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Game Wardens’ and Peace Officers’ Retirement System and recording 
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report in November 2001 (01-08). 
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January 2003 
 
 
 
 
The Legislative Audit Committee 
of the Montana State Legislature: 
 
This is our financial-compliance audit report on the Public Employees’ Retirement Board (PERB), a 
component unit of the state of Montana, for the two fiscal years ended June 30, 2002.  Included in this 
report are two recommendations related to the actuarial soundness of the Game Wardens’ and Peace 
Officers’ Retirement System and recording license and registration fees on the state’s accounting 
records. 
 
 We issued an unqualified opinion on the PERB’s financial statements for the fiscal year ended June 30, 
2002.  An unqualified opinion means a reader can rely on the information presented in the financial 
statements. 

 
Our unqualified audit opinion on the financial statements is also contained in the PERB 
Comprehensive Annual Financial Report.  Copies of the PERB’s annual report for fiscal year 
2001-02 can be obtained from the Public Employees’ Retirement Administration (PERA).  The 
annual report contains background, statistical, and actuarial information that is not included in 
this audit report which may be of interest to legislators or the public.   

 
The written response to the audit recommendations is included at the end of the audit report.  We 
thank the executive director and his staff for their assistance and cooperation. 
 
       Respectfully submitted, 

 
     (Signature on File) 
 
     Scott A. Seacat 
     Legislative Auditor 
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Members of the audit staff involved in this audit were Jeane Carstensen-
Garrett, Cindy S. Jorgenson, Amber Long, Laura L. Norris, Jeff 
Tamblyn, and Alexa O'Dell. 
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This report contains the results of our financial-compliance audit of 
the Public Employees' Retirement Board (PERB) for the two fiscal 
years ended June 30, 2002.  We issued an unqualified opinion on the 
financial statements for the fiscal year ended June 30, 2002.  This 
means the reader may rely on the financial information presented.  
The financial audit of the PERB’s financial statements for the fiscal 
year ended June 30, 2001 was issued in a separate report in 
November 2001 (01-08).   
 
Public Employees' Retirement Administration (PERA) personnel 
prepare PERB financial statements from the Statewide Accounting, 
Budgeting, and Human Resources System (SABHRS) with 
adjustment.  Adjustments are made to properly present financial 
activity to the readers of the statements. 
 
This report contains two recommendations related to the actuarial 
soundness of the Game Wardens’ and Peace Officers’ Retirement 
System and recording license and registration fees on the state’s 
accounting records.  The previous financial-compliance audit report 
for the two fiscal years ended June 30, 2000, contained four 
recommendations to PERB. 
 
The listing below serves as a means of summarizing the 
recommendations contained in the report, the PERB's 
response thereto, and a reference to the supporting 
comments. 
 
We recommend the PERB immediately reassess the 
assumptions for the Game Wardens’ and Peace Officers’ 
Retirement System in order to introduce legislation, if any, 
needed to ensure the system is actuarially sound as required 
by the Montana Constitution and state law......................................8  
 
PERB Response:  Concur.  See Page B-3. 
 
 
 
 

Recommendation #1 

Public Employees' 
Retirement Board 
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We recommend PERA work with the Department of 
Administration to ensure state accounting policy results in 
the proper and complete implementation of Generally 
Accepted Accounting Principles. ...................................................9  
 
PERB Response:  Concur.  See page B-4. 
 
 
 

Recommendation #2 
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We performed a financial-compliance audit of the Public Employees' 
Retirement Board (PERB) for the two fiscal years ended June 30, 
2002.  The objectives of our audit were to: 
 
1. Determine PERB's compliance with applicable laws and 

regulations. 
 

2. Recommend improvements in PERB's management and internal 
controls. 
 

3. Determine if the financial statements prepared by the Public 
Employees' Retirement Administration (PERA) fairly present 
PERB's financial position as of June 30, 2002, and the changes in 
its financial status for the fiscal year then ended, in conformity 
with generally accepted accounting principles. 
 

4. Determine the status of prior audit recommendations. 
 

The financial audit of the PERB’s financial statements for the fiscal 
year ended June 30, 2001 was issued in a separate report in 
November 2001 (01-08). 
 
PERA prepares PERB's financial statements from the Statewide 
Accounting, Budgeting, and Human Resources System (SABHRS) 
with adjustment.  Adjustments are made to accurately present 
financial activity to the readers of the statements. 
 
This report contains two recommendations.  Other areas of concern 
deemed not to have a significant effect on the successful operation of 
PERB are not specifically included in the report, but have been 
discussed with management.  In accordance with section 5-13-307, 
MCA, we analyzed the cost of implementing the recommendations 
contained in this report and determined it was not significant. 
 
The PERB is a component unit of the state of Montana.  A 
component unit is a legally separate organization for which the state 
of Montana is financially accountable.  The PERB has exclusive 
control of the funds of seven retirement systems and the Volunteer  
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Firefighters' Compensation Act, as well as the Section 457 Deferred 
Compensation Plan.  The PERB governs PERA, which is responsible 
for daily administration of the retirement systems.  The governor 
appoints the seven board members to five-year terms. 
 
PERB manages the activities of the following pension trust funds: 
 
4 Public Employees' Retirement System 
4 Municipal Police Officers' Retirement System 
4 Game Wardens' and Peace Officers' Retirement System 
4 Sheriffs' Retirement System 
4 Judges' Retirement System 
4 Highway Patrol Officers' Retirement System 
4 Firefighters' Unified Retirement System 
4 Volunteer Firefighters' Compensation Act 
 
Except for the Public Employees’ Retirement System, the retirement 
systems are solely defined benefit systems providing pension, 
disability and death benefits to members.  Effective July 1, 2002, the 
Public Employees’ Retirement System provides both defined benefit 
and defined contribution plan options to its members.  In a defined 
contribution plan, monthly benefits are based on accumulated 
contributions and investment earnings.  In a defined benefit plan, 
monthly benefits are based on years of service and salary levels 
while still employed. The Volunteer Firefighters' Compensation Act 
provides pension, disability and death benefits to volunteer 
firefighters who are members of eligible Montana volunteer fire 
companies.  Monthly benefits are based on years of service. 
 
PERB obtains an actuarial valuation of each of the retirement 
systems and the Volunteer Firefighters' Compensation Act 
biennially, the most recent of which was as of July 1, 2002.  The 
purpose of the valuation is to determine the unfunded accrued 
liabilities for each of the retirement systems and the Volunteer 
Firefighters' Compensation Act based on their various present and 
prospective assets and liabilities.  Except for the Game Wardens’ and 
Peace Officers' Retirement System, PERB's actuary considers the 

Retirement Systems and 
Compensation Act 



Introduction 
 

Page 3 

defined benefit retirement systems and the Volunteer Firefighters' 
Compensation Act to be actuarially sound. 
 
The Section 457 Plan allows employees to set aside a portion of their 
salary each payday toward retirement while deferring state and 
federal income taxes until future years.  Participating employees 
have two investment options: 
 
4 the fixed option, which guarantees both principal (contributions) 

and a pre-established quarterly rate of earnings; 
 
4 the variable option, which consists of numerous mutual funds. 
 
Participating employees are allowed to invest in both the fixed and 
variable options.  Those participating in the variable option may 
invest in as many offered funds as desired.  Withdrawal of deferred 
compensation funds is only available to employees upon separation 
from state service, retirement, death, or upon an unforeseeable 
emergency meeting IRS-specified criteria while still employed. 
 

Section 457 Deferred 
Compensation Plan 
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The financial-compliance audit report for the two fiscal years ended 
June 30, 2000, contained four recommendations to the PERB.  The 
recommendations addressed incomplete and inaccurate accounting 
for pension and deferred compensation activity, timeliness of cash 
deposits, and state debt.  During the financial audit for the fiscal year 
ended June 30, 2001, we determined the PERB implemented the 
recommendations related to accounting for pension and deferred 
compensation activity.  During the current audit, we determined the 
PERB implemented the recommendation on timeliness of cash 
deposits, but did not implement the recommendation related to state 
debt.  The following paragraphs outline the current status of this 
issue. 
 
Chapter 471, Laws of 1999, authorized the PERB to obtain a loan 
from the INTERCAP Revolving Loan Program to pay startup costs 
of the Defined Contribution (DC) Plan.  The Department of 
Administration entered into a 10-year loan agreement with the Board 
of Investments on June 16, 2000 for this purpose.  As of June 30, 
2002, the PERB has drawn $1,498,000 under this loan agreement.  
DC Plan revenues, consisting of employer and employee 
contributions and investment earnings, are irrevocably pledged for 
the repayment of the loan.  The DC Plan revenues are considered 
state revenues.  Because state revenues are pledged for repayment, 
we believe the use of the INTERCAP Revolving Loan Program to 
fund the startup costs constitutes state debt. 
 
Article VIII, Section 8, of the Montana Constitution prohibits the 
creation of state debt unless authorized by a two-thirds vote of each 
house of the legislature.  Chapter 471, Laws of 1999, did not receive 
a two-thirds vote in the House of Representatives.   As such, we 
believe the establishment of this loan violates the constitution. 
 
In our prior audit we recommended the PERB seek legislative 
direction in order to resolve these concerns.  These concerns have 
not been resolved by PERB.  PERA personnel do not believe the 
loan constitutes state debt and do not agree that corrective action is 
necessary in this situation.  We believe the PERB should take 

 
Prior Audit 
Recommendations  

Defined Contribution 
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appropriate measures to resolve this issue, which may include 
obtaining an Attorney General’s opinion on whether the loan 
represents state debt or seeking legislative authorization of the loan 
as required by the Constitution. 
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Article VIII, Section 15, of the Montana Constitution requires the 
retirement plans to be funded on an actuarially sound basis.  State 
law indicates a defined benefit retirement system is actuarially sound 
when its contributions are sufficient to pay the full actuarial cost of 
the plan. 
 
The results of the July 1, 2002 actuarial valuation indicate the Game 
Wardens’ and Peace Officers’ Retirement System (GWPORS) is not 
actuarially sound.  Specifically, the contribution rates established in 
state law are insufficient.  The combined contribution rate necessary 
to maintain actuarial soundness of the plan is 20.82 percent.  The 
combined statutorily required employer and employee contributions 
are currently 19.56 percent of salaries, which is 1.26 percent lower 
than necessary to maintain the plan’s actuarial soundness. 
 
According to PERA personnel, a change in the plan’s membership 
requirements resulted in a significant number of state correctional 
officers electing membership in GWPORS rather than the Public 
Employees’ Retirement System.  PERA personnel currently do not 
intend to seek legislation to modify the contribution rates because 
they have not had an opportunity to analyze whether the change in 
membership will have a long-term impact on the actuarial soundness 
of the system.  PERA personnel requested their actuary to review the 
appropriateness of the assumptions used for the valuation in light of 
the demographic changes occurring in the system.  According to 
PERA personnel, correctional officers traditionally withdraw their 
contributions prior to retirement more often than other members of 
the system.  PERA personnel do not have an estimate of when that 
analysis will be complete.  We believe the PERB should immediately 
determine whether the GWPORS assumptions should be modified 
for the demographic changes and whether any proposed 
modifications would, in fact, reduce the combined contribution rate 
needed to maintain the plan’s actuarial soundness.  We believe this is 
necessary to facilitate the introduction of legislation, if any, needed 
to make the system actuarially sound. 
 

Game Wardens' and 
Peace Officers' 
Retirement System 
Soundness 
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The state of Montana is required to make contributions for highway 
patrol officers to the Highway Patrol Officers’ Retirement System 
(HPORS).  Some of these contributions are paid by the Department 
of Justice from license fees collected by that agency.  Another 
portion is paid by the Department of Administration from vehicle 
registration fees.  In fiscal year 2001-02, these contributions were 
$798,912 and $308,973, respectively.  The PERA, on 
recommendation from the Department of Administration and in 
accordance with state accounting policy issued July 2, 2002, 
recorded this activity as transfers-in on the state’s accounting 
records. 
 
State law requires the PERA to record its financial activity on the 
state’s accounting records in accordance with generally accepted 
accounting principles (GAAP).  The PERB is a discretely presented 
component unit of the state of Montana.  This means the PERB is a 
separate legal entity for financial reporting purposes.  Because of this 
relationship, GAAP requires the contributions be recorded as revenue 
by PERA and expenditures by the Departments of Justice and 
Administration, rather than as transfers.  We believe current state 
accounting policy does not properly or completely implement current 
GAAP for transactions between the state and its discretely presented 
component units.  While these contributions are appropriately 
reported on the PERB’s financial statements, the underlying 
accounting records do not properly account for the activity. 
 
PERA personnel indicated they do not believe state accounting 
policy is correct in this situation, but that they are required to comply 
with it.  We believe the PERA should work with the Department of 

Recommendation #1 
We recommend the PERB immediately reassess the 
assumptions for the Game Wardens’ and Peace Officers’ 
Retirement System in order to introduce legislation, if any, 
needed to ensure the system is actuarially sound as required by 
the Montana Constitution and state law. 

License and Registration 
Fees 
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Administration to resolve this issue and ensure state accounting 
policy addresses current GAAP. 
 

 
 
 

Recommendation #2 
We recommend PERA work with the Department of 
Administration to ensure state accounting policy results in the 
proper and complete implementation of Generally Accepted 
Accounting Principles. 
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Room 160, State Capitol Building PO Box 201705 Helena, MT  59620-1705 
Phone (406) 444-3122  FAX (406) 444-9784  E-Mail lad@state.mt.us 

 

INDEPENDENT AUDITOR'S REPORT 
 
 
The Legislative Audit Committee 
of the Montana State Legislature: 
 
We have audited the accompanying Combined Statement of Fiduciary Net Assets-Pension Trust Funds of 
the Public Employees' Retirement Board, a component unit of the state of Montana, as of June 30, 2002, 
and the related Combined Statement of Changes in Fiduciary Net Assets-Pension Trust Funds for the 
fiscal year then ended.  These financial statements are the responsibility of the Public Employees' 
Retirement Board.  Our responsibility is to express an opinion on these financial statements based on our 
audit. 
 
We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America.  Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement.  An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also 
includes assessing the accounting principles used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation.  We believe that our audit provides a reasonable 
basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of the Public Employees' Retirement Board as of June 30, 2002, and the changes in 
fiduciary net assets for the fiscal year then ended, in conformity with accounting principles generally 
accepted in the United States of America. 
 
As discussed in note D, the Game Wardens’ and Peace Officers’ Retirement System is not considered 
actuarially sound as required by Article VIII, Section 15, of the Montana Constitution and state law. 
 
Our audit was conducted for the purpose of forming an opinion on the basic financial statements of the 
Public Employees’ Retirement Board.  The Schedules of Administrative Expenses, Investment Expenses, 
and Consultants are presented for purposes of additional analysis and are not a required part of the basic 
financial statements.  Such information has been subjected to the auditing procedures applied in the audit 
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of the basic financial statements and, in our opinion, is fairly stated in all material respects in relation to 
the basic financial statements taken as a whole.  
 
Management’s Discussion and Analysis, the Schedules of Funding Progress, and Employer Contributions 
& Other Contributing Entities are not a required part of the basic financial statements but are 
supplementary information required by accounting principles generally accepted in the United States of 
America.  We have applied certain limited procedures, which consisted principally of inquiries of 
management regarding the methods of measurement and presentation of the required supplementary 
information.  However, we did not audit the information and express no opinion on it. 
 

Respectfully submitted, 
 
       (Signature on File) 
 

James Gillett, CPA 
Deputy Legislative Auditor 

 
 
November 13, 2002 
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