Montana Legislature - 2005 Session

Teachers' Retirement System

RETIREMENT PLAN FUNDING PRINCIPLES

emplovercontribations

investments

employee contribulions

expenses

Historical Investment Returns*

Fiscal Year Market Amortization
Ending Returns Period

June 30, 1996 12.4% : 27.20
June 30, 1997 19.4%
June 30, 1998 16.6% 9.20
June 30, 1999 11.8%
June 30, 2000 7.8% 15.10
June 30, 2001 (5.1)%
June 30, 2002 {(7.3)% : 23.4
June 30, 2003 6.46%
June 30, 2004 13.3% > 30.0 years

* Effective July 1, 2004 the annual investment rate of retum is assumed to be 7.75% per year, compounded annually.
Anything less is a loss, and will eventually increase the amortization period if not offset by future gains, contribution
increase, or reduction in benefits. :

Prepared by David L. Senn, Executive Director
Teachers' Retirement System




THE TEACHERS' RETIREMENT BOARD

» Governed by a six-member Board appointed by the Governor.
» Four members ére appointed from the teaching profession,

o One must be an active classroom teacher
o One a retired member

» Two members are appointed as represeritativ'es of the public sector.
» The Board is responsible for the administration of the system and hires a staff of

16 to carry out these duties on a daily basis. The Board Of Investments (BOI) is
responsible for investing all pension assets.

Board Members | ' Term Expires
- TIM RYAN - Public Member ' July 1, 2009
Big Fork, MT '

Chair {(Also a member of BOI)

SCOTT DUBBS - Active Member July 1, 2008
Lewistown, MT ' '
Vice Chair

Kari Peiffer - Active Classroom Teacher July 1, 2007
Kalispell, MT

BARBARA FOSTER - Retired Member July 1, 2006

Townsend, MT

MONA BILDEN - Active Member July 1, 2006
Miles City, MT
JAMES TURCOTTE - Public Member July 1, 2005

Helena, MT



" TRS Actuarial Funding - The Montana Constitution, Article VIIi, Section 15, requires

that all public retirement systems be funded on an actuarially sound basis. Montana

- TRS, like' most other public and private pension plans, has seen a significant decline

since 2001 in the fair market value of its’ pension assets. The Board's Funding Policy,
adopted in May 2002, states that whenever the amortization period of the unfunded
liabilities for two consecutive valuations are projected to exceed 30 years through the
use of long term cash flow projections, and the Board cannot reascnably anticipate that
the amortization period would decline without an increase in funding sources, it is-the
obligation of the Board to recommend to the legislature that funding be increased.

July 1, 2004 Actuarial Valuation - In anticipation of the need to increase contributions,
and to verify the accuracy of the actuarial resuits, in March 2004, the Legislative Audit
Division, and the Teachers’ Retirement Board authorized an independent actuarial
review of the Teachers Retirement System. The actuarial review included a full
reproduction of the July 1, 2004 actuarial valuation results prepared by the TRS actuary,
Milliman, and a review of recent experience studies, actuarial assumptions and methods
used in the valuations.. Mellon was selected to perform the actuarial review. Mellon
concurred with the results of the July 1, 2004 actuarial valuation. Mellon’s full report is
available on the TRS Website: www.trs.mt.gov

The ultimate cost of a pension program over time equals the benefits paid and
expenses incurred. The source of revenue used to pay for the cost is equal to the
contributions from employers and employees to fund the program, plus investment
return earned on contributions made through pre-funding the benefit payments.

The July 1, 2004 Actuarial Valuation concluded that an employer contribution rate
increase of 2.87% would be required to maintain the actuarial funding of the Teachers'
Retirement System as required by the Montana Constitution (estimated cost per year =
$18 million). Alternatively, the required contribution rate increase could be phased in
over the next two or three biennia, or lessened by lowering benefits for teachers and
administrators who first become members of the system on or after July 1, 2005. if this
rate increase were phased in over three biennia, a contribution rate increase of 1.20%
would be required for the first two biennia, July 1, 2005 and again on July 1, 2007, with
a third increase of 0.75% on July 1, 2009.

In addition, because the TRS smooth assets gains or losses over 5 years when the

- return on assets under performs the actuarial investment return assumption of 8.0%

(7.75% starting July 1, 2004), at July 1, 2004, the TRS has $131 million in unrecognized
asset losses. This unrecognized loss, if not offset by future gains, will cause the
contributions needed to amortize the Unfunded Actuarial Accrued Liability in future
valuations to increase; therefore, to stay financially sound in the future, the System will
need either future gains that will return well over the new 7.75% assumption, or an
increase in contributions rates. '



' s.leeﬂ om; 1sed ayy snl
UBY) S10W JOAC SNIE}S papuny ay} uo 1oedu1| Alleusyew Aue yjoows 0} UoEN[EA |eLBNO.
Sy} ul pezjubooal S| sSOf Jo WIeb JuawisaAUl SJEaA Yoee JO Yyl suo AUo "3’ ‘sieak any .
18A0 payjoouls ale s8sso| 10 suieb jusunseaul ‘JesA Yoeg ‘sujeusq uogsuad pasiwoid
8yl puni O} ‘suoyNQLIUOD 99A0|dwapue suimel jJusuisaaul ypm Buoje ‘Aiessasau
aJe jey} suonnquuod JsAojdws sy) pue SlEp UOHEN|BA BU} 1B WBJSAS ay) JO snjels
Pepun} ay) suwisiep O} UoheNneA [ueNnjoy |enuuelq e sesedald Alenjpoy SM1 oyl

"90INIES
oignd aup jo juoueq a8y} eAlaoaJ M oym sleAedxe; jo uoneisush sy} JOAO sjeuaq]
Buipuny jo 1500 ay;} pesids o) s1 jeob oy "S8ljllige] papunjun s WeisAs 8y} eziyowe o)
paJinbal swy Jo pouad sy} 8)eNS(BS 0} SI UOHENEA [BlEMOE UE jo sesodind By Jo auQ
'sieaA O¢ S| ‘,S8lIligRI papunjun, ‘SE O} Jajal AJUOWILWOD 8M JBuMm JO SiuswaAclduwl
Jysusq punj o} aw Jo pouad s|qe)dedse sy "awWi} JSAOC PapuUn) aie Sjsusq UaLLaMSY

S1I93NT8 INSWI9IL3Y ONIGNAS

'Z00Z ‘1 AInr uo uoj|ig ¢ 03 pesedwiod ‘Uoljiq §'€S SI ‘UolEN[BA
[eLBNPRY 002 ‘L AINF 8y} JO se ‘syjsusqg aimny Jo anjeA jJuasald |euUeNOR Sy e

' "Looz ‘L Aipp
uo sem 3| ueyj Aepo} papuny ssa| Anueomuﬁts SH1 8y 5UIABG] molb 03 penunuod
aaey saljifigey ‘Ajpyeunuojun  Lo0Z ‘) AInr uo aocuefeq jesse ay) o] [enbs
}sowije Uolilq '2$ JO @duejeq J8sse |BJ0} B pey ‘$00Z ‘0F SUNP JO SB ‘Y] By |

"uol|IHu 0°9S LS Popasdxa pled syjsusq ojiym ‘uoliW 67201
Paje1o} $002 A4 Ul SY1 o pred suonnquiuoo JoAojdws pue asAoidws [Bjo] e

%E"C | UINJaJ JUSWIISIAUL 007 JBOA [BOSI e

ujeb uolfiw £'9Z1$ - €002 A4 ©
$SO| UdliiW (9°651$) — 200Z A4 ©
ssof uolw (1'611$) ~ 1002 A4 ©

:SMOY|0} SB 2002
Ad PUB LO0Z Ad Ut s8ssoj palinou) Buiaey pue ‘¢00z A4 Ul uieB ejeispow e Jsye
00z Jeak |easy Joj uoljiw /1 8Z$ Isow|e Jo uieb e pamoys (asuedxe juausaaUl
SS8| 8WOodUl JUSWISBAULl snid SIUSLLISOAU| JO BNJBA JIB)) SLIOOUI JUBLIISOAUI 10N »

SIHOTTHOIH IVIONVNId P00Z SHL



