically programmed into the calculator. 
 
Professor Keynes concurred with both Professor Frank and Professor Eidman.  He stated that 
what concerns him the most is the assumption that people will know what to choose when it 
comes to an expected rate of return.  In light of the variance that has been seen over the last ten 
to fifteen years, it is simply unrealistic to think people who take no interest in their retirement 
planning will know what a realistic expected rate of return is. 
 
Mr. Schenk stated that the issue all goes back to simplicity and the fact that there are so many 
uncertainties when planning for retirement.  It is unrealistic to expect a tool of this nature to do 
too much without becoming too complicated.  The expected rate of return should be set at an 
average amount, but then revisited every year to make sure it is still on target.  These types of 
tools need to be used in this corrective type of way, and people need to realize that they have to 
monitor where they are at on a regular basis to make sure the assumptions they have used are 
realistic.  He added that many financial calculators use the premise of “maintaining a lifestyle,” 
which is actually a modern concept.  Historically speaking, people adjusted their lifestyle to the 
economy and not have the expectation that they are entitled to a certain lifestyle.  Lifestyle 
nowadays is viewed as an entitlement. 
 
Using the calculator as an educational tool, Professor Keynes, suggested having the calculator 
remind users what they projected when they last used the calculator.  This would ultimately get 
people to be more realistic regarding their estimates. 
 
Professor Feeney stated that it is impossible for members to predict what their colleagues might 
want for retirement planning tools given the wide range of people who are and are not planning 
for retirement.  Therefore, the committee needs to come up with a compromise when it comes to 
making this tool user-friendly, having it provide useful information, and hoping people will use 
it.  He added that he agreed with an earlier comment about needing to regularly change the 
default rates. 
 
As a next step, Professor Hanna suggested including the Monte Carlo simulation.  The Monte 
Carlo simulation provides the decision-maker with a range of possible outcomes and the 
probabilities that they will occur; it shows the extreme range of possibilities. 
 
Other calculator attributes that were raised by members included: 
 

• A tool that would give users a better understanding of risk. 
• A feature that allows users to switch their rate of return between now and after 

retirement.  
• Include variance associated with life expectancy. 

 



Dr. Feeney stated that it is likely possible to improve upon the existing calculators.  He then 
summarized some of the ideas that were mentioned in today’s discussion: 

• Include worst case scenario possibilities based on historical data. 
• Incorporate assumptions based on market status at time of retirement, e.g., a down 

market, a static market. 
 

Mr. Suedbeck recalled serving on the committee when the initial calculators were conceived and 
developed.  He noted that the committee felt it was extremely important to keep the calculators 
simple because they were intended to help individuals who were not financially sophisticated.  In 
addition, the committee spent a fair amount of time also talking about investment return.  The 
initial calculators used a long-term investment objective.  In Mr. Suedbeck’s opinion, financial 
calculators should be used as guides rather than forecasters.  Lastly, he made the comment that 
based on previous discussions with Securian he would expect them to pushback on developing a 
calculator like the one discussed today.  While Securian is open to developing tools to help 
people plan for the future, they are hesitant to link such a tool to any forecasting or existing plans 
because having the calculator make this link could cause people to disregard the disclaimer that 
past performance is not an indication of future results.  Professor Feeney reported having 
subsequent discussions with Dick Manke at Securian about a new, enhanced calculator, which 
makes him think that they would be open to developing such a tool.  In conversations with Mr. 
Manke, he seemed to think that using benchmarks for the various funds as a proxy rather than 
using actual fund performance might ameliorate the concern about forecasting into the future. 
 
Professor Feeney asked members their thoughts on whether the University should have one 
calculator that is more basic for people with limited or no investing experience, and another 
calculator for more experienced investors.  Or, alternatively, if Securian objects to developing a 
more sophisticated calculator, should the University ask them to link their calculators to 
SmartMoney, for example? 
 
Mr. Jameson stated that it would be helpful if the new calculator would allow people to input 
their allocation percentages.   Mr. Suedbeck agreed that there would be value in allowing people 
to input their allocations, have the return build off of these allocations, and then provide a 
suggested return.  This makes more sense than having people simply pick a return out of the air. 
 
Professor Frank stated that simplicity of the calculator is critical, and most of the complexity that 
has been discussed today would occur on the programming end.  In addition, he noted that there 
is a theory that variance is a better estimator than people.  Adding variance would be informative 
for people and help them come to understand that return variations exists, and this is what the 
current calculator is lacking.  Mr. Suedbeck concurred about the importance of variance in 
financial calculators. 
 
In light of time, Professor Feeney suggested that members give this issue more thought, and plan 
on continuing this discussion at the next meeting on December 6th. 
 
VI).  Hearing no further business, Professor Feeney adjourned the meeting. 
 
        Renee Dempsey 



        University Senate 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


