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Montana’'s Financial
Management Tools

Managing Financial Volatility in an Uncertain World
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e States with multiple financial Management
management tools are better
equipped to manage financial
uncertainty

* Montana has multiple tools to
manage volatility including a
budget stabilization reserve Loglstative

. Action
fund (aka a rainy day fund) Governor's

Appropriation




Budget Stabilization Reserve Fund (BSRF)

General Fund Revenue Cycle with the BSRF

Transfers from the BSRF to the general fund
when revenues are lower than trend. When
the BSRF is full, access is easier, and some
funds may be transferred without reductions.
Drawing down the BSRF further requires
reductions ($1 for every $2 transferred).

Transfers into the BSRF when revenues
are higher than trend; 50% to the general
fund, 50% to the BSRF.




Operating Reserve +
Minimum General
Fund Ending Balance

General fund balance has two thresholds
identified in statute:

l.  Minimum ending fund balance
threshold: the minimum that the
Legislature or the Governor budgets to
leave as a cushion. This amount is 5% of
the second year appropriations.

Il. Operating Reserve of 8.3%, which has
two goals:

i Reduce the need for cash flow
borrowing within the fiscal year

ii.  Buffer against revenue downside risk.
Allows revenue reductions of up to
3.3% before the Governor or
Legislature needs to address spending
reductions and transfers from the BSRF
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Governor’s Ability to Reduce Budgets

 Statute requires the Governor to
reduce agency general fund
budgets when his staff anticipate
revenue shortfalls or
supplemental spending reduces
ending fund balance below the
minimum 5% threshold

e Budget reductions are matched
with transfers from BSRF 1:2

* Detailed statutory guidance in
MCA 17-7-140 Reduced

budgets



https://leg.mt.gov/bills/mca/title_0170/chapter_0070/part_0010/section_0400/0170-0070-0010-0400.html

Long term Planning Tool

Structural Balance — Two years out Extended Outlook — Four years out
- Estimated Estimated
Revenue Appropriations .
revenue spending
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Fire Suppression Fund

* Receives funds from unspent
general fund appropriations and
other deposits directed by the
legislature

e Spends on fire suppression and
fire suppression restoration and
mitigation

* In budget shortfalls, can be used
to match 1:1 Governor’s
reductions if BSRF is exhausted

 Maximum fund balance is 4.5%
of second year of general fund
appropriations

Deposits from
unspent GF
appropriations

Use for mitigation or

restoration of land Use for fires

Use for budget
shortfalls if GF

budget & BSRF short




Emergency Funding

oFire
*Fire mitigation

Fire Fund

©lo) /=201t eDeclared Emergency
S0l isepe - *S16 million/biennium




Quarterly Reporting:
(early warning
system)

* The Legislature is informed
of the financial condition of
the state in time to react to
the changes

The LFD reports financial
data quarterly to the
Legislative Finance
Committee and the Revenue
and Transportation Interim
Committee

ey




Montana Keeps an Eye on Money Owed

Debt Pensions

* Montana has little General * At present, almost all states face
Obligation (GO) and other debt challenges with pension debt
relative to other states « Montana addressed known

* A 2/3 vote is required to pass pension issues funding from
debt 2007 through 2013

e Little debt has been issued in * Montana has a good track
recent years and outstanding record of addressing pension
liability balances have been liabilities when they are

declining understood by the legislature



Montana Pension Systems

Understanding the Role of the Legislature



Legislature does not control previous benefits,
but must find funding if short

The
Legislature
must
understand
risk




Previous PERS/TRS Pension Solutions: $140

million per year

* Direct additional general fund
pension contributions S80 million
per year or over 3% of annual
spending

 Employer contributions 1-2%
increases will cap out at S40 million
per year (~S4 million from GF)

* Employee 1% contributions cap out
at $21 million per year

* Reduced benefits for future
employees impact small so far

////////,,Reducgd
benefits
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Balance comparisons
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* GO Debt is relatively small
* Pension liabilities are larger

* In recent years, State efforts to
amortize (pay off) most of the
liability within 30 years

* Pension liabilities are double the
size of current state trust funds
including:

e School trusts,

e Coal trusts,

* Tobacco trust,

e Resource indemnity, and others



Whole area of 3 color box are the liabilities:
Discounted Cost of future pension benefits

Unfunded

Assets: Funded portion of the liabilities Amortized Unamortized

| | | | ‘ | HW

Assets (bonds & equities) = Funded portion of the Amortized:

liabilities Actuaries use all payments
into and out of the system to
Another key term is Funded Ratio determine if the unfunded Unamortized
Funded ratio = assets/liabilities portion of the liabilities will portion of the
amortize or be paid off within liability is the

30 years. amount that

does not
amortize in
30 years
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S16 billion in discounted benefits owed with
about 70% funded with assets

Unfunded (S4.5 bi)

Assets: Funded (~$11.5 bi) Amortize Unamortized in 30
| ($4.3 bi) Hl‘ears (~$0.2 bi)
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Risk Assessment: what do different
assumptions yield

Unfunded

Assets: Funded C. Amortized in 30 D. Unamortized in

| years 30 years
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Discounted benefits owed = S16 Billion

Likelihood —
Of Risk Cost of Risk

to State




Risk Assessment: New Actuary Standard

e Actuarial Standards Boards issued Actuarial Standard of Practice 51(ASOP
51) entitled “Assessment and Disclosure of Risk Associated with Measuring
Pension Obligations and Determining Pension Plan Contributions”

* Requires actuaries to better educate interested parties about risks facing
their plans

* Educate interested parties on the potential for future plans’ health to differ
from expected results. Identify realistic risks to the system such as
investment risks, contribution risks, longevity, etc

 If returns on investment are lower than the assumed rate, what increase in
contributions would be required to still fully amortize?

* Also provides a way to incorporate states overall economic conditions, tax
collections, and history of making required contributions to inform policy



Legislative Information Option

Legislature ask for analysis of long term risk

December 2018 to
June 2019

Pension Boards approve risk assessment criteria

June 2019

Actuaries analyze & report

July 2019 to
December 2019
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