
MINUTES OF MEETING 
STATE ADMINISTRATION COMMITTEE 

MONTANA STATE SENATE 

JOINT MEETING WITH HOUSE J a n u a r y  11, 1979 

The mee t ing  was c a l l e d  t o  o r d e r  by A c t i n g  Chairman, Represen t -  
a t i v e  Helen O I C o n n e l l  i n  House Room 431 a t  10  A.M. 

R o l l  c a l l :  A l l  members o f  t h e  S e n a t e  Committee p r e s e n t .  

L a r r y  Nachtsheim, A d m i n i s t r a t o r ,  PERS, handed o u t  c o p i e s  o f  
w r i t t e n  t e s t i m o n y .  H i s  open ing  remarks  concerned  t h e  need f o r  
t h e  i n f o r m a t i o n  s e s s i o n  and  gave some background i n f o r m a t i o n .  
I t  was t h e  i n t e n t i o n  o f  t h e  mee t ing  t o  d i s c u s s  t h e  b a s i c  c o n s i d e r -  
a t i o n  o f  t h e  p e n s i o n  s y s t e m  - t h e  f u n d i n g .  

I n t r o d u c t i o n  was made of Tom Bleakney o f  t h e  S e a t t l e  f i r m  o f  
Mi l l iman  & Rober t son ,  c o n s u l t i n g  a c t u a r y  f o r  PERS, who i s  a n  
e x p e r t  on p u b l i c  p e n s i o n  p l a n s .  

M r .  Bleakney gave a  s l i d e  p r e s e n t a t i o n  showing how p e n s i o n  p l a n s  
work, u s i n g  a  series o f  c h a r t s  i n d i c a t i n g  t y p e s  o f  s y s t e m s  and  
f u t u r e  o b l i g a t i o n  f o r  pay-out  p e r  re t i ree .  H e  i n d i c a t e d  t h e  p r e -  
s e n t  pay-out  by PERS i s  a n  a n n u a l  p e n s i o n  o f  $2,600 t o  a b o u t  
5 ,000 p e o p l e ,  w i t h  a n o t h e r  10-14 y e a r s  l i f e  e x p e c t a n c y .  T h i s  
p i c t u r e  i s  t h e n  changed by t h e  c u r r e n t  ret iree who w i l l  b e  rec- 
e i v i n g  a p p r o x i m a t e l y  $3,300+, and f u t u r e  p e n s i o n e r s  would p e r h a p s  
b e  r e c e i v i n g  $5,000 by 1988.  Another  c o n s i d e r a t i o n  i s  t h a t  p r e s e n t  
retirees t e n d  t o  l i v e  l o n g e r .  

The problem o f  f i n a n c i n g  a  p e n s i o n  p l a n  i s ,  e s s e n t i a l l y ,  how t o  
fund t h i s  sys tem t o  t a k e  c a r e  of  f u t u r e  needs .  If you are c u r -  
r e n t l y  p a y i n g  a b o u t  $14 m i l l i o n  p e r  y e a r  i n  p e n s i o n s  and  new 
p e n s i o n s  w i l l  c o s t  more t h a n  t h a t ,  w i t h  more p e o p l e  on t h e  r o l l s  
g e t t i n g  h i g h e r  payments ,  you can  see t h e  problem a r i s i n g .  The 
main o b l i g a t i o n  o f  h a n d l i n g  a  r e t i r e m e n t  systerc is  how t o  manage 
t h i s  c u r v e .  The a c t u a r y ' s  r e s p o n s i b i l i t y  i s  t o  show you how much 
money h a s  t o  be  p u t  i n  t h e  sys tem i n  o r d e r  f o r  t h e  p l a n  t o  work. 

H e  d e f i n e d  t h e  pay-as-you-go sys tem a s  p u t t i n g  i n  money o n l y  as  
it i s  a b s o l u t e l y  needed.  Cash f low - money p a i d  o u t  t o  p e n s i o n e r s  
-- must b e  m a i n t a i n e d .  I n  t h i s  sys tem,  n e t  m e m b e r  c o n t r i b u t i o n s  
h e l p  t o  pay t h e  p e n s i o n s  now b e i n g  p a i d  o u t ,  i n  a d d i t i o n  t o  t h e  
i n v e s t m e n t  r e t u r n s  on e x i s t i n g  a s s e t s .  I f  t h e  fund g o t  i n  t r o u b l e  
f i n a n c i a l l y ,  t h e s e  i n v e s t m e n t s  c o u l d  be s o l d ,  b u t  s o m e t i m e  i n  t h e  
f u t u r e ,  it would r u n  i n t o  t r o u b l e  and f u n d s  would s i m p l y  n o t  b e  
a v a i l a b l e  t o  meet o b l i g a t i o n s .  

I n  o r d e r  t o  keep p a c e  w i t h  f u t u r e  needs  t h e  p e r c e n t a g e  o f  p a y r o l l  
c o n t r i b u t i o n  on a  pay-as-you-go b a s i s  would i n c r e a s e  g r e a t l y  - p e r -  
h a p s  twice a s  much a s  a t  p r e s e n t  - w i t h  i n c r e a s e s  c o n t i n u o u s l y .  

I 
T h i s  i s  t h e  major  f l a w  i n  t h i s  t y p e  o f  sys tem.  
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Leve l  f u n d i n g  g i v e s  measure o f  what  p e n s i o n  p l a n  i s  c o s t i n g .  
6 . 2 %  i s  p r e s e n t  l e v e l  o f  employer  c o n t r i b u t i o n ,  which i n c l u d e s  
a d m i n i s t r a t i o n  c o s t s .  There  i s  no way t h a t  a  l e g i s l a t i v e  body 
o r  a  c o r p o r a t i o n  c a n  a p p r e c i a t e  how much a b e n e f i t  program i s  
c o s t i n g  u n l e s s  you have t o  pay f o r  it r i g h t  now. C o n d i d e r a t i o n  
o f  sound management must b e  done i f  you a r e  l o o k i n g  a t  r a i s i n g  
a d d i t i o n a l  funds  i n  t h e  f u t u r e .  T h i s  h o l d s  t r u e  f o r  any b e n e f i t  
improvement t o  a n  e x i s t i n g  p l a n  a l s o .  O t h e r w i s e ,  you would n o t  
be g i v i n g  t h e  employees p r o p e r  p r o t e c t i o n .  

I t  i s  most i m p o r t a n t  t o  c o n s i d e r  t h a t  you do n o t  have  a  measure  
o f  how c o s t l y  t h e  p a r t i c u l a r  b e n e f i t  improvement i s  u n l e s s  you 
have  a  c u r r e n t  c o s t  a t t a c h e d  t o  it. 

The g roup  was reminded t h i s  s l i d e  p r e s e n t a t i o n  was j u s t  a  sample  
sys tem.  

M r ,  Nachtsheim a d v i s e d  h i s  o f f i c e  h a s  7 r e t i r e m e n t  s y s t e m s  t h e y  
a d m i n i s t e r  b e s i d e s  PERS,  b e i n g :  Game Wardens ' ,  J u d g e s ' ,  Sher-  
i f f s ' ,  Highway P a t r o l m e n s ' ,  Munic ipa l  P o l i c e  O f f i c e r s ' ,  Pens ion  
f o r  V o l u n t e e r  Firemen o f  Unincorpora ted  Areas  and S o c i a l  Sec- 
u r i t y  program f o r  p u b l i c  employees.  

PERS i s  t h e  l a r g e s t  i n v e s t e d  fund  i n  t h e  S t a t e .  I n  J u n e ,  1978,  
it was $186 m i l l i o n  - t h i s  i s  a  16% i n c r e a s e  o v e r  1977 when t h e  
f u n d  was $ 1 6 0 . 9  m i l l i o n .  

H e  reminded t h e  j o i n t  g roup  t h a t  i f  t h e y  l o o k  a t  a  b e n e f i t ,  t h e y  
a l s o  look  a t  t h e  c o s t  b e s i d e  it a s  t h i s  t y p e  o f  e x p e n d i t u r e  w i l l  
go on f o r e v e r .  Once a  b e n e f i t  h a s  been g r a n t e d ,  u n d e r  o u r  p r e s e n t  
law,  it c a n ' t  be t a k e n  away. The s t a t e  would b e a r  a  c o s t  o f  $ 2 . 5  

4 
m i l l i o n  p e r  y e a r  i f  a 1% i n c r e a s e  i n  employer  c o n t r i b u t i o n s  were 
g r a n t e d .  B e n e f i t  i n c r e a s e s  a l s o  have  a n  i n d i r e c t  cost. For  i n -  
s t a n c e ,  i f  one  sys tem a s k s  f o r  a n  i n c r e a s e d  b e n e f i t ,  t h e  o t h e r  
g r o u p s  a l s o  a s k  f o r  i n c r e a s e s .  

I n  c l o s i n g ,  M r .  Nachtsheim c a u t i o n e d  i f  a  b e n e f i t  i s  g r a n t e d ,  
t h a t  t h i s  l e g i s l a t u r e  a l s o  fund it so t h a t  f u t u r e  o b l i g a t i o n s  
c a n  be funded.  

The m e e t i n g  was t h e n  opened f o r  q u e s t i o n s  by A c t i n g  Chairman 
O I C o n n e l l .  

M r .  Nachtsheim responded t o  a  q u e s t i o n  r e g a r d i n g  t h e  e f f e c t  o f  
f e d e r a l  ERSA t h a t  p r e s e n t l y  t h e y  do n o t  c a u s e  problems;  however,  
some r e g u l a t i o n s  p e r t a i n i n g  t o  s t a t e s  - f u n d i n g  and  d i s t r i b u t i o n  - 
under  t h e  P u b l i c  Employees A c t  a r e  problems.  

M r .  Bleakney added t h i s  was a c t u a l l y  i n t r o d u c e d  l a s t  s e s s i o n  t o  
p r o v i d e  a  mechanism whereby t h e  s t a t e s  would have  t o  make t h e i r  
own r e g u l a t i o n s  and t h e r e b y  n o t  be s u b j e c t  t o  f e d e r a l  r e g u l a t i o n s .  

Machtsheim r e p l i e d  t h a t  t h e y  had no p l a n s  t o  i n t r o d u c e  a n y t h i n g  
t h i s  s e s s i o n  r e g a r d i n g  a move by t h e  Firemen and F o l i c e  i n  G r e a t  
F a l l s  from t h e i r  p r e s e n t  sys tems  t o  PERS. 4 
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Responding t o  a n  i n q u i r y  r e g a r d i n g  S o c i a l  S e c u r i t y  b e n e f i t s  
b e i n g  r e c e i v e d  by PERS p e o p l e ,  he  s t a t e d  t h a t  h e  c o u l d n ' t  s a y  
how many; o n l y  t h a t  a l l  p o e p l e  p r e s e n t l y  under  PERS a r e  a l s o  
under  SS coverage .  

To a  q u e s t i o n  r e l a t i n g  t o  a  movement t o  se t  a  c e i l i n g  on pen- 
s i o n s  r e c e i v e d  and t o  fund them w i t h  s o c i a l  s e c u r i t y  w i t h  t h e  
d i f f e r e n c e  t o  b e  made up w i t h  l o c a l  p e n s i o n  p l a n s ,  b e c a u s e  o f  a  
problem where some p e o p l e  a r e  r e t i r i n g  a t  o v e r  100% o f  t h e i r  s a l a r y ,  
M r .  Nachtsheim r e p l i e d  Montana does  n o t  have  t h a t  problem.  I n  t h e  
PERS s t a t u t e s ,  it i s  r e q u i r e d  t h a t  o u r  a c t u a r y  p r e s e n t  u s  w i t h  a 
40-year  f u n d i n g  p e r i o d .  

Tom Snyder ,  E x e c u t i v e  D i r e c t o r  o f  PERS, made a  s t a t e m e n t  which 
g e n e r a l l y  e x p r e s s e d  t h e  p o l i c y  o f  t h e  PERS, e x p r e s s i n g  t h e  f e a r  
t h a t  any l e g i s l a t i o n  p r e s e n t e d  may b e  k i l l e d  mere ly  b e c a u s e  l e g -  
i s l a t o r s  a r e  a f r a i d  o f  i ts  impac t ;  t h a t  PERS i s  n o t  a pay-as-you- 
go program. H e  s a i d  a n o t h e r  o b l i g a t i o n  o f  a p e n s i o n  s y s t e m  n o t  
ment ioned h e r e  was t o  make recommendations f o r  f u t u r e  b e n e f i t s  
and t o  keep pace  w i t h  t h e  l i v i n g  s t a n d a r d .  H e  a l s o  s t a t e d  it was 
s t i l l  p o s s i b l e  t o  r a i s e  b e n e f i t s  w i t h o u t  r a i s i n g  costs due t o  
assumed r a t e  o f  i n t e r e s t  which can  go up t o  p r o v i d e  f u n d s  i n  t h e  
sys tem,  b u t  t h e y  c o u l d  n o t  assume a n  i n t e r e s t  r a t e  which would n o t  
l o g i c a l l y  c o n t i n u e  f o r  4 0  y e a r s .  C o s t  o f  l i v i n g  i n c r e a s e  t o  t h e  
retirees i s  t h e  o n l y  p i e c e  o f  l e g i s l a t i o n  t h e  PERS w i l l  b r i n g  up 
t h i s  s e s s i o n ,  he  s t a t e d .  

Ray Blehm, B i l l i n g s  Firemen r e p r e s e n t a t i v e ,  q u e s t i o n e d  M r .  Bleakney 
r e g a r d i n g  unfunded l i a b l i i t y .  M r .  Bleakney responded  t h a t  it i s  a  
v e r y  complex q u e s t i o n ,  working somewhat l i k e  a mor tgage ,  t h e  
amount depend ing  upon b a s i c  a c t u r a r i a l  c o s t  method a n d  chang ing  
a c t u r a r i a l  a s s u m p t i o n s  which change from normal f u n d s  c o s t  t o  
unfunded l i a b i l i t i e s .  

M r .  Nachtsheim added t h a t  a s  PERS laws have  changed e v e r y  s e s s i o n ,  
t h i s  would n o t  be  a n  e x c e p t i o n .  

The Chairman t h a n k e d  M r .  Bleakney and M r .  Nachtsheim f o r  t h e i r  
p r e s e n t a t i o n s .  There  b e i n g  no f u r t h e r  b u s i n e s s ,  t h e  mee t ing  was 
a d j o u r n e d  by A c t i n g  Chairma?__-Q!C~~?nell a t  11 A.M. 
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1 FOULD LIRE TO THANK SENATOR STORY ANIj PEPRESE~~TATIVE CRAW 
FOR THIS OPPORTUNITY TO MEET HITH THE CONKITTEE THIS MORNING, 

THE FURPOSE OF THIS MEETING IS TO GIVE THOSE OF YOU WHO ARE 

NOT FAE'IILIAR WITH THE RETIREMENT PLANS AND LEGISLATION A SHCRT 

DISCUSSION ON RETIREMENT SYSTEMS AND THE EFFECT OF RETIREMENT 

EENEFITS AND THEIR RELATED COSTS, 

\:E ARE NOT PREPARED, AT THIS TIME, TO DISCUSS SPECIFIC RETIRE- 

MENT LEGISLATICN, IT KOULD 3E QUESTIONABLE FOR US TO GIVE YOU ANY 

OPINION ON UPCOMING LEGISLATION LlITHOUT SPONSORS, PROPONENTS OR OPPO- 

NENTS, PRESENT TO STATE THEIR VIEWS, 

AT THIS TIKE I WOULD LIKE TO INTRODUCE TO THE C0P'IIL;ITTEE :it?, 
THOMAS ~ L E A K N E Y ,  A PRINCIPLE OF THE FIRM OF YILLI~~AN 2 FOBERTSON, INC, 
SEATTLE, \\!ASH I NCTON , WHO IS THE CONSULT I NG ACTUP.RY FOR THE ~ O N T A N A  

-C PUBLIC EMPLOYEES' ~ETIREMEKT SYSTEK, 1 OM IS NATIONALLY RECOGNIZED 

FOR HIS WORK IN THE PUBLIC PENSION AREA HAVING AUTHORED A TEXTEOOK 

IN THIS AREA FOR THE NHARTON SCHOOL OF FINANCE, UNIVERSITY OF PENNSYL- 
VANIA AND SAT ON MANY NATIONAL COMMITTEES REVIEWING PUGLIC PENSION 

PLANS 

TOM IS GOING TO DISCUSS PENSIOK FINANCING IN GENERAL WHICH IS 
THE BOTTOM LINE OF ALL PENSION LEGISLATIONS 

WHEN TOM HAS FINISHED, I WOULD LIKE TO DISCUSS SOME SPECIFIC 
PRCELEMS RELATIVE TO ~ONTANA RETIREMENT LEGISLATION 



As the Administrator of the Public Employees1 Retirement 

Division of the Eepartment of Administration, I am charged with 

the administrative responsibilities for: 
I 

Public Employees' Retirement System 

Game .Wardenst Retirement System. 

I 
I 

Judges Retirement System 

Sheriffs' Retirement System 

Highway Fatrolmenls Retirement System 

Municipal Police Officerss Retirement System 

Pension for Volunteer Firemen of Unincorporated Areas, and 

I 
The Social Security program for public employees. I 

NOTE: As of June 30, 1978, the P.E.R.S. is the largest invested 

fund in the State of Montana with invested assets of $186M, a 166 

increase over the previous years1 S160.9M. 
''I 

As I mentioned earlier, it is not my intention today to 

affect your decision on any pending retirement legislation but 

I 
rather to effect your thinking on all retirement legislation. I 

Retirement benefits cost money. An increase in benefits cost 

more money! Unlike any other kind of governmental expenditure, an 
I 

increased benefit cost is forever. Under present law, once granted I 
it cannot be decreased, even by a future Legislature. 

This means that a 1% increase in employer contributions to the I 
P.E.R.S. would cost the state ebout $2.5M this year, next year and 

each year thereafter and would increase in direct proportion to 
I 

salary increase. 

Not only does a benefit increase have a direct cost, it has a 

indirect cost. A benefit increase granted one segment of the public I 
employees, say the police officers, is almost sure to result in a I 



s imi l a r  request f o r  i nc reased  b e n e f i t s  f o r  f i remen,  highway 

patrolmen,  game wardens, e t c .  

Don' t  misunders tand what I a m  saying, t h e  Ret i rement  D i v i s i o n  

and Eoard i s  n o t  i n  o p p o s i t i o n  to r ea sonab le  benefit i n c r e s s e s  b u t  

i t  has a great d e a l  of  concern for b e n e f i t s  t h a t  are g ran ted  w i t h o u t  

p rope r  c o n s i d e r a t i o n  f o r  t h e  necessary  funding  t o  con t inue  payment o f  

b e n e f i t s  i nc reased .  A b e n e f i t  g r an t ed  today m u s t  be p a i d  today  as 

w e l l  as 40  years down t h e  road.  

The resources of t h e  Ret i rement  D i v i s i o n  are a v a i l a b l e  t o  any 

member c E  t h i s  committee o r  t h e  l e g i s l a t u r e  an2 w e  w i l l  p rov ide  any 

i n fo rma t ion  w e  have concerning t h e  zbove l i s t e d  r e t i r e m e n t  programs 

t o  any of you who are c o n t e c p l a t i n g  o r  S e l i b e r a t i n g  r e t i r e m e n t  

l e g i s l a t i o n .  



F I K A N C I N G  P.E.R.S. 

C h a r t  A 

P r e s e n t  _ - .  Pension P a y r o l l  
5,000 Pens ioners ,  averag ing  $2,600 per  y e a r  

Char t  I3 

The pension p a y r o l l  w i l l  grow 

More Pens ioners  
Larger  Pens icns  

1 9 7 8  R e t i r e e  averaged $3 ,300  annua l ly  
1988  R e t i r e e  should average over  $5,000 per  y e a r  - 

Char t  C 

Pension p a y r o l l  now $13  illio ion per year. T o t a l  w i l l  grow. I 
P r e s e n t  pens i cns  w i l l  t a p e r  o f f ,  b u t  - new pens ions  w i l l  be 
l a r g e r  t o  more pens ione r s  I 

Cha r t  D 

Without p roper  p l ann ing ,  employer c o n t r i b u t i o n s  would start 
o f f  d e c e p t i v e l y  low. I 

Eember c o n t r i b u t i o n s  carry a major s h a r e  
Investment  r e t u r n ,  p l u s  s a l e  of  a s s e t s ,  would c a r r y  r e s t  
of load  for many years .  I 

U l t i m a t e l y ,  though,  huge employer c c n t r i b u t i o n s  would be needed, 
using t h i s  approach employer c o n t r i b u t i o n s ,  once s t a r t e d ,  w i l l  grow. I 

Char t  E I 
Pay-as-you-go means l a r g e  anZ growing employer c o n t r i b u t i o n  as 
p e r c e n t  of  p a y r o l l .  Ac tuary ' s  job i s  t o  f i n d  l e v e l  e q u i v a l e n t ;  
employer ' s  job i s  t o  keep up t h e  payments. I 

NOTE: - Using l e v e l  funding method i s  just a s  impor t an t  f o r  p l an  
improvements a s  f o r  f i n a n c i n g  b a s i c  System. 

I 
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