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INTRODUCTORY SECTION

Mission Statement of the PERB

The Montana Public Employees’ Retirement Board, as

fiduciaries, administers its retirement plans and trust

funds, acting in the best interest of the members and
beneficiaries.

Mission Statement of the MPERA

The Montana Public Employee Retirement
Administration efficiently provides quality benefits,
education and service to help our plan members and

beneficiaries realize a successful retirement.
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MONTANA PUBLIC EMPLOYEE RETIREMENT ADMINISTRATION

STEVE BULLOCK DORE SCHWINDEMN
COVERNOR EXECUTIVE DIRECTOR
STATE OF MONTANA
v, | I
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TOLL FREE (877) 275-7372 rO BOX 200131 mpera.mt . gor
FAX (406) 444-5428 HELEMA MT 59620-0131

December 23, 2016

The Honorable Steve Bullock
Governor of Montana

Room 204, State Capitol

PO Box 200801

Helena, MT 59620-0801

Dear Governor Bullock:

The Public Employees’ Retirement Board (PERB) and its staff, the Montana Public Employee
Retirement Administration (MPERA), are pleased to submit this Comprehensive Annual
Financial Report (CAFR) for the fiscal year ended June 30, 2016, in accordance with §19-2-407,
Montana Code Annotated. The purpose of this letter is to introduce the basic financial statements
and provide an analytical overview of the trust funds’ financial activities. The letter of transmittal
is intended to complement the Management’s Discussion and Analysis (MD&A) and the two
should be read in conjunction.

Responsibility for both the accuracy of the data and the completeness and fairness of the
presentation, including all disclosures, rests with the MPERA management, based upon a
comprehensive framework of internal controls established for this purpose. To the best of our
knowledge and belief, the enclosed data is accurate in all material respects and is reported in a
manner designed to present fairly the financial position and results of operations of the fiduciary
funds.

For financial reporting purposes, MPERA adheres to accounting principles generally accepted
in the United States of America. MPERA applies all applicable pronouncements of the
Governmental Accounting Standards Board (GASB), including the MD&A. Defined Benefit,
Defined Contribution and Other Employee Benefit transactions are reported on the accrual basis
of accounting. Investments are presented at fair value.

The external auditor conducted an independent audit of the basic financial statements in accordance
with U.S. generally accepted auditing standards. This audit is described in the Independent
Auditor’s Report included in the Financial Section on page 15. Management provided the external
auditors with full and unrestricted access to MPERA staff to facilitate independent validation of
the integrity of the plans’ financial reporting.

Montana PERB’S Comprehensive Annual Financial Report 5
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The MD&A, included in the Financial Section beginning on page 18, is a management discussion
of the financial position of the retirement plans and provides an overview and analysis of the
plans’ basic financial statements. The Statistical Section, beginning on page 213, includes
statistics regarding active and retiree membership, employer contributions, assets held, and
benefits or distributions paid in accordance with the five objectives required by GASB Statement
44 - financial trends, revenue capacity, debt capacity, demographic and economic information,
and operating information.

ProriLE oF THE PERB

The PERB is a fiduciary component unit Pension Trust Fund of the State of Montana financial
reporting entity. For this reason, the financial statements contained in this report are also included
in the State of Montana’s CAFR. Fiduciary responsibility for the systems rests with the PERB,
which consists of seven members, appointed by the Governor. The members are assigned five-
year, staggered terms. The PERB is required to approve a final budget before the beginning of the
fiscal year. The MPER A management develops the budget for all plans administered and presents
it to the PERB. As governed by statute, the PERB’s defined benefit administrative expenses may
not exceed 1.5 percent of the total defined benefit plan retirement benefits paid. Costs for the
PERB to administer the defined contribution plans are also defined in statute and the funding is
provided by the fees assessed on account balances. The budget is monitored throughout the year
and quarterly updates are provided to the PERB.

The PERB oversees ten separate retirement plans and one Other Post Employment Benefit
(OPEB) plan, each reported in this CAFR. There are nine defined benefit retirement plans
including the Public Employees’ Retirement System-Defined Benefit Retirement Plan (PERS-
DBRP) in its 71st year of operation, the Judges’ Retirement System (JRS), the Highway Patrol
Officers’ Retirement System (HPORS), the Sheriffs’ Retirement System (SRS), the Game
Wardens’ and Peace Officers’ Retirement System (GWPORS), the Municipal Police Officers’
Retirement System (MPORS), the Firefighters’ Unified Retirement System (FURS), and the
Volunteer Firefighters’ Compensation Act (VFCA). The Public Employees’ Retirement System
- DCRP Disability OPEB (PERS-DCRP Disability OPEB) was statutorily-created through §19-
3-2141, MCA, and is completely separate from the other defined benefit plans. The PERS-DCRP
Disability OPEB is self-insured and provides a defined benefit disability payment for disabled
members of the PERS-DCRP.

The two defined contribution retirement plans are the Public Employees’ Retirement System-
Defined Contribution Retirement Plan (PERS-DCRP) and the Deferred Compensation (457)
Plan. The PERS-DCRP was implemented July 1, 2002. New hires in PERS have the option of
choosing participation in either the PERS-DBRP or PERS-DCRP within 12 months of hire. The
PERB contracts with Empower ™ Retirement to provide recordkeeping services for the PERS-
DCRP. University employees, in positions covered by PERS, have a third retirement option:
the Montana University System Retirement Program (MUS-RP) administered by the Teachers
Insurance and Annuity Association (TIAA New York, NY). State and University employees,
and employees of local government entities that contract with the PERB, also have the option to
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supplement their retirement income by voluntarily participating in the Deferred Compensation
(457) Plan. The PERB contracts with Empower ™ Retirement to provide recordkeeping services
for the Deferred Compensation Plan. Participants in the deferred compensation plan can elect to
defer money either into a pre-tax account or an after-tax (ROTH) account.

Economic ConDITION AND OUTLOOK

INVESTMENTS

The economic condition of the defined benefit plans is based primarily upon investment earnings.
For fiscal year 2016, the PERS-DBRP experienced a 2.07% rate of return; an average annualized
rate of return for the last three years was 7.74% for the last five years was 7.68%; and for the last
ten years was 5.89%. The ten year rate of return is below the annual actuarial return assumption
of 7.75% and acts to erode the funded status of the plan. The plans are required by law to be
maintained on an actuarially sound basis which protects participants’ future benefits. A summary
of the investment activity can be found in the Investment Section of this CAFR on page 152.

The investment portfolio mix at fair value as of June 30, 2016 for the PERS-DBRP was 37.74%
domestic equity, 15.43% international equity, 11.15% private equity, 2.83% cash equivalents
(short-term), 23.61% domestic fixed income, and 9.24% real estate. See MD&A, starting on page
18, and Investment Section, page 131, for more detailed analysis and information. The Systems’
investment outlook is long term, allowing the portfolio to take advantage of the favorable risk-
return characteristics of domestic equities by placing more emphasis on this category.

The funded status of all the MPERA administered retirement systems increased in fiscal year
2016, with the exception of the GWPORS. GWPORS funded status experienced a slight decrease
of 0.35% from 84.41% in 2015 to 84.06% in 2016. A single year’s funded ratio, by itself, does
not provide a measure of the funding direction. The status and funding progress of the defined
benefit retirement systems can be found in the Actuarial Section of this report on page 180-181
in accordance with GASB 67. The PERS-DCRP Disability OPEB schedule of funding progress
can be found in the Financial Section on page 116 in accordance with GASB 43.

FunpbING

The primary funding objectives of the PERB for the pension trust funds are to: 1) ensure that
the systems are financially sound and pay all benefits promised using assets accumulated from
required employer and member contributions and investment income; and 2) achieve a well-
funded status with a range of safety to absorb market volatility without creating an Unfunded
Actuarial Liability (UAL). PERB’s long-term goal is for all retirement systems to be 100%
funded and up to 120% funded to allow a reserve in times of slow markets. The PERB’s short-
term goal is to obtain actuarial soundness for the systems that do not amortize.

Montana PERB's Comprehensive Annual Financial Report 7
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The information received from the annual actuarial valuation is used by the PERB to recommend
funding increases or system changes or both to the Legislature to address financial sustainability.
The contribution rates are statutorily set through the Legislature. The rate of the employer
contributions to the Systems is composed of the normal cost, amortization of the UAL, and an
allowance for administrative expenses. The allowance for the administrative expenses is based
upon the average recent history of administrative expenses for each System.

Funds are accumulated to meet future benefit obligations to retirees and beneficiaries. This
accumulated balance is referred to as the “net position restricted for pension benefits” in the
Statement of Changes in Fiduciary Net Position — Pension Trust Funds in the Financial Section,
page 40 of this report. The total pension liability is not reported in the basic financial statements;
however, itis disclosed in Note 4 to the basic financial statements and in the required supplementary
information. The total pension liability is determined by the actuary and is a measure of the
present value of actuarial accrued liabilities estimated to be payable in the future to current
retirees and beneficiaries. The net pension liability is measured as the total pension liability less
the amount of the pension plan’s fiduciary net position. The net pension liability is an accounting
measurement for financial statement purposes. The plan fiduciary net position as a percentage
of the total pension liability for each System is shown in the table below. This information also
appears in Note 4 to the basic financial statements and in the required supplementary information.

Plan Fiduciary Net Position as a Percentage
of the Total Pension Liability

PERS- DBRP 74.71% GWPORS 70.02%
JRS 162.74% MPORS 65.62%
HPORS 64.25% FURS 75.48%
SRS 59.85% VFCA 74.86%

AWARDS

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the Montana
Public Employees’ Retirement Board for its comprehensive annual financial report for the fiscal
year ended June 30, 2015. This was the eighteenth consecutive year that the Montana Public
Employees’ Retirement Board has achieved this prestigious award. In order to be awarded a
Certificate of Achievement, a government entity must publish an easily readable and efficiently
organized Comprehensive Annual Financial Report. This report must satisfy both generally
accepted accounting principles and applicable legal requirements. A Certificate of Achievement
is valid for a period of one year only. We believe our current Comprehensive Annual Financial
Report continues to meet the Certificate of Achievement Program’s requirements and we are
submitting it to the GFOA to determine its eligibility for another certificate.

MPERA also received the Public Pension Coordinating Council (PPCC) Public Pension
Standards Award for 2016 in recognition of meeting the professional standards for funding and

8 Montana PERB's Comprehensive Annual Financial Report



INTRODUCTORY SECTION

plan administration set forth in the Public Pension Standards. This is the fourteenth year the
PPCC is offering the PPCC Standards Award Program to public retirement systems and the
twelfth time MPERA has received the PPCC award. The Public Pension Standards are intended
to reflect minimum expectations for public retirement system management and administration,
as well as serve as a benchmark by which all defined benefit public plans should be measured.

ACKNOWLEDGEMENTS

The compilation of this report reflects the efforts of the MPERA Fiscal Services Bureau
accounting staff. This report is intended to provide complete and reliable information to facilitate
the management decision process, as a means of determining compliance with legal provisions,
and as a means of determining responsible stewardship of the plans’ funds. MPERA received an
unmodified opinion from our independent auditors on the financial statements included in this
report. This opinion provides assurance that the financial statements can be relied upon.

The reporting employers of each retirement system form the link between the plans and the
members. Their cooperation contributes significantly to the success of the plans. We hope the

employers and their employees find this report informative.

We would like to take this opportunity to express our gratitude to the staff, the advisors, and the
many people who have worked so diligently to assure the successful operation of the plans.

Respectfully submitted,

/s/ Dore Schwinden /s/ Sheena Wilson
Dore Schwinden, Executive Director Sheena Wilson, President
Montana Public Employee Retirement Administration Public Employees’ Retirement Board
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Public Pension Coordinating Council

Public Pension Standards Award
For Funding and Administration
2016

Presented to

Montana Public Employees’ Retirement Board

In recognition of meeting professional standards for
plan funding and administration as
set forth in the Public Pension Standards.

Presented by the Public Pension Coordinating Council, a confederation of
National Association of State Retirement Administrators (NASRA)

National Conference on Public Employee Retirement Systems (NCPERS)
National Council on Teacher Retirement (NCTR)

Alan H. Winkle
Program Administrator
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Public Employees’ Retirement Board
A Component Unit of the State of Montana
as of June 30, 2016

'..:ﬁi ¥
Standing (left to right): Mike McGinley, Marty Tuttle, Sheena Wilson, Pepper Valdez, Timm Twardoski
Seated (left to right): Maggie Peterson, Julie McKenna

Sheena Wilson, President
Helena,
PERS Retired Member

PERS Board Representative - BOI

Appointed 4/1/2013
Term Expires 3/31/2018

Email: Sheena. Wilson@mt.gov

Timm Twardoski

Maggie Peterson

Mike McGinley, Vice President
Dillon,
Member at Large
Appointed 4/1/2013
Term Expires 3/31/2018
Email: Mike.McGinley@mt.gov

Marty Tuttle

Helena, Anaconda, Experience in Investment Clancy, Active DC Plan Member
Member at Large Management Public Employee
Reappointed 4/1/2016 Appointed 6/5/2014 Appointed 7/31/2015

Term Expires 3/31/2021
Email: Timm.Twardoski@mt.gov

Julie McKenna
Helena,

Active Public Employee
Appointed 7/31/2015
Term Expires 3/31/2017
Email: Julie. McKenna@mt.gov

Term Expires 3/31/2019
Email: Maggie.Peterson@mt.gov

Term Expires 3/31/2019
Email: Marty. Tuttle@mt.gov

Pepper Valdez
Billings,

Active Public Employee
Appointed 7/31/2015
Term Expires 3/31/2020
Email: Pepper.Valdez@mt.gov
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LEGISLATIVE AUDIT DIVISION

Angus Maciver, Legislative Auditor Deputy Legislative Auditors:
Deborah E. Butler, Legal Counsel Cindy Jorgenson
Joe Murray

INDEPENDENT AuDITOR'S REPORT

The Legislative Audit Committee
of the Montana State Legislature:

Introduction

We have audited the accompanying Statement of Fiduciary Net Position—Pension (And Other
Employee Benefir) Trust Funds of the Public Employees’ Retirement Board (board), a component unit
of the state of Montana, as of June 30, 2016, and the related Statement of Changes in Fiduciary Net
Pasition-Pension (And Other Employee Benefits) Trust Funds for the fiscal year then ended, and the
relared notes to the financial statements.

Management s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial starements
in accordance with accounting principles generally accepted in the United States of America; this
responsibility includes designing, implementing, and maintaining internal controls relevant 1o the
preparation and fair presentation of financial statements that are free from marerial misstatement,
whether due to fraud or error.

Anditor’s Responsibility

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 and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obrain reasonable assurance abour whether the financial statements are free from
material misstatement.

An audit involves performing procedures 1o obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of marerial misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal controls relevant to the board’s
preparation and fair presentation of the financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the board’s internal control, and accordingly, we express no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as the overall presentation of the
financial statements.

Room 160 * Seate Capiral Building * PO Box 2001705 * Helena, MT * 59620-1705
Phone (406) 444-3122 « FAX (406) 444-9784 * E-Mail lad@mrpov
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We believe thar the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the financial starements referred o above present fairly, in all material respects, the
fiduciary net position of the Public Employees’ Retirement Board as of June 30, 2016, and the changes
in fiduciary net position for the fiscal year then ended in conformity with accounting principles
generally accepted in the United States of America.

Emphasis of Marter
As discussed in Note C, the Sheriffs, Game Wardens' and Peace Officers’, and Public Employees’
Retirement System Defined Contribution Disabilicy OPEB retirement systems were not actuarially
sound at June 30, 2016, as required by the Montana Constitution because they do not amortize.
The maximum allowable amortization period is 30 years, as defined by state law. Our opinion is not
modified with respect to this marter.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion & Analysis, and the Schedule of Changes in Multiple-Employer Plans
Net Pension Liability/(Asset), Schedule of Changes in Single-Employer Plans Net Pension Liabilicy/
(Asser), Schedule of Net Pension Liabiliry/(Asser) for Multiple-Employer Plans, Schedule of Ner
Pension Liability/(Asser) for Single-Emplayer Plans, Schedule of Employer and Non-Employer (Stare)
Contributions for Cost-Sharing Multiple-Employer Plans, Schedule of Employer Contributions for
Single-Employer Plans, Schedule of Investment Returns for Multiple-Employer Plans, Schedule of
Investment Returns for Single-Employer Plans, Schedule of Funding Pragress for PERS-DCRP
Disability OPEB, Schedule of Employer Contributions & Other Contributing Entities for
PERS-DCRP Disability OPEB, Schecule of Funding Progress for OPEB (Healthcare), and related
notes be presented to supplement the basic financial statements. Such informarion, although not a part
of the basic financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures
to the required supplementary informarion in accordance with auditing standards generally accepred
in the United Stares of America, which consisted of inquiries of management about the methods
of preparing the information and comparing the information for consistency with management's
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our
audit of the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a



whole. The following schedules are supplementary information presented for purposes of additional
analysis and are not a required part of the financial statements: Schedule of Administrative Expenses,
Schedule of Investment Expenses, Schedule of Professional/Consultant Fees for the fiscal year ended
June 30, 2016&; the Detail of Fidudary Net Position (PERS-DBRI and PERS-DBEd); and the Deetail
of Changes in Fiduciary Net Position (PERS-DBRTP and PERS-DBEd); and the Dietail of Fiduciary
WNet Posidon (PERS-DCRP, PER5-DCEd); and the Detail of Changes in Fiduciary Net Position
(PERS-DCRP, PERS-DCEd) for the fiscal year ended June 30, 2016. Such information is the
responsibility of management and was derived from and relates directly to the undedying accounting
and other records used to prepare the financial statements. The informarion has been sub]:ct-nd to the
auditing procedures applied in the audit of the financial statements and certain additional procedures,
including comparing and reconciling such information directly to the undedying accounting and
other records used to prepare the finandal statements or to the finandal statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is faidy stated in all material respects in relation to
the finandal statcments as a whole.

Other Information

Our zudit was conducted for the purpose of forming 2n opinion on the basic inancial statements as
a whole. The Introductory; Investment, Actuardal, and Statistical sections were presented for purposes
of additional analysis and are not a required part of the basic finandal statements. Such information
has not been subjected to the auditing procedures applied in the audit of the basic inandal statements,
and accordingly. we do not express an opinion or provide any asurance on it

In accordance with Crovermment Auditing Standards, we have also issued our report dated Diecember 22,
2016, on our consideration of the Public Employees’ Retirement Board s internal control over finandal
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over Ainandial reporting and compliance and the results of that testing, and not o
provide an opinion on internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Govermment Auditing Standard: in considering
the Public Employees’ Retirement Board’s internal control over finandal reporting and compliance. It
is included in the Legislative Auditor’s separately issued repart (16-08A)

Respectfully submirted,

s Cindy Jorgenson

Cindy Jorpenson, CPA
Deputy Legislative Auditor

Helena, MT
December 22, 2016
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Public Employees’ Retirement Board
A Component Unit of the State of Montana
Management’s Discussion and Analysis

This section presents management s discussion and analysis of the Montana Public Employees’
Retirement Board’s (PERB) financial presentation and performance of the plans administered
by the PERB for the fiscal year ending June 30, 2016. It is presented as a narrative overview
and analysis and should be read in conjunction with the Letter of Transmittal included in the
Introductory Section, the financial statements and other information presented in the Financial
Section of this Component Unit Financial Report. Throughout this discussion and analysis units
of measure (i.e., billions, millions, thousands) are approximate, being rounded up or down to the
nearest tenth of the respective unit value.

Financial Highlights

The PERB s combined total net position of
the defined benefit plans increased by $1.7
million or 2.7% in fiscal year 2016. The
increase was primarily due to an increase
in cash and receivables.

The PERB's defined contribution plans
combined total net position increased by
821.1 million or 3.6% in fiscal year 2016.
The total increase in net position was
primarily due to the increase of investment
income in the PERS defined contribution
retirement plan and the deferred
compensation plan.

Revenues (additions to plan net position)
for the PERBS defined benefit plans for
fiscal year 2016 were $447.4 million,
which includes member and employer
contributions of $317.5 million and net
investment income of $129.9 million.

Revenues (additions to plan net position)
for the PERB'S defined contribution plans
for fiscal year 2016 were $48.4 million,
which includes member and employer
contributions of 839.7 million and net
investment income of $8.7 million.

Expenses (deductions to plan net position)
for the PERBS defined benefit plans
increased from $417.3 million in fiscal year
2015 to 8445.7 million in fiscal year 2016
or 6.8%. The increase in 2016 is primarily
due to an increase in benefit payments.

Expenses (deductions to plan net position)
for the PERBS defined contribution plans
decreased from $32.0 million in fiscal
vear 2015 to $27.3 million in fiscal year
2016 or 14.8%. The decrease in expenses
is primarily due to a decrease in member
distributions.

The PERB's defined benefit plans’ funding
objective is to meet long-term benefit
obligations. As of June 30, 2016, the date
of the latest actuarial valuation, five of the
plans amortize the Unfunded Actuarial
Liability (UAL) in 30 years or less. They
are the Public Employees’ Retirement
System  (PERS),  Highway  Patrol
Officers’ Retirement System (HPORS),
Municipal Police Officers’ Retirement
System (MPORS), Firefighters’ Unified
Retirement System (FURS), and the
Volunteer Firefighters’ Compensation Act
(VFCA). The plans that do not amortize
the Unfunded Actuarial Liability are the
Sheriffs’ Retirement System (SRS), and
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the Game Wardens’ and Peace Officers’
Retirement System (GWPORS). The PERS-
DCRP Disability OPEB (DC Disability
OPEB) as an other Employee Benefit also
does not amortize the UAL. The Judges’
Retirement System (JRS) has an actuarial
surplus. This means there are more assets
than liabilities in the plan. It is important
to understand that this measure reflects the
Actuarial Value of Assets for the defined
benefit plans, which are currently greater
than the actual fair value published in the
financial statements. Investment earnings
are critical to the defined benefit plans. The
actuary uses a four-year smoothing method
to determine the Actuarial Value of Assets.
This method is used to reduce the impact of
market volatility. Due to smoothing gains
in 2013, 2014, 2015 and 2016, return on
actuarial value ranged from 8.30% to
9.27% for all systems, creating actuarial
experience gains. These ranges were
greater than the actuarial assumed rate of
return on investments of 7.75%.

Overview of the Financial
Statements

This discussion and analysis is intended
to serve as an introduction to the PERB’s
financial reporting which is comprised of the
following components:

(1) Financial Statements

(2) Notes to the Financial Statements

(3) Required Supplementary Information
(4) Other Supplementary Schedules

Collectively, this information presents the
combined net position restricted for pension
benefits for each of the plans administered
by the PERB as of June 30, 2016. This
financial information also summarizes the
combined changes in net position restricted

for pension benefits for the year then ended.
The information in each of these components
is briefly summarized as follows:

(1) Financial Statements for the fiscal year
ended June 30, 2016, are presented for the
fiduciary funds administered by MPERA,
staff of the PERB. Fiduciary funds are used
to pay for pension benefits and expenses.
The fiduciary funds are comprised of 11
trust funds that consist of ten pension
and one other post-employment benefit
(OPEB).

« The Statement of Fiduciary Net
Position is presented for the pension
trust funds at June 30, 2016. These
financial  statements reflect the
resources available to pay benefits to
retirees and beneficiaries at the end of
the fiscal year reported.

« The Statement of Changes in
Fiduciary Net Position is presented
for the pension trust funds for the year
ended June 30, 2016. These financial
statements reflect the changes in the
resources available to pay benefits to
retirees and beneficiaries at the end of
the fiscal year reported.

(2) The Notes to the Financial Statements
provide additional information that is
essential for a full understanding of the data
provided in the financial statements. The
information in the Notes to the Financial
Statements is described as follows:

« Note A provides a summary of
significant accounting policies
including: the basis of accounting;
capital assets and equipment used in
operations including PERIS, the new
line of business system; operating
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lease;  Governmental  Accounting
Standards Board (GASB) Statement
No. 67 Disclosures regarding Financial
Reporting for Pension Plans; GASB
Statement No. 43 Financial Reporting
for Post-Employment Benefit Plans
Other Than Pension Plans; GASB
StatementNo.45 Employer Disclosures
regarding Other Post-Employment
Benefits (OPEB); and summaries of
the method to value investments and
other significant accounting policies or
explanations.

« Note B provides information about
litigation.

* Note C describes the membership
and descriptions of each of the plans
administered by the PERB. Summaries
ofbenefits and contribution information
are also provided.

(3) The Required Supplementary Information
(RSI) consists of multiple-employer and
single-employer plan schedules of changes
of employers’ net pension liability,
employers’ net pension liability, employer
contributions, and the money-weighted
rate of investment returns of the defined
benefit pension systems administered
by the PERB. The RSI also contains,
as related notes concerning actuarial
information of the defined benefit pension
plans, Other Post-Employment Benefits
(OPEB) for the State Healthcare Benefits
and the PERS-DCRP Disability OPEB
and the related notes to the OPEB plans.

(4) Other Supplementary Schedules include
schedules of administrative expenses,
investment expenses, and professional/
consultant fees.

Financial Analysis of the Systems
— Defined Benefit Plans

Investments

The State of Montana Board of Investments
(BOI), as authorized by state law, invests the
defined benefit plans’ assets in investment
pools. Each plan owns an equity position in the
pools and receives proportionate investment
income from the pools in accordance with
respective ownership. The investment pools
are: Montana Short Term Investment Pool,
Montana Domestic Equity Pool, Retirement
Funds Bond Pool, Montana International
Equity Pool, Montana Real Estate Pool and
Montana Private Equity Pool. Each plan’s
allocated share of the investment in the
pools is shown in the Statement of Fiduciary
Net Position of the plan. Investment gains
and losses are reported in the Statement of
Changes in Fiduciary Net Position.

Economic Conditions

According to the Board of Investments’ Chief
Investment Officer, Joe Cullen, “The U.S.
economic conditions during the past fiscal
year can be summarized as moderate growth
with continued low inflation. This summary
statement, however, is derived from multiple
cross-sections within the U.S. economy that
are exhibiting different characteristics in
comparison to this average. Furthermore,
it is important to recognize that even a
large economy like the U.S. is significantly
impacted by the economic conditions as well
as policy, political, or market actions of other
countries across the globe.

“At the start of the year, the Federal Open
Market Committee (FOMC) of the Federal
Reserve noted that the U.S. economic activity
was expanding moderately and the labor
market conditions were improving. Real
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U.S. Gross Domestic Product (GDP), which
is a measure of the total output of goods
and services, adjusted for price changes,
was estimated at 1.1% for fiscal year 2016.
Although positive, this is an amount below
the average of GDP during other periods
of the current U.S. expansion beginning in
2009. The labor market strengthened, with
the recent unemployment rate of 4.9%,
showing continued improvement during the
last year and approximately half the level of
unemployment experienced in 2009. At the
same time, wage growth has begun to increase
recently, estimated at 2.4% in June 2016.

“The economic conditions of the individual
consumer continue to be favorable. Debt
payments as a percentage of disposable
personal income are approximately 10%,
considerably off the 2007 peak of 13%,
and near the lowest levels over the last few
decades. The housing sector has continued to
improve with annual housing starts continuing
to increase to levels last seen in 2007 thanks
to an average 30-year fixed rate mortgage
near all-time lows of 3.5%. The Consumer
Confidence, as indicated by the University
of Michigan Index of Consumer Sentiment,
was a little lower at the end of the fiscal year
than the beginning; however it remains near
the high end of the index levels over the last
decade and above the long-term average.

“The FOMC seeks to “foster maximum
employment and price stability”. Consistent
with this mandate, the FOMC stated earlier in
the fiscal year that “it will be appropriate to
raise the target range for the federal funds rate
when it sees some further improvement in the
labor market and is reasonably confident that
inflation willmove back toits 2% objective over
the medium term.” Based on this philosophy,
in December 2015, the FOMC raised the
target range for the federal funds rate to the

current range of % to 2 percent. Towards the
end of the fiscal year, the FOMC concluded
that “near-term risks to the economic outlook
have diminished”, however, there were no
additional rate changes made by the FOMC
during the year. The Committee continues
to maintain an accommodative monetary
policy indicating that there still is risk that the
growth objectives will not be achieved in the
coming quarters. Longer-term U.S. interest
rates continued to decline during the last year
with the ten-year rate declining by -0.88% to
a nominal yield of 1.47% by June 30, 2016.
Even though the U.S. Treasury rates are near
historic lows, they are above the rates observed
from most of the other developed countries in
the world.

“Measures of inflation continued to be
subdued with annual estimates of 1%-2%,
less than half a 50-year average and still
below the FOMC target level of 2%. Oil is a
significant contributor to inflation estimates
and expectations. West Texas Intermediate
(WTTI) crude oil, which is traded in U.S. dollars
and started the fiscal year at its peak near $60/
barrel, followed by a significant decline to
a low in January 2016 near $30/barrel, and
eventually recovered and finished at the end
of the fiscal year near $49/barrel.

“Relative to the U.S., many other places in
the world exhibited significant changes in
economic conditions. Weakening economic
indicators in China and the decision by the
People’s Bank of China to devalue the Yuan
against the U.S. dollar has caused global
growth expectations to decline below levels
witnessed over the last few years. On June
23, 2016, UK citizens unexpectedly voted to
exit the European Union. Although this event
has created much speculation, the impact on
economic conditions will not be known for a
few years.
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“The U.S. dollar appreciated relative to other
currencies during the first several months of
the fiscal year as global investors anticipated
that the FOMC would raise the Fed Funds
rate at the same time many of the world’s
central bankers were lowering rates. However

during the first few months of calendar 2016
the dollar gave back its gains relative to other
currencies partly due to the market associating
lower probabilities with any additional FOMC
rate hikes in 2016.

Fiduciary Net Position - Defined Benefit Plans
As of June 30, 2016 - and comparative totals for June 30, 2015

(dollars in thousands)

PERS-DCRP
PERS DISABILITY OPEB JRS HPORS SRS
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
Assets:
Cash and Receivables $ 161,002 110,011 283 2,757 2,673 2,010 4,327 2,729 8,867 6,930
Securities Lending Collateral 139,758 192,830 1 6 2,431 3,306 3,568 4912 8314 11,240
Investments 4,875,780 4,955,166 2,835 24 84,832 84,943 124,427 126,245 290,138 288,771
Property and Equipment 31 40 1 1 1 1 1
Capital Assets 1,195 963 351 283 298 240 351 283
Total Assets 5,177,766 5,259,010 3,119 2,787 90,288 90,543 132,620 134,127 307,671 307,225
Liabilities:
Securities Lending Liability 139,758 192,830 1 6 2,431 3,306 3,568 4,912 8,314 11,240
Other Payables 2,149 2,242 51 130 79 148 205 290
Total Liabilities 141,907 195,072 1 6 2,482 3,436 3,647 5,060 8,519 11,530
Total Net Position $ 5,035,859 5,063,938 3,118 2,781 87,806 87,107 128,973 129,067 299,152 295,695
Changes In Fiduciary Net Position - Defined Benefit Plans
For the year ended June 30, 2016 - and comparative totals for June 30, 2015
(dollars in thousands)
PERS-DCRP
PERS DISABILITY OPEB JRS HPORS SRS
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
Additions:
Contributions $ 230,953 230,516 368 343 2,536 2,218 8,076 7,464 14,299 13,526
Investment Income (Loss) 101,213 225,110 " 3 1,779 3,842 2,605 5,738 6,064 13,042
Total Additions 332,166 455,626 379 346 4,315 6,060 10,681 13,202 20,363 26,568
Deductions:
Benefits 344,104 319,502 42 34 3,416 3,041 10,483 9,932 15,476 14,019
Refunds 10,645 12,522 94 69 1,104 1,261
OPEB Expenses 88 95 3 2 2 2 3 2
Administrative Expenses 4,173 3,885 197 136 197 144 323 248
Miscellaneous Expenses 1,235 1,377
Total Deductions 360,245 337,381 42 34 3,616 3,179 10,776 10,147 16,906 15,530
Incr/(Decr) in Net Position $ (28,079) 118,245 337 312 699 2,881 (95) 3,055 3,457 11,038
Prior Period Adjustments 17
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markets and economic conditions across the
globe. It is this broader focus that will likely
influence the FOMC'’s future actions.”
(Written September 21, 2016)

“At the end of the fiscal year, the Federal
Reserve continued to monitor and focus on
the inflation and labor statistics; however,
they seemed to also spend considerable time
looking at capital markets, foreign currency

GWPORS MPORS FURS VFCA TOTAL
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
$ 4,979 3,680 24,037 19,380 24,158 20,188 2,772 2475 233098 170,160
4,286 5,639 9,157 12,282 9,381 12,468 895 1232 177,791 243,915
149,488 144,876 319,442 315650 327,308 320,400 30,950 31,578 6,205,200 6,267,653
1 1 1 1 1 1 35 47
351 283 314 253 310 250 285 230 3,455 2,785
159,105 154,479 352,950 347,566 361,158 353,307 34,902 35,516 6,619,579 6,684,560
4,286 5,639 9,157 12,282 9,381 12,468 895 1232 177,791 243,915
134 202 166 227 148 203 124 180 3,056 3,622
4,420 5,841 9,323 12,509 9,529 12,671 1,019 1412 180,847 247,537
$ 154,685 148,638 343627 335057 351,629 340,636 33,883 34,104 6,438,732 6,437,023
GWPORS MPORS FURS VFCA TOTAL
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
$ 9314 9,012 25,064 24,354 24,885 24,383 2,036 1,913 317,531 313,730
3,167 6,435 7,113 14,472 7,312 14,640 623 1480 129,887 284,762
12,481 15,447 32,177 38,826 32,197 39,023 2,659 3,393 447,418 598,491
5,068 4,550 21,961 20,560 20,896 19,745 2,623 2,368 424,069 393,751
1,093 802 1,369 2,184 46 2 14,351 16,840
3 2 3 2 2 (5) 2 2 106 102
270 201 274 212 260 197 242 181 5,936 5,204
12 11 1,247 1,388
6,434 5,555 23,607 22,958 21,204 19,939 2,879 2,562 445709 417,285
$ 6,047 9,892 8,570 15,868 10,993 19,084 (220) 831 1,709 181,207
@) 10
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Defined Benefit Plans Total Investments

At June 30, 2016, the PERB’s defined benefit
plans held total investments of $6.2 billion,
a decrease of $62.5 million from fiscal year
2015 investment totals. On the previous pages
22 and 23, are the schedules of Fiduciary
Net Position and Changes in Fiduciary
Net Position for the defined benefit plans,
including comparative totals from fiscal year
2015.

Analysis of Individual Systems

PERS-DBRP and Education

The PERS-DBRP provides retirement,
disability, and death benefits for covered
employees of the State, local governments,
certain employees of the Montana University
System, and school districts. Member and
employer contributions and earnings on
investments fund the benefits of the plan. All
new members are initially members of the
PERS-DBRP and have a 12-month window
during which they may choose to remain in
the PERS-DBRP or join the PERS-DCRP
by filing an irrevocable election. The PERS-
DBRP and the DB Education Fund have
been combined in these comparisons. The
PERS-DBRP net position restricted for
pension benefits at June 30, 2016 amounted
to $5.0 billion, a decrease of $28.1 million
(0.6%) from $5.1 billion at June 30, 2015.

Additions to the PERS-DBRP net position
restricted for pension benefits includes
contributions from employer, member and
the state; a statutorily appropriated coal
tax contribution from the general fund, and
investment income. For the fiscal year ended
June 30, 2016, contributions increased to
$230.9 million in fiscal year 2016 from
$230.5 million in fiscal year 2015, an increase
of $437 thousand (0.19%). Contributions

increased due to an increased employer
contribution rate and an increase in active
members contributing to the plan. The plan
recognized total net investment income of
$101.2 million for the fiscal year ended June
30, 2016, compared with total net investment
income of $225.1 million for the fiscal year
ended June 30, 2015, a decrease of $123.9
million (55.0%). The decrease in investment
income is a result of weakening markets and
global economic conditions.

As a result of the 2013 legislation and
effective July 1, 2013, PERS-DBRP receives
additional contributions from the State’s coal
severance tax fund and interest income from
the coal severance tax permanent fund. The
coal severance tax collections are credited to
the general fund of the State of Montana and
are statutorily appropriated on July 1 each
year to the trust fund for the PERS-DBRP.
The coal tax is transferred quarterly and the
interest income is credited monthly. The
amount that was received for fiscal year 2016
was $29.8 million. These are recorded as Coal
Tax Transfers on the financial statements.

Deductions from the PERS-DBRP net
position restricted for pension benefits
include retirement benefits, refunds, and
administrative expenses. For fiscal year 2016,
benefits amounted to $344.1 million, an
increase of $24.6 million (7.7%) from fiscal
year 2015. The increase in benefit payments
was due to the increase in benefit recipients
and the increase in the average recipient’s
benefit due to the guaranteed annual benefit
adjustment (GABA). For fiscal year 2016,
refunds amounted to $10.6 million, a decrease
of $1.9 million (15.0%) from fiscal year 2015.
The decrease in refunds was due to refunds
being processed for smaller dollar amounts,
even though there was an increase in the
number of members taking a refund. For fiscal
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year 2016, the costs of administering the plan’s
benefits amounted to $4.2 million, an increase
of $288.0 thousand (7.4%) from fiscal year
2015. The increase in administrative expenses
for fiscal year 2016 was due to the increased
expenses associated with the technological
development of a new computer application to
modernize administration of the PERS-DBRP
and disclosure and audit costs associated
with the implementation of Governmental
Accounting  Standards Board (GASB)
Statements No. 67 and 68.

At June 30, 2016, the PERS-DBRP total
pension liability was $6.7 billion. The Plan’s
fiduciary net position was $5.0 billion leaving
a net pension liability of $1.7 billion. The Plan
fiduciary net position as a percentage of the
total pension liability was 74.71% at June 30,
2016.

An actuarial valuation of the PERS-DBRP
assets and benefit obligations is performed
annually. At June 30, 2016, the date of the
most recent actuarial valuation, the number
of years to amortize the unfunded actuarial
liability decreased to 26 years from 28 years.
The funded status of the plan increased to
77.31% at June 30, 2016 from 76.14% at June
30, 2015.

The PERS-DBRP actuarial value of assets
was less than actuarial liabilities by $1.540
billion at June 30, 2016, compared with
$1.544 billion at June 30, 2015. The decrease
in the unfunded actuarial liability as of the
last actuarial valuation is due to recognizing
past investment gains of $73.7 million and
liability losses of $57.2 million; resulting in
a total gain deducting $16.6 million from the
actuarial liability during fiscal year 2016 as a
result of the experience of the plan differing
from the actuarial assumptions.

PERS-DCRP DISABILITY OPEB

The PERS-DCRP Disability OPEB provides
disability benefits for defined contribution
plan members. A percentage of employer
contributions and earnings on investments
fund the benefits of the plan. The DCRP
Disability OPEB net position restricted for
pensions at June 30, 2016 amounted to $3.1
million, an increase of $337 thousand (12.1%)
from $2.8 million at June 30, 2015.

Additions to the DCRP Disability OPEB net
position restricted for pension benefits include
employer contributions and investment
income. For the fiscal year ended June 30,
2016, employer contributions amounted to
$368 thousand, an increase of $25 thousand
(7.2%) from fiscal year 2015. Contributions
increased due to an increase in participants.
The plan recognized total net investment
income of $11 thousand for the fiscal year
ended June 30, 2016 compared with total net
investment income of $3 thousand for the
fiscal year ended June 30, 2015, an increase
of $8 thousand (221.4%). The increase is due
to the plan being more diversely invested in
longer term asset classes.

Deductions from the DCRP Disability OPEB
net position restricted for pension benefits are
disability retirement benefits. For fiscal year
2016, benefits amounted to $42 thousand, an
increase of $8.0 thousand (23.6%) from fiscal
year 2015.

An actuarial valuation of the DCRP Disability
OPEB assets and disability benefit obligations
is performed annually. The third valuation
was performed using the June 30, 2016 data
and demographic and economic assumptions.
At June 30, 2016, the date of the most recent
actuarial valuation, the unfunded actuarial
liability does not amortize, similar to the fiscal
year ended June 30, 2015. The funded status of
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the plan increased to 86.83% at June 30, 2016
from 85.97% at June 30, 2015. The unfunded
actuarial liability increased to $473 thousand
at June 30, 2016 from $454 thousand at June
30, 2015, as a result of a loss adding $24.6
thousand to the expected actuarial liability.

During the year ended June 30, 2016, the
DCRP Disability OPEB assets gained 0.38%
on an annualized market basis. This return
was 3.12% below the DCRP Disability OPEB
assumed rate of return of 3.50%. The plan
earned $91,932 less than the assumed rate
at June 30, 2016, and $169,134 less than the
assumed rate at June 30, 2015.

JRS

The JRS provides retirement, disability, and
death benefits for all Montana judges of the
district courts, justices of the Supreme Court,
the Chief Water Judge and the Associate Water
Judge. Member and employer contributions
and earnings on investments fund the benefits
of the plan. The JRS net position restricted for
pensions at June 30, 2016 amounted to $87.8
million, an increase of $699 thousand (0.8%)
from $87.1 million at June 30, 2015.

Additions to the JRS net position restricted
for pension benefits include member and
employer contributions, and investment
income. For the fiscal year ended June 30,
2016, contributions amounted to $2.5 million,
an increase of $318 thousand (14.3%) from
fiscal year 2015. Contributions increased due
to an increase in salaries. The plan recognized
total net investment income of $1.8 million
for the fiscal year ended June 30, 2016,
compared with total net investment income
of $3.8 million for the fiscal year ended June
30, 2015, a decrease of $2.1 million (53.7%).
The decrease in investment income is a result
of weakening markets and global economic
conditions.

Deductions from the JRS net position restricted
for pension benefits include retirement benefits
and administrative expenses. For fiscal year
2016, benefits amounted to $3.4 million, an
increase of $375.0 thousand (12.3%) from
fiscal year 2015. The increase in benefits was
due to an increase in the average recipient’s
benefit due to the guaranteed annual benefit
adjustment (GABA) or the minimum benefit
adjustment for non-GABA recipients. For
fiscal year 2016, administrative expenses
amounted to $197 thousand, an increase of
$61 thousand (45.0%) from fiscal year 2015.
The increase in administrative expenses for
fiscal year 2016 was due to the increased
expenses associated with the technological
development of a new computer application
to modernize administration of the JRS and
disclosure and audit costs associated with the
implementation of Governmental Accounting
Standards Board (GASB) Statements No. 67
and 68.

AtJune 30,2016, the JRS total pension liability
was $54.0 million. The Plan’s fiduciary net
position was $87.8 million leaving a net
pension asset of $33.9 million. The Plan
fiduciary net position as a percentage of the
total pension liability was 162.74% at June
30, 2016.

An actuarial valuation of the JRS assets and
benefit obligations is performed annually. At
June 30, 2016, the date of the most recent
actuarial valuation, the years to amortize the
unfunded actuarial liability is still zero due to
the actuarial surplus. The funded status of the
plan increased to 166.48% at June 30, 2016
from 163.65% at June 30, 2015.

The JRS actuarial value of assets was greater
than actuarial liabilities by a $36.4 million
actuarial surplus at June 30, 2016, compared
with a $33.0 million actuarial surplus at
June 30, 2015. The increase in the unfunded
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actuarial liability as of the last actuarial
valuation is due to recognizing past investment
gains of $754.1 thousand and liability losses
of $1,003.4 thousand; resulting in a total
loss adding $249.3 thousand to the actuarial
liability during fiscal year 2016 as a result of
the experience of the plan differing from the
actuarial assumptions.

HPORS

The HPORS provides retirement, disability,
and death benefits for members of the Montana
Highway Patrol. Member and employer
contributions, a statutory appropriation from
the general fund, and earnings on investments
fund the benefits of the plan. The HPORS net
position restricted for pensions at June 30,
2016 amounted to $129.0 million, a decrease
of $94 thousand (0.1%) from $129.1 million
at June 30, 2015.

Additions to the HPORS net position
restricted for pension benefits include
employer and member contributions, a
statutory appropriation from the general fund,
and investment income. For the fiscal year
ended June 30, 2016, contributions increased
to $8.1 million from $7.5 million in fiscal
year 2015, an increase of $612 thousand
(8.2%). Contributions increased due to an
increase in member contribution rates. The
plan recognized total net investment income
of $2.6 million for the fiscal year ended June
30, 2016, compared with total net investment
income of $5.7 million for the fiscal year
ended June 30, 2015, a decrease of $3.1
million (54.6%). The decrease in investment
income is a result of weakening markets and
global economic conditions.

Deductions from the HPORS net position
restricted for pension benefits include
retirement benefits, refunds, and administrative
expenses. For fiscal year 2016, benefits
amounted to $10.5 million, an increase of

$551 thousand (5.6%) from fiscal year 2015.
The increase in benefit payments was due
to the increases in the average recipient’s
benefit due to the guaranteed annual benefit
adjustment (GABA) or the minimum
monthly benefit for non-GABA recipients.
For fiscal year 2016, refunds amounted to
$94 thousand, an increase of $25 thousand
(36.5%) from fiscal year 2015. Although the
number of refund requests stayed the same,
the increase in refunded amounts was due
to refunds being processed for larger dollar
amounts. For fiscal year 2016, administrative
expenses were $197 thousand, an increase
of $53.4 thousand (37.2%) from fiscal year
2015. The increase in administrative expenses
for fiscal year 2016 was due to the increased
expenses associated with the technological
development of a new computer application to
modernize administration of the HPORS and
disclosure and audit costs associated with the
implementation of Governmental Accounting
Standards Board (GASB) Statements No. 67
and 68.

At June 30, 2016, the HPORS total pension
liability was $200.8 million. The Plan’s
fiduciary net position was $129.0 million
leaving a net pension liability of $71.8
million. The Plan fiduciary net position as a

percentage of the total pension liability was
64.25% at June 30, 2016.

An actuarial valuation of the HPORS assets
and benefit obligations is performed annually.
At June 30, 2016, the date of the most recent
actuarial valuation, the number of years to
amoritize the unfunded actuarial liability is
28 years a decrease from 29 years at June 30,
2015. The funded status of the plan increased
to 65.84% at June 30, 2016 from 65.12% at
June 30, 2015.

The HPORS actuarial value of assets was
less than actuarial liabilities by $69.5 million
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at June 30, 2016, compared with $67.3
million at June 30, 2015. The increase in
the unfunded actuarial liability as of the last
actuarial valuation is due to recognizing past
investment gains of $1.3 million and liability
losses of $2.8 million; resulting in a total loss
adding $1.5 million to the actuarial liability
during fiscal year 2016. The actuarial liability
was increased due to the passage of Senate
Bill 238, which was enacted during the 2015
Legislative Session. SB 238 establishes a
Deferred Retirement Option Plan (DROP)
for eligible members of the HPORS effective
October 1, 2015.

SRS

The SRS provides retirement, disability, and
death benefits for all Department of Justice
criminal investigators hired after July 1, 1993,
detention officers hired after July 1, 2005, and
all Montana sheriffs. Member and employer
contributions and earnings on investments
fund the benefits of the plan. The SRS net
position restricted for pension benefits at
June 30, 2016 amounted to $299.2 million, an
increase of $3.5 million (1.2%) from $295.7
million at June 30, 2015.

Additions to the SRS net position restricted
for pension benefits include member and
employer contributions, and investment
income. For the fiscal year ended June 30,
2016, contributions increased to $14.3 million
from $13.5 million in fiscal year 2015, for an
increase of $773 thousand (5.7%). The increase
in contributions was due to an increase in
active members contributing to the plan. The
plan recognized total net investment income
of $6.1 million for the fiscal year ended June
30, 2016, compared with total net investment
income of $13.0 million for the fiscal year
ended June 30, 2015, a decrease of $6.98
million (53.5%). The decrease in investment
income is a result of weakening markets and

global economic conditions.

Deductions fromthe SRS net positionrestricted
for pension benefits include retirement
benefits, refunds, and administrative expenses.
For fiscal year 2016, benefits amounted to
$15.5 million, an increase of $1.5 million
(10.4%) from fiscal year 2015. The increase
in benefit payments was due to an increase in
benefit recipients and the average recipient’s
benefit due to the guaranteed annual benefit
adjustment (GABA). For fiscal year 2016,
refunds amounted to $1.1 million, a decrease
of $157 thousand (12.4%) from fiscal year
2015. The decrease in refunds was due to
fewer refund requests from members. For
fiscal year 2016, administrative expenses
amounted to $323 thousand, an increase of
$75 thousand (30.2%) from fiscal year 2015.
The increase in administrative expenses for
fiscal year 2016 was due to the increased
expenses associated with the technological
development of a new computer application
to modernize administration of the SRS and
disclosure and audit costs associated with the
implementation of Governmental Accounting
Standards Board (GASB) Statements No. 67
and 68.

AtJune 30,2016, the SRS total pension liability
was $474.8 million. The Plan’s fiduciary net
position was $299.2 million leaving a net
pension liability of $175.7 million. The Plan
fiduciary net position as a percentage of the
total pension liability was 63.00% at June 30,
2016.

An actuarial valuation of the SRS assets and
benefit obligations is performed annually. At
June 30, 2016, the date of the most recent
actuarial valuation, the unfunded actuarial
liability does not amortize, similiar to the
fiscal year ended June 30, 2015. The funded
status of the plan increased to 83.21% at June
30,2016 from 82.62% at June 30, 2015.
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The SRS actuarial value of assets was less than
actuarial liabilities by $62.6 million at June 30,
2016, compared with $60.6 million at June 30,
2015. The increase in the unfunded actuarial
liability as of the last actuarial valuation is due
to recognizing past investment gains of $2.6
million and liability losses of $1.9 million;
resulting in a total gain deducting $711.9
thousand from the actuarial liability during
fiscal year 2016 as a result of the experience
of the plan being different from the actuarial
assumptions.

GWPORS

The GWPORS provides retirement, disability,
and death benefits for game wardens, warden
supervisory personnel and state peace officers.
Member and employer contributions and
earnings on investments fund the benefits of the
plan. The GWPORS net position restricted for
pension benefits at June 30, 2016, amounted
to $154.7 million, an increase of $6.0 million
(4.1%) from $148.6 million at June 30, 2015.

Additions to the GWPORS net position
restricted for pension benefits include
member and employer contributions, and
investment income. For the fiscal year ended
June 30, 2016, contributions increased to
$9.3 million from $9.0 million in fiscal year
2015, an increase of $302 thousand (3.3%).
The slight increase in contributions was due
to an increase in salaries. The plan recognized
total net investment income of $3.2 million
for the fiscal year ended June 30, 2016,
compared with total net investment income
of $6.4 million for the fiscal year ended June
30, 2015, a decrease of $3.3 million (50.8%).
The decrease in investment income is a result
of weakening markets and global economic
conditions.

Deductions from the GWPORS net position
restricted for pensions include retirement

benefits, refunds, and administrative expenses.
For fiscal year 2016, benefits amounted to $5.1
million, an increase of $518 thousand (11.4%)
from fiscal year 2015. The increase in benefit
payments was due to the increase in benefit
recipients and the increase in the average
recipient’s benefit due to the guaranteed
annual benefit adjustment (GABA). For fiscal
year 2016, refunds amounted to $1.1 million,
an increase of $292 thousand (36.4%) from
fiscal year 2015. The increase in refunds was
due to fewer refund requests from members
but processed at larger dollar amounts. For
fiscal year 2016, administrative expenses
amounted to $270 thousand, an increase of
$69.4 thousand (34.5%) from fiscal year
2015. The increase in administrative expenses
for fiscal year 2016 was due to the increased
expenses associated with the technological
development of a new computer application to
modernize administration of the GWPORS and
disclosure and audit costs associated with the
implementation of Governmental Accounting
Standards Board (GASB) Statements No. 67
and 68.

At June 30, 2016, the GWPORS total pension
liability was $187.5 million. The Plan’s
fiduciary net position was $154.7 million
leaving a net pension liability of $32.8
million. The Plan fiduciary net position as a
percentage of the total pension liability was
82.48% at June 30, 2016.

An actuarial valuation of the GWPORS assets
and benefit obligations is performed annually.
At June 30, 2016, the date of the most recent
actuarial valuation, the unfunded actuarial
liability does not amortize, similiar to the
fiscal year ended June 30, 2015. The funded
status of the plan decreased to 84.06% at June
30, 2016 from 84.41% at June 30, 2015.

The GWPORS actuarial value of assets
was less than actuarial liabilities by $30.5
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million at June 30, 2016, compared with
$26.8 million at June 30, 2015. The increase
in unfunded actuarial liability as of the last
actuarial valuation is a result of recognizing
past investment gains of $985.1 thousand
and liability losses of $3.8 million; resulting
in a total loss adding $2.8 million to the
actuarial liability as a result of the experience
of the plan being different from the actuarial
assumptions.

MPORS

The MPORS provides retirement, disability,
and death benefits for municipal police
officers employed by first- and second-class
cities, and other cities that adopt the plan.
MPORS also has an option for members to
participate in a Deferred Retirement Option
Plan (DROP). Member, employer, and state
contributions and earnings on investments
fund the benefits of the plan. The MPORS
net position restricted for pension benefits at
June 30, 2016 amounted to $343.6 million, an
increase of $8.6 million (2.6%) from $335.1
million at June 30, 2015.

Additions to the MPORS net position
restricted for pension benefits include
employer, member, and state contributions,
and investment income. For the fiscal year
ended June 30, 2016, contributions increased
to $25.1 million from $24.4 million in fiscal
year 2015, for an increase of $710 thousand
(2.9%). Contributions increased due to an
increase in active members contributing to the
plan. The plan recognized total net investment
income of $7.1 million for the fiscal year
ended June 30, 2016, compared with total net
investment income of $14.5 million for fiscal
year ended June 30, 2015, a decrease of $7.4
million (50.9%). The decrease in investment
income is a result of weakening markets and
global economic conditions.

MPORS  net

Deductions  from  the

position restricted for pension benefits
include retirement benefits, refunds, and
administrative expenses. For fiscal year
2016, benefits amounted to $22.0 million, an
increase of $1.4 million (6.8%) from fiscal
year 2015. The increase in benefit payments
was due to the increase in benefit recipients
and the increase in the average recipient’s
benefit due to the guaranteed annual benefit
adjustment (GABA) or the minimum benefit
adjustment for non-GABA recipients. For
fiscal year 2016, refunds amounted to $1.4
million, a decrease of $814 thousand (37.3%)
from fiscal year 2015. The decrease in refunds
was due to fewer refund requests from
members. For fiscal year 2016, administrative
expenses were $274 thousand, an increase
of $61.6 thousand (29.0%) from fiscal year
2015. The increase in administrative expenses
for fiscal year 2016 was due to the increased
expenses associated with the technological
development of a new computer application to
modernize administration of the MPORS and
disclosure and audit costs associated with the
implementation of Governmental Accounting
Standards Board (GASB) Statements No. 67
and 68.

At June 30, 2016, the MPORS total pension
liability was $523.6 million. The Plan’s
fiduciary net position was $343.6 million
leaving a net pension liability of $180.0
million. The Plan fiduciary net position as a
percentage of the total pension liability was
65.62% at June 30, 2016.

An actuarial valuation of the MPORS assets
and benefit obligations is performed annually.
At June 30, 2016, the date of the most recent
actuarial valuation, the number of years to
amortize the unfunded actuarial liability
decreased to 18 years from 19 years at June 30,
2015. The funded status of the plan increased
to 68.79% at June 30, 2016 from 65.98% at
June 30, 2015.
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The MPORS actuarial value of assets was less
than actuarial liabilities by $162.0 million at
June 30, 2016, compared with $169.2 million
at June 30, 2015. The decrease in the actuarial
liability as of the last actuarial valuation is a
result of recognizing past investment gains
of $2.0 million and other liability gains of
$4.4 million, resulting in a total liability gain
deducting $6.4 million from the actuarial
liability as a result of the experience of the plan
being different from the actuarial assumptions.

FURS

The FURS provides retirement, disability, and
death benefits for firefighters employed by
first- and second-class cities, other cities and
rural fire departments that adopt the plan; and
firefighters hired by the Montana Air National
Guard (MANG) on or after October 1, 2001.
Member, employer, and state contributions,
and earnings on investments fund the benefits
of the plan. The FURS net position restricted
for pension benefits at June 30,2016, amounted
to $351.6 million, an increase of $11.0 million
(3.2%) from $340.6 million at June 30, 2015.

Additions to the FURS net position restricted
for pension benefits include employer,
member, and state contributions, and
investment income. For the fiscal year ended
June 30, 2016, contributions increased to
$24.9 million from $24.4 million in fiscal year
2015, an increase of $502 thousand (2.1%).
Contributions increased due to an increase of
active members contributing to the plan. The
plan recognized total net investment income
of $7.3 million for the fiscal year ended June
30, 2016, compared with total net investment
income of $14.6 million for the fiscal year
ended June 30, 2015, a decrease of $7.3
million (50.1%). The decrease in investment
income is a result of weakening markets and
global economic conditions.

Deductions from the FURS net position
restricted for pension benefits include
retirement benefits, refunds, and
administrative expenses. For fiscal year
2016, benefits amounted to $20.9 million, an
increase of $1.2 million (5.8%) from fiscal
year 2015. The increase in benefit payments
was due to the increase in benefit recipients
and the increase in the average recipient’s
benefit due to the guaranteed annual benefit
adjustment (GABA) or the minimum benefit
adjustment for non-GABA recipients. For
fiscal year 2016, refunds amounted to $46
thousand, an increase of $44 thousand from
$2 thousand in fiscal year 2015. Although, the
number of refund requests stayed the same,
the increase in refunded amounts was due
to refunds being processed for larger dollar
amounts. For fiscal year 2016, administrative
expenses were $260 thousand, an increase of
$62 thousand (31.5%) from fiscal year 2015.
The increase in administrative expenses for
fiscal year 2016 was due to the increased
expenses associated with the technological
development of a new computer application
to modernize administration of the FURS and
disclosure and audit costs associated with the
implementation of Governmental Accounting
Standards Board (GASB) Statements No. 67
and 68.

At June 30, 2016, the FURS total pension
liability was $465.8 million. The Plan’s
fiduciary net position was $351.6 million
leaving a net pension liability of $114.2
million. The Plan fiduciary net position as a

percentage of the total pension liability was
75.48% at June 30, 2016.

An actuarial valuation of the FURS assets
and benefit obligations is performed annually.
At June 30, 2016, the date of the most recent
actuarial valuation, the years to amortize the
unfunded actuarial liability decreased to 9
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years from 10 years at June 30, 2015. The
funded status of the plan increased to 78.27%
at June 30, 2016 from 75.51% at June 30,
2015.

The FURS actuarial value of assets was less
than actuarial liabilities by $101.4 million at
June 30, 2016, compared with $108.2 million
at June 30, 2015. The decrease in unfunded
actuarial liability as of the last actuarial
valuation is a result of recognizing past
investment gains of $1.9 million and other
liability losses of $1.1 million; resulting in a
total liability gain deducting $848.2 thousand
from the actuarial liability as a result of the
experience of the plan being different from the
actuarial assumptions.

VFCA

The VFCA provides retirement, disability,
and death benefits for volunteer firefighters
who are members of eligible volunteer fire
companies in unincorporated areas. State
contributions and earnings on investments
fund the benefits of the plan. The VFCA net
position restricted for pension benefits at
June 30, 2016 amounted to $33.9 million, a
decrease of $221 thousand (0.6%) from $34.1
million at June 30, 2015.

Additions to the VFCA net position restricted
for pension benefits include state contributions
and investment income. For the fiscal year
ended June 30, 2016, contributions increased
to $2.0 million from $1.9 million in fiscal year
2015, an increase of $123 thousand (6.4%).
Contributions increased because of increased
fire insurance premium taxes distributed to
the VFCA from the general fund. The plan
recognized total net investment income of
$623 thousand for the fiscal year ended June
30, 2016, compared with total net investment
income of $1.5 million for the fiscal year ended
June 30, 2015, a decrease of $857 thousand

(57.9%). The decrease in investment income
is a result of weakening markets and global
economic conditions.

Deductions from the VFCA net position
restricted for pension benefits include
retirement benefits, administrative expenses,
and supplemental insurance payments. For
fiscal year 2016, benefits amounted to $2.6
million, an increase of $255.5 thousand
(10.8%) from fiscal year 2015. The increase
in benefit payments was due to the increase
in benefit recipients. For fiscal year 2016,
administrative expenses amounted to $242
thousand, an increase of $61 thousand
(33.7%) from fiscal year 2015. The increase
in administrative expenses for fiscal year 2016
was due to the increased expenses associated
with the technological development of a
new computer application to modernize
administration of the VFCA and disclosure and
audit costs associated with the implementation
of Governmental Accounting Standards Board
(GASB) Statements No. 67 and 68. For fiscal
year 2016, supplemental insurance payments
amounted to $12 thousand, an increase of $1
thousand from fiscal year 2015.

At June 30, 2016, the VFCA total pension
liability was $44.5 million. The Plan’s
fiduciary net position was $33.9 million
leaving a net pension liability of $10.6
million. The Plan fiduciary net position as a
percentage of the total pension liability was
76.17% at June 30, 2016.

An actuarial valuation of the VFCA assets
and benefit obligations is performed annually.
At June 30, 2016, the date of the most recent
actuarial valuation, the number of years to
amortize the unfunded actuarial liability
decreased to 7 years from 10 years at June
30, 2015 and the funded status of the plan
increased to 80.21% at June 30, 2016 from
75.38% at June 30, 2015.
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The VFCA actuarial value of assets was less
than actuarial liabilities by $8.7 million at
June 30, 2016, compared with $10.9 million
at June 30, 2015. The decrease in unfunded
actuarial liability as of the last actuarial
valuation is a result of recognizing past
investment gains of $180 thousand and other
liability gains of $989 thousand; resulting in
a total liability gain deducting $1.2 million
from the actuarial liability as a result of the
experience of the plan being different from the
actuarial assumptions.

Actuarial Valuations and Funding
Progress

An experience study was performed during
fiscal year 2010 for the six-year period July 1,
2003 to June 30, 2009. The experience study
resulted in changes to the demographic and
some of the economic actuarial assumptions
and implementation of new actuarial factors.
An economic experience study was performed
during August 2013. This experience study
looked at the following economic assumptions:
inflation, investment rate of return, wage
growth, and interest on member contributions.
The results were presented to the PERB at the
September 2013 Board meeting. The PERB
voted to maintain the assumptions of the 2010
experience study. Due to the implementation
of GASB No. 67 during fiscal year 2014, the
PERB did adopt a new economic assumption,
the Administrative Expenses as a Percentage
of Payroll. The administrative expense
assumption is now explicitly stated as a cost
element rather than being included implicitly
within the investment return.

An actuarial valuation of each of the defined
benefit plans is performed annually. The most
recent actuarial valuation was performed for
fiscal year ended June 30, 2016. The DCRP
Disability OPEB plan valuation was last

performed on June 30, 2016.

The PERB’s funding objective is to meet long-
term benefit obligations through investment
income and contributions. Employer and
member contributions and other contributions
for some systems, and the income from
investments provide the cash flow needed to
finance future retirement benefits. Historically
the Annual Required Contribution (ARC)
has been a critical component of funding for
defined benefit plans. Effective for financial
statements for fiscal years beginning after
June 15, 2013, the Governmental Accounting
Standards Board (GASB) Statement No. 67 no
longer defines an ARC. This has been replaced
with the Actuarial Determined Contribution
(ADC). The ADC, as defined by GASB, is
a target or recommended contribution to a
defined benefit pension plan for the reporting
period. The ADC is determined in conformity
with Actuarial Standards of Practice based on
the most recent measurement available when
the contribution for the reporting period was
adopted.

Investment earnings are also critical to the
defined benefit plans’ funding; investment
losses deteriorate the plans’ funding. Market
losses were experienced in fiscal years 2008
and 2009. Positive market returns were
experienced in fiscal years 2006 and 2007
and fiscal years 2010 through 2016. The asset
smoothing methods utilized by the plans limits
the impacts to four years. The funding status
for all defined benefit plans increased in the
latest valuation, except for GWPORS which
had a slight decrease.

As required by Article VIII, section 15, of the
Montana Constitution and section 19-2-409,
MCA, the public retirement plans are to be
funded on an actuarially sound basis. Public
pension plans are considered actuarially sound
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if the unfunded actuarial accrued liability
amortization period is 30 years or less. All
systems were funded on an actuarially sound
basis in 2007 and 2008. This was due to
positive investment returns, prior recognition
of all losses, and the $25 million cash infusion
in 2006 from the State of Montana to the
PERS-DBRP. The impact of the negative
investment returns in 2008 and 2009 resulted
in the PERS-DBRP not amortizing in fiscal
years 2009, 2010, 2011, and 2012; and
GWPORS and SRS not amortizing in fiscal
years 2009 through 2016.

The PERS-DC Disability OPEB is also
required under the Montana’s Constitution to
be funded on an actuarially sound basis in 30
years or less. In fiscal years 2013, 2015 and
2016, the PERS-DC Disability OPEB did not
amortize.

During the 2013 Legislative Session, House
Bill (HB) 454 made changes to PERS employer
contributions. These changes were effective
July 1, 2013. Employers pay 1% more in
addition to the 0.27% added in 2007 and
2009. The employer additional contribution
rate will increase by an additional 0.1% per
year for 10 years until reaching a total of
2.27%. All additional contributions including
the 0.27% added in 2007 and 2009 will cease
when the amortization period drops below 25
years and remains below 25 years following
the reduction of all member and employer
additional contributions.

Similarly, due to 2013 legislation, effective
July 1, 2013, the PERS-DBRP member
contributions were increased 1% from
6.9% to 7.9%, but will be reduced when the
amortization period drops below 25 years
and remains below 25 years following the
reduction of all additional contributions.

Effective July 1, 2013, HB 454 decreased

the GABA for PERS-DBRP current and
future retirees, to a cap of 1.5% and further
reduced the GABA 0.1% for each 2% that the
funded ratio is less than 90%. Additionally,
if the amortization period exceeds 40 years
the GABA will be zero. However, on March
4, 2015, a permanent injunction was granted
restoring the 3% GABA for PERS members
hired before July 1, 2007 and the 1.5% GABA
for those hired between July 1, 2007 and June
30, 2013. Members hired on or after July 1,
2013 will have a variable GABA ranging from
0% to 1.5% as provided in HB 454.

Also effective July 1, 2013, HB 454 created
a statutory appropriation to the PERS-
DBRP trust fund from the coal severance
tax collections during the year and an
appropriation of the interest income from the
coal tax permanent fund to the PERS-DBRP
trust fund. The coal severance taxes collected
are credited to the general fund of the State of
Montana and are statutorily appropriated on
July 1 each year to the trust fund for the PERS-
DBRP. The coal tax is transferred quarterly
and the interest income is credited monthly.
They are recorded as Coal Tax Transfers on
the financial statements.

Effective July 1, 2013, in HPORS, the
employer contribution rate increased from
36.33% to 38.33% of compensation and all
member contributions increase at a rate of
1% per year for four years. GABA was also
reduced for new hires from 3.0% to 1.5% and
the vesting period for new hires increased
from 5 years to 10 years.

According to the PERB’s June 30, 2016
actuarial valuations, the HPORS made
considerable improvements in funding with
the 2013 plan changes and now amortizes in
28 years; the unfunded liability in GWPORS,
SRS, and PERS-DC Disability OPEB still
does not amortize.
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Overall, funding ratios range from a high of
166.48% (JRS) to a low of 65.84% (HPORS).
The Schedule of Funding Progress, in the
Actuarial Section of this report, shows the
funding for the last ten fiscal years. The table
also shows the amount by which actuarial
assets exceeded or fell short of actuarial
liabilities. The actuary performs a smoothing
of investment gains or losses over a period
of four years. At June 30, 2016, the actuarial
value of assets of all plans was more than the
market value of assets by $268.8 million due
to an average positive 2.05% market return in
fiscal year 2016.

Defined Contribution Plans

The PERB administers two defined
contribution plans: The Public Employees’
Retirement  System-Defined Contribution
Retirement Plan (PERS-DCRP) and the
Deferred Compensation (457) Plan. The
schedules of Fiduciary Net Position and
Changes in Fiduciary Net Position for the
two defined contribution plans including
comparative totals from fiscal year 2016 are
presented on page 37.

PERS-DCRP

The PERS-DCRP is established wunder
section 401(a) of the Internal Revenue Code
and Title 19, chapters 2 & 3 of the Montana
Code Annotated (MCA). This plan provides
retirement, disability, and death benefits for
plan members. This plan was available to all
active PERS members effective July 1, 2002.
All new members are initially members of the
PERS-DBRP and have a 12-month window
during which they may choose to remain in the
PERS-DBRP or join the PERS-DCRP by filing
an irrevocable election. The plan member
and employer contributions and earnings
on investments fund the benefits of the plan.
The PERS-DCRP net position restricted for

pension benefits at June 30, 2016, amounted
to $156.3 million, an increase of $12.8 million
(8.9%) from $143.5 million at June 30, 2015.

Additions to the PERS-DCRP net position
restricted for pension benefits include
contributions and investment income. For the
fiscal year ended June 30, 2016, contributions
increased to $17.5 million from $14.7 million
in fiscal year 2015, an increase of $2.8 million
(19.2%). Contributions increased due to an
increase in the total compensation reported as
a result of an increase in active participants
and an increase in employer contribution rates.
The plan recognized net investment income
of $1.4 million for fiscal year ended 2016,
compared with net investment income of $6.3
million in fiscal year 2015, a decrease of $4.9
million (77.4%). The decrease in investment
income is a result of weakening markets and
global economic conditions.

Deductions from the PERS-DCRP net position
restricted for pension benefits include member
distributions, administrative expenses, and
miscellaneous expenses. For fiscal year 2016,
distributions amounted to $5.3 million, a
decrease of $803 thousand (13.2%) from
fiscal year 2015. The decrease in distributions
was due to fewer defined contribution
members taking IRS permitted rollovers and
periodic or lump sum distributions at smaller
dollar amounts. For fiscal year 2016, the
costs of administering the plan amounted to
$660 thousand, an increase of $91 thousand
(16.0%) from fiscal year 2015. The increase
in administrative expenses for fiscal year 2016
was due to the increased expenses associated
with the technological development of a
new computer application to modernize
administration of the PERS-DCRP.

Miscellaneous expenses are the PERB’s
administrative fees assessed by the vendors
based on account balances. Miscellaneous
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expenses decreased to $164 thousand in fiscal
year 2016 from $198 thousand in fiscal year
2015, a decrease of $34 thousand (17.1%).
The decrease in miscellaneous expenses was
due to the member withdrawals and reduced
investment income.

Deferred Compensation (457(b)) Plan
The Deferred Compensation Plan is
established under section 457(b) of the Internal
Revenue Code and Title 19, chapter 50 of the
Montana Code Annotated (MCA). This plan is
a voluntary supplemental retirement savings
plan for those who are eligible and choose to
participate. The Deferred Compensation Plan
is funded by contributions and by investment
earnings. The Deferred Compensation net
position restricted for pension benefits at
June 30, 2016 amounted to $448.7 million, an
increase of $8.3 million (1.9%) from $440.3
million at June 30, 2015.

Additions to the Deferred Compensation Plan
net position restricted for pension benefits
include contributions and investment income.
For fiscal year 2016, contributions increased
to $22.2 million from $20.7 million in fiscal
year 2015, an increase of $1.4 million (6.9%).
The increase is due to more participants
actively contributing to the plan. The plan
recognized net investment income of $7.3
million for fiscal year 2016, compared with
net investment income of $11.2 million for
fiscal year 2015, a decrease of $3.9 million
(35.0%). The decrease in investment income
is a result of weakening markets and global
economic conditions.

Deductions from the Deferred Compensation
Plan net position restricted for pension
benefits include member and beneficiary
distributions, administrative expenses, and

million, a decrease of $4.0 million (16.6%)
from $24.2 million in fiscal year 2015. The
decrease in distributions was due to fewer
deferred compensation participants taking
distributions. The administrative expenses
increased to $512 thousand in fiscal year
2016 from $460 thousand in fiscal year 2015,
an increase of $52 thousand (11.3%). The
increase in administrative expenses for fiscal
year 2016 was due to the increased expenses
associated with the technological development
of a new computer application to modernize
administration of the Deferred Compensation
Plan.

Miscellaneous expenses are the PERB’s
administrative fees assessed by the vendors
based on account balances. Miscellaneous
expenses decreased to $427 thousand in fiscal
year 2016 from $457 thousand in fiscal year
2015, a decrease of $30 thousand (6.6%) from
fiscal year2015. The decrease in miscellaneous
expenses was due to the member withdrawals
and reduced investment income.

miscellaneous expenses. For fiscal year
2016, distributions amounted to $20.2
36
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Fiduciary Net Position - Defined Contribution Plans
As of June 30, 2016 - and comparative totals for June 30, 2015

(dollars in thousands)

PERS-DCRP 457-PLAN TOTAL
2016 2015 2016 2015 2016 2015

Assets:

Cash and Receivables $ 2,125 1,651 540 1,016 2,665 2,667
Securities Lending Collateral 4 3 1 1 5 4
Investments 154,050 141,855 448,142 439,470 602,192 581,325
Property and Equipment 4 5 3 5 7 10
Capital Assets 285 230 339 273 624 503
Total Assets 156,468 143,744 449,025 440,765 605,493 584,509
Liabilities:

Securities Lending Collateral 4 3 1 1 5 4
Other Payables 146 216 360 441 506 657
Total Liabilities 150 219 361 443 511 661

Total Net Position - restricted for pensions $ 156,318 143,525 448,664 440,322 604,982 583,847

Changes In Fiduciary Net Position - Defined Contribution Plans
For the year ended June 30, 2016 - and comparative totals for June 30, 2015

(dollars in thousands)

PERS-DCRP 457-PLAN TOTAL

2016 2015 2016 2015 2016 2015
Additions:
Contributions $ 17,499 14,678 22,174 20,745 39,673 35,423
Investment Income (Loss) 1,428 6,316 7,308 11,243 8,736 17,559
Total Additions 18,927 20,994 29,482 31,988 48,409 52,982
Deductions:
Benefits
Distributions 5,299 6,103 20,193 24,219 25,492 30,322
OPEB Expenses 11 17 9 -9 20 8
Administrative Expenses 660 569 512 460 1,172 1,029
Miscellaneous Expenses 164 198 427 457 591 655
Total Deductions 6,134 6,887 21,141 25,127 27,275 32,014
Incr/(Decr) in Net Position $ 12,793 14,107 8,341 6,861 21,134 20,968
Prior Period Adjustments 4 -16 -12
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Public Employees’ Retirement Board

A Component Unit of the State of Montana
Statement of Fiduciary Net Position - Pension (And Other Employee Benefit) Trust Funds
as of June 30, 2016

PERS-DCRP
PERS-DBRP DISABILITY OPEB JRS HPORS SRS GWPORS
Assets
Cash and Short-term Investments $ 148,451,845 278,519 2,549,721 4,152,841 8,224,237 4,770,416
Securities Lending Collateral (Note A6) 139,758,365 1,116 2,431,499 3,567,655 8,314,134 4,285,960
Receivables
Interest 6,834,326 455 118,835 174,444 406,284 209,347
Accounts Receivable 1,710,157 1,450 4,152 236,810 342
Due from Other Funds 565,881 3,453
Due from Primary Government 3,410,149
Notes Receivable 29,675
Total Receivables 12,550,188 5,358 122,987 174,444 643,094 209,689
Investments, at fair value (Note A6)
Commingled Equity Securities 2,834,520
Montana Domestic Equity Pool (MDEP) 1,893,160,148 32,938,178 48,311,716 112,653,267 58,041,246
Retirement Fund Bond Pool (RFBP) 1,184,758,256 20,613,439 30,234,603 70,500,743 36,324,694
Montana International Equity Pool (MTIP) 774,560,922 13,476,434 19,766,455 46,091,240 23,747,851
Montana Private Equity Pool (MPEP) 559,718,798 9,738,383 14,283,678 33,306,603 17,160,571
Montana Real Estate Pool (MTRP) 463,582,267 8,065,786 11,830,437 27,586,096 14,213,387
Defined Contributions Fixed Investments
Defined Contributions Variable Investments
Deferred Compensation Life Insurance
Total Investments 4,875,780,391 2,834,520 84,832,220 124,426,889 290,137,949 149,487,749
Capital Assets
Property and Equipment, at cost,
net of Accumulated Depreciation (Note A2) 30,687 531 451 531 531
Construction Work in Progress 1,194,884 350,717 297,701 350,717 350,717
Total Capital Assets 1,225,571 351,248 298,152 351,248 351,248
Total Assets 5,177,766,360 3,119,513 90,287,675 132,619,981 307,670,662 159,105,062
Liabilities
Securities Lending Liability 139,758,365 1,116 2,431,499 3,567,655 8,314,134 4,285,960
Accounts Payable 381,986 11,302 13,684 32,632 11,115
Unearned Revenue 326,189 680 1,845 8,457
Due to Other Funds 648,551 11,963 40,370 137,100 84,011
Compensated Absences 276,981 22,353 18,975 22,353 22,353
OPEB Implicit Rate Subsidy LT 515,375 4,840 5,697 10,592 8,657
Total Liabilities 141,907,447 1,116 2,481,957 3,647,061 8,518,656 4,420,553
Net Position - Restricted for Pension Benefits $5,035,858,913 3,118,397 87,805,718 128,972,920 299,152,006 154,684,509

The notes to the financial statements are an integral part of this statement.
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Defined Benefit Pension Plans Defined Contribution Plans
Total Defined Total Defined Total Pension
Benefit Contribution Trust Funds

MPORS FURS VFCA Pension Plans PERS-DCRP 457 Plan Plans 2016
9,743,660 9,653,872 2,728,410 190,553,521 1,455,724 245,964 1,701,688 192,255,209
9,156,951 9,381,088 894,541 177,791,309 3,823 795 4,618 177,795,927
447,867 458,698 43,420 8,693,676 398 122 520 8,694,196
93,508 76,059 300 2,122,778 24,035 294,120 318,155 2,440,933
569,334 645,098 645,098 1,214,432
13,751,561 13,969,719 31,131,429 31,131,429
29,675 29,675
14,292,936 14,504,476 43,720 42,546,892 669,531 294,242 963,773 43,510,665
2,834,520 2,834,520
124,032,503 127,086,309 12,017,124 2,408,240,491 2,408,240,491
77,620,550 79,532,077 7,520,432 1,507,104,794 1,507,104,794
50,746,112 51,995,770 4,916,637 985,301,421 985,301,421
36,670,547 37,573,527 3,552,904 712,005,011 712,005,011
30,372,039 31,119,984 2,942,656 589,712,652 589,712,652
12,750,270 238,994,979 251,745,249 251,745,249
141,299,384 209,134,426 350,433,810 350,433,810
12,316 12,316 12,316
319,441,751 327,307,667 30,949,753 6,205,198,889 154,049,654 448,141,721 602,191,375 6,807,390,264
475 469 432 34,107 3,892 3,280 7172 41,279
314,014 309,936 285,467 3,454,153 285,467 338,482 623,949 4,078,102
314,489 310,405 285,899 3,488,260 289,359 341,762 631,121 4,119,381
352,949,787 361,157,508 34,902,323 6,619,578,871 156,468,091 449,024,484 605,492,575 7,225,071,446
9,156,951 9,381,088 894,541 177,791,309 3,823 795 4,618 177,795,927
21,338 12,354 9,046 493,457 41,497 278,206 319,703 813,160
7,647 12,190 357,008 357,008
107,680 95,337 89,419 1,214,431 1,214,431
20,014 19,754 18,194 420,977 45,280 41,331 86,611 507,588
9,243 8,131 7,850 570,385 59,223 40,677 99,900 670,285
9,322,873 9,528,854 1,019,050 180,847,567 149,823 361,009 510,832 181,358,399
343,626,914 351,628,654 33,883,273 6,438,731,304 156,318,268 448,663,475 604,981,743 7,043,713,047
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Public Employees’ Retirement Board

A Component Unit of the State of Montana

Statement of Changes in Fiduciary Net Position - Pension (And Other Employee Benefit) Trust Funds
for the year ended June 30, 2016

PERS-DCRP
PERS-DBRP DISABILITY OPEB JRS HPORS SRS GWPORS
Additions
Contributions (Note C)
Employer $ 102,570,743 368,019 1,807,493 5,915,644 7,316,674 4,278,385
Plan Member 97,268,434 722,527 1,917,334 6,975,617 5,034,495
Membership Fees 3
Interest Reserve Buyback 74,285 6,653 153 6,600 1,153
Retirement Incentive Program 239,285
Miscellaneous Revenue 328
State Contributions 957,324 242,749
Coal Tax Transfers 29,843,047
Nonvested Member Forfeitures
Total Contributions 230,953,449 368,019 2,536,673 8,075,880 14,298,891 9,314,033
Investments (Note A6)
Net Appreciation (Depreciation)
in Fair Value of Investments (99,366,343) 55 (1,283,351) (2,466,259) (3,888,323) (1,240,546)
Interest 214,529,954 10,982 3,303,313 5,427,770 10,774,292 4,826,455
Dividends 15,337,351 265,009 391,569 903,376 459,743
Investment Expense (30,281,909) (523,400) (773,190) (1,784,309) (908,768)
Net Investment Income 100,219,053 11,037 1,761,571 2,579,890 6,005,036 3,136,884
Securities Lending Income
Securities Lending Income 1,454,057 50 25,132 37,116 85,675 43,628
Securities Lending Rebate and Fees (460,317) (20) (7,955) (11,750) (27,120) (13,808)
Net Securities Lending Income 993,740 30 17,177 25,366 58,555 29,820
Total Net Investment Income 101,212,793 11,067 1,778,748 2,605,256 6,063,591 3,166,704
Total Additions 332,166,242 379,086 4,315,421 10,681,136 20,362,482 12,480,737
Deductions (Note C)
Benefits 344,103,875 41,809 3,416,023 10,482,414 15,476,437 5,068,318
Refunds/Distributions 10,379,388 93,811 1,028,890 1,065,541
Refunds to Other Plans 265,869 75,036 27,898
Transfers to DCRP 1,104,737
Transfers to MUS-RP 129,897
Supplemental Insurance Payments
OPEB Expenses 88,504 2,742 2,276 2,742 2,742
Administrative Expenses 4,172,596 197,445 197,034 322,584 269,496
Miscellaneous Expenses
Total Deductions 360,244,866 41,809 3,616,210 10,775,535 16,905,689 6,433,995
Net Increase (Decrease) (28,078,624) 337,277 699,211 (94,399) 3,456,793 6,046,742
Net Position Restricted for Pension Benefits
Beginning of Year 5,063,937,537 2,781,120 87,106,507 129,067,319 295,695,213 148,637,767
Prior Period Adjustment
End of Year $5,035,858,913 3,118,397 87,805,718 128,972,920 299,152,006 154,684,509

The notes to the financial statements are an integral part of this statement.
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Defined Contribution Plans

Total Defined

Defined Benefit Pension Plans

Total Defined

Total Pension

Benefit Contribution Trust Funds

MPORS FURS VFCA Pension Plans PERS-DCRP 457 Plan Plans 2016
6,927,587 6,163,464 135,348,009 6,494,143 63,517 6,557,660 141,905,669
4,382,968 4,751,806 121,053,181 9,970,012 21,915,808 31,885,820 152,939,001
3 3
1,605 90,449 90,449
239,285 239,285
328 652,836 194,954 847,790 848,118
13,751,561 13,969,719 2,036,297 30,957,650 30,957,650
29,843,047 29,843,047
382,656 382,656 382,656
25,063,721 24,884,989 2,036,297 317,531,952 17,499,647 22,174,279 39,673,926 357,205,878
(5,353,855) (4,394,578) (882,801) (118,876,001) (4,562,010) (6,228,255) (10,790,265) (129,666,266)
13,377,105 12,636,751 1,595,799 266,482,421 6,039,451 14,484,680 20,524,131 287,006,552
1,001,809 1,022,033 99,988 19,480,878 19,480,878
(1,977,091) (2,018,478) (197,123) (38,464,268) (49,834) (948,596) (998,430) (39,462,698)
7,047,968 7,245,728 615,863 128,623,030 1,427,607 7,307,829 8,735,436 137,358,466
94,939 96,890 9,466 1,846,953 17 8 25 1,846,978
(30,056) (30,672) (2,998) (584,696) (7) (3) (10) (584,706)
64,883 66,218 6,468 1,262,257 10 5 15 1,262,272
7,112,851 7,311,946 622,331 129,885,287 1,427,617 7,307,834 8,735,451 138,620,738
32,176,572 32,196,935 2,658,628 447,417,239 18,927,264 29,482,113 48,409,377 495,826,616
21,960,690 20,896,200 2,623,011 424,068,777 424,068,777
1,240,208 46,128 13,853,966 5,299,196 20,192,580 25,491,776 39,345,742
129,182 497,985 497,985
1,104,737 1,104,737
129,897 129,897
12,150 12,150 12,150
2,452 2,424 2,286 106,168 10,811 9,257 20,068 126,236
273,951 259,560 241,726 5,934,392 660,300 511,923 1,172,223 7,106,615
164,104 426,909 591,013 591,013
23,606,483 21,204,312 2,879,173 445,708,072 6,134,411 21,140,669 27,275,080 472,983,152
8,570,089 10,992,623 (220,545) 1,709,167 12,792,853 8,341,444 21,134,297 22,843,464
335,056,825 340,636,031 34,103,818 6,437,022,137 143,525,415 440,322,031 583,847,446 7,020,869,583
343,626,914 351,628,654 33,883,273 6,438,731,304 156,318,268 448,663,475 604,981,743 7,043,713,047
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Public Employees’ Retirement Board
A Component Unit of the State of Montana

Notes to the Financial Statements

for the Fiscal Year Ended June 30, 2016

The Public Employees’ Retirement Board
(PERB) is an independent, seven-member
board, appointed by the Governor. The
members are assigned five-year, staggered
terms. The PERB consists of two members
at large, two active defined benefit public
employees, one active defined contribution
public employee, one member experienced
in investments, and one retired public
employee. The PERB approves the annual
operating budget, developed by the Montana
Public Employee Retirement Administration
(MPERA) management, before the beginning
of the fiscal year. As governed by statute,
the PERB’s defined benefit administrative
expenses may not exceed 1.5 percent of the
total defined benefit plan retirement benefits
paid. In addition, the PERB decides legislative
priorities, hires the executive director,
establishes the policies and procedures that
govern operations at MPERA, and hears and
rules on appeal matters of disabilities, retirees,
and members. Board members do not receive
compensation for their service to MPERA,
but are reimbursed for necessary expenses
incurred while serving.

The PERB oversees ten retirement plans, an
OPEB, and the related member education
funds. The Public Employees’ Retirement
System Defined Contribution Disability Other
Post-Employment  Benefit (PERS-DCRP
Disability OPEB) is a trust fund providing
a defined benefit for disabled members of
the PERS-DCRP. The retirement plans are
eight defined benefit plans and two defined
contribution plans. The defined benefit
retirement plans are the Public Employees’
Retirement System (PERS-DBRP), Judges’

Retirement System (JRS), Highway Patrol
Officers’ Retirement System (HPORS),
Sheriffs’ Retirement System (SRS), Game
Wardens’ and Peace Officers’ Retirement
System (GWPORS), Municipal Police
Officers’ Retirement System (MPORS),
Firefighters’ Unified Retirement System
(FURS), and the Volunteer Firefighters’
Compensation Act (VFCA). The defined
contribution retirement plans are the Public
Employees” Retirement System (PERS-
DCRP) and the Deferred Compensation (457)
Plan, governed by IRC §457.

The PERS-DCRP was implemented July
1, 2002. All new PERS members, after July
1, 2002, have a 12-month window to file
an irrevocable plan choice election. PERS
members are provided education regarding
their decision to participate in the Defined
Benefit Retirement Plan (PERS-DBRP) or
the Defined Contribution Retirement Plan
(PERS-DCRP). If members are employees of
the university system they have a third choice,
the Montana University System Retirement
Program (MUS-RP). Further education is
provided for the members who choose the
PERS-DCRP, including information on
investment choices.

The PERB began oversight of the Deferred
Compensation (457) Plan on July 1, 1999.
The Deferred Compensation Plan is available
to all employees of the State, the Montana
University System and contracting political
subdivisions. The MPERA, as a state agency,
participates as an employer in the PERS-
DBRP, PERS-DCRP and the Deferred
Compensation Plan.

42
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The assets of each plan are maintained
separately, including member education funds.
The assets may be used only for the payment
of benefits to the members and administrative
expenses of the appropriate plan, in accordance
with the terms of each plan as prescribed in
Title 19 of the Montana Code Annotated
(MCA). The financial statements are presented
by combining the PERS-DBRP and the DBRP
Education Fund and by combining the PERS-
DCRP and the DCRP Education Fund. A
presentation of the individual funds is shown
at the end of the financial section on pages 126
to 129.

A. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

1. BASIS OF ACCOUNTING

The PERB is a fiduciary component
unit Pension Trust Fund of the State of
Montana financial reporting entity. The
MPERA, staff of the PERB, prepares
the accounting records and financial
statements for the fiduciary pension trust
funds using fund accounting principles
and the accrual basis of accounting.
For the pension trust funds, member
contributions are recognized in the period
in which contributions are due. Employer
contributions are recognized when due
and the employer has made a formal
commitment to provide the contributions.
Revenues are recognized in the accounting
period in which they are earned and
become measurable. Benefit payments and
refunds/distributions are recognized in the
accounting period in which they are due
and payable in accordance with benefit
terms. Expenses are recognized in the
period incurred. Administrative expenses
are financed through investment earnings

on the pension trust fund for the defined
benefit plans. Interfund receivables and
payables exist at year-end for defined
benefit administrative expenses that are
accounted for within PERS-DBRP and
allocated to the other defined benefit plans
at year-end. Costs specifically related
to the MPERAtiv program are charged
directly to the individual plans.

For financial reporting purposes, the
PERB adheres to accounting principles
generally accepted by the United States of
America. The PERB applies all applicable
pronouncements of the Governmental
Accounting Standards Board (GASB).

Implementation in fiscal year 2014 of
GASB Statement No. 67, Financial
Reporting  for  Pensions  addresses
accounting and financial requirements for
pension plans. GASB No. 67 requires
improvements in financial reporting
primarily through enhanced notes to the
financial statements, and schedules of
required  supplementary  information.
Significant changes include an actuarial
calculation of total and net pension
liability. It also includes comprehensive
footnote disclosures regarding the pension
liability, the sensitivity of the net pension
liability to the discount rate, and increased
investment activity disclosures. The PERB
is required to report under GASB No. 67.
The total pension liability, as determined
by GASB No. 67, is presented in Note
4 and in the Required Supplementary
Information (RSI) on pages 98 to 104.

GASB Statement No. 72, Fair Value
Measurement and Application,
implemented in fiscal year 2016, addresses
accounting and reporting issues related to
fair value measurements. This Statement
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requires disclosures to be made about
fair value measurements, the level of fair
value hierarchy, and valuation techniques.
A comprehensive footnote disclosure
regarding this Statement is found in Note
6 beginning on page 51.

On a quarterly basis, participants of the
PERS-DCRP are charged a flat basis point
fee based on their individual account
balances. The record keeper, Empower™
Retirement, withholds the basis point fees
from participant accounts. The PERB
incurs administrative expenses for the
cost of Empower™ services and agency
expenses. Fees collected from participant
accounts are used to offset the costs of
Empower™’s fees. Any remaining fees are
remitted to the PERB to cover the PERB’s
plan administrative expenses. The excess
basis point fees remitted to the PERB are
recorded as Miscellaneous Revenue in the
financial statements.

On a quarterly basis, participants of the
Deferred Compensation Plan are charged a
basis point fee on their individual account
balances. The record keeper, Empower™
Retirement, withholds the basis point fees
from the participant accounts. The PERB
incurs administrative expenses for the
cost of Empower™ services and agency
expenses. Fees collected from participant
accounts are used to offset the costs of
Empower™’s fees. Any remaining fees are
remitted to the PERB to cover the PERB’s
administrative expenses of the plan. The
excess basis point fees remitted to the
PERB are recorded as Miscellaneous
Revenue in the financial statements.

. CAPITAL ASSETS AND EQUIPMENT

USED IN OPERATIONS

Assets under $5,000 are expensed in

3.

4.

the year purchased. Assets (equipment)
valued at $5,000 or more are recorded at
cost less straight-line depreciation over
the estimated useful life of five to ten
years. Assets (other intangibles) valued
at $100,000 or more are recorded at
cost less straight-line depreciation over
the estimated useful life of five to ten
years. Equipment consists of two servers
purchased for the data cleansing project
which is part of the MPERAtiv program,
and a primary file server. Property consists
of a remodel to the office space.

The $4,078,102 Construction Work in
Progress on the Statement of Fiduciary
Net Position consists of the development
of the MPERAtiv software. This is an
intangible asset and the intangible asset
will be amortized over 10 years.

OPERATING LEASE

Operating leases are rental agreements
where the payments are chargeable as rent
and recorded as administrative expenses.
MPERA renegotiated a 7-year lease
for office space in November 2013, at
the location of 100 North Park Avenue,
Helena, MT. The lease is payable monthly
and includes inflationary adjustments over
the period of the lease.

NET PENSION L1ABILITY OF EMPLOYERS

GASB Statement No. 67 addresses
accounting and financial reporting
requirements for pension plans. GASB
No. 67 requires improvements in financial
reporting primarily through enhanced notes
to the financial statements, and schedules
of required supplementary information.
Significant changes include an actuarial
calculation of total and net pension
liability. It also includes comprehensive
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footnote disclosures regarding the pension
liability, the sensitivity of the net pension
liability to the discount rate, and increased
investment activity disclosures.

The reporting date for the retirement
systems is June 30, 2016. Measurements as
of the reporting date are based on the fair
value of assets as of June 30, 2016 and the
Total Pension Liability (TPL) is based on
the results of an actuarial valuation date of
June 30, 2015, and rolled forward to June
30,2016 using generally accepted actuarial
procedures. Because the TPL shown in the
prior report was measured as of June 30,
2014 and rolled forward to June 30, 2015,
it will not match the amounts measured
as of June 30, 2015 and reported for this
fiscal year.

The net pension liability (the retirement
systems’ total pension liability determined
in accordance with GASB Statement No.

67 less the fiduciary net position at fair
value) as of June 30, 2016, is shown in
the Schedule of Employers’ Net Pension
Liability (NPL) below.

The Schedule of Employers’ Net
Pension Liability, presented as Required
Supplementary Information (RSI)
following the notes to the statements,
displays multi-year trend information
about whether the plan fiduciary net
positions are increasing or decreasing over
time relative to the TPL.

Actuarial valuations of the ongoing
systems involve estimates of the reported
amounts and assumptions about probability
of occurrence of events far into the future.
The information used includes, but is not
limited to, the plan provisions, employee
data, and financial information provided by
the PERB. Amounts determined regarding
the NPL are subject to revision with each

Employers’ Net Pension Liability / (Asset)
as of June 30, 2016
(dollar amounts are in thousands)
Net Pension
Plan Fiduciary Liability /
Employers’ | Net Position (Asset) as a
Total Plan Net Pension | as a % of the % of Covered
Pension Fiduciary Liability / Total Pension | Pensionable Employee
System Liability |Net Position' (Asset) Liability Payroll Payroll
@ (b) (a-b) (b/a) © ((@-b)/c)
PERS-DBRP| $6,736,153| $5,032,807 $1,703,346 74.71%| $1,185,646 143.66%
JRS 53,954 87,806 (33,852) 162.74%) 6,920 (489.17)%
HPORS 200,752 128,973 71,779 64.25% 15,276 469.88%
SRS 474,830 299,152 175,678 63.00% 70,593 248.86%
GWPORS 187,534 154,685 32,849 82.48% 47,108 69.73%
MPORS 523,641 343,627 180,014 65.62% 47,234 381.11%
FURS 465,842 351,629 114,213 75.48% 43,119 264.88%
VFCA 44,482 33,883 10,599 76.17% N/A? N/A?
'The PERS-DB Education Fund balance is not included in the GASB 67 reporting for fiscal year ending June 30, 2016.
Pensionable payroll is not applicable to VFCA because members are unpaid volunteers.
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study as actual results are compared with
past expectations and new estimates are
made about the future.

A summary of the actuarial assumptions for
fiscal year 2016 GASB No. 68 employer
reporting as of June 30, 2015, is shown
in the table below. A summary of the
actuarial assumptions for the retirement
system’s GASB No. 67 reporting as of the
latest actuarial valuation on June 30, 2016
is shown in the Notes to the RSI on page
114 and 115.

The long-term expected rate of return on
pension plan investments was determined
by considering information from various

return, rate of return assumptions adopted
by similar public sector systems, and by
using a building-block method in which
best-estimate ranges of expected future
real rates of return (expected returns, net
of pension plan investment expense and
inflation) are developed for each major
asset class. These ranges are combined
to produce the long-term expected rate
of return by weighting the expected
future real rates of return by the target
asset allocation percentage and by adding
expected inflation. Best estimates of
arithmetic real rates of return for each
major asset class included in the Systems
target asset allocation as of June 30, 2016,
are summarized in the Target Allocations

sources,

Summary of Actuarial Assumptions

including historical rates of

table on the top of the next page.

PERS JRS HPORS SRS GWPORS MPORS FURS VFCA
Valuation date 6/30/2015 6/30/2015 6/30/2015 6/30/2015 6/30/2015 6/30/2015 6/30/2015 6/30/2015
Actuarial Cost Method Entry Age Entry Age Entry Age Entry Age Entry Age Entry Age Entry Age Entry Age
Level percentage | Level percentage | Level percentage |Level percentage [ Level percentage | Level percentage |[Level percentage of| Level dollar,
Amortization method of payroll, open | of payroll, open | of payroll, open | of payroll, open | of payroll, open | of payroll, open payroll, open open
Remaining amortization
period for Actuarial
Contribution 30 30 30 30 30 30 30 20
Amortization growth rate 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%
4-year
4-year smoothed, |4-year smoothed, | 4-year smoothed, |4-year smoothed, | 4-year smoothed, | 4-year smoothed, | 4-year smoothed, smoothed,
Asset valuation method market market market market market market market market
Actuarial assumptions:
Investment rate of return
compounded annually
(net of investment
expenses) 7.75% 7.75% 7.75% 7.75% 7.75% 7.75% 7.75% 7.75%
Projected salary in-
creases:
General Wage
Growth* 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% N/A
Merit 0% - 6% None 0% - 7.3% 0% - 7.3% 0% - 7.3% 0% - 7.3% 0% - 7.3% N/A
*Includes inflation at| 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00%
Administrative Expenses
as a Percentage of Payroll 0.27% 0.15% 0.23% 0.17% 0.17% 0.20% 0.19% $61,000
Mortality (healthy): RP-2000 Combined Mortality projected to 2015 and Mortality (disabled): RP-2000 Combined Mortality with no projections.
Benefit Adjustments
39% or 1.5% for | 3% after 1 year | 3% after 1 yror | 3% or 1.5% for | 3% or 1.5% for | 3% after 1 year | 3% afer I year N/A
new hires on or 1.5% if hired on or| new hires on or | new hires on or
after July 1, 2007 after July 1, 2013, [after July 1, 2007, after July 1, 2007,
and June 30, after 3 years after 1 year after 1 year
2013; or 1.5% to
0% if hired on or
after July 1,2013;
GABA after 1 year
N/A Biennial increase| 2% per yr service, N/A N/A 50% newly 50% newly N/A
to salary of active| not to exceed 5%, confirmed officer | confirmed officer
member in like | of probationary
Non-GABA position officer’s base pay
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Target Allocations as of June 30, 2016

Long-term
Real Rate  Expected
of Return Portfolio
Target Asset Arthimetic Real Rate of

Allocation Basis Return*

Asset Class (a) (b) (a) x (b)
Cash equivalents 2.6% 4.00% 0.10%
Domestic equity 36.0% 4.55% 1.64%
Foreign equity 18.0% 6.35% 1.14%
Fixed income 23.4% 1.00% 0.23%
Private equity 12.0% 7.75% 0.93%
Real estate 8.0% 4.00% 0.32%
Totals 100.0% 4.37%
Inflation 3.00%
Portfolio Return Expectation 7.37%

*The long-term expected nominal rate of return above of 7.37% differs
from the total PERB Defined Benefit long-term expected rate of return
assumption of 7.75%. The assumed rate is comprised of a 3.00% inflation
rate and a real long-term expected rate of return of 4.75%.

The discount rate used to measure the
TPL for all Systems, except SRS, was
7.75% which is the assumed long-term
expected rate of return on investments. The
projection of cash flows used to determine
the discount rate assumed that member,
employer, and state contributions will be
made at the contribution rates specified in
the applicable Montana statutes, which can
only be changed by the Legislature. Based
on those assumptions, the fiduciary net
position of all the Systems’, except SRS,
was projected to be available to make
all the projected future benefit payments
of the current plan members. Therefore,
the long-term expected rate of return on
pension plan investments was applied to
all periods of projected benefit payments
to determine the TPL.

The discount rate used to measure the TPL
for SRS was 5.93%, which is a blend of the
assumed long-term expected rate of return
of 7.75% on investments and a municipal
bond index rate of 3.01%. The projection
of the SRS fiduciary net position indicates
that it is not expected to be sufficient to

make projected benefit payments for
current members after 2056. Therefore,
the portion of future projected benefit
payments after 2056 are discounted at the
municipal bond index rate.

Inaccordance with GASB No. 67 regarding
the disclosure of the sensitivity of the NPL
to changes in the discount rate, the NPL of
the participating employers is presented as
using the discount rate of 7.75%, as well
as what the employers’ NPL would be if it
were calculated using a discount rate that
i1s 1.00% lower (6.75%) or 1.00% higher
(8.75%) than the current rate. For SRS, the
discount rates used are current rate 5.93%,
1.00% lower (4.93%) or 1.00% higher
(6.93%) than the current rate. The table
below presents the sensitivity disclosures
for each plan.

Sensitivity of NPL / (Asset) based on Changes in Discount Rate
as of June 30, 2016
(dollar amounts are in thousands)
1% Current 1%
Decrease Discount Rate Increase

System 6.75% or 4.93%* | 7.75% or 5.93%* 8.75% or 6.93%*
PERS-DBRP $ 2,471,681 $ 1,703,346 $ 1,041,501
JRS (29,753), (33,852), (39,015)
HPORS 99,166 71,779 50,127
SRS* 250,205 175,678 115,028
GWPORS 60,800| 32,849 9,615
MPORS 242,379 180,014 111,984
FURS 179,839 114,213 60,255
VECA 14,818 10,599 7,004
*SRS discount rate of 5.93% is a blended rate of the long-term expected rate of return of
7.75% and a municipal bond index rate of 3.01%.

As can be seen from the table, changes in
the discount rate affect the measurement
of the TPL. Lower discount rates produce
a higher TPL and higher discount rates
produce a lower TPL. Because the discount
rate does not affect the measurement of
assets, the percentage change in the NPL
can be very significant for a relatively
small change in the discount rate.

The annual money-weighted rate of
return on plan investments expresses
investment performance, net of pension
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plan investment expense, adjusted for the
changing amounts actually invested. A
schedule of the annual money-weighted
rate of return for all Systems is presented
in the table below and in the RSI on pages
112 and 113.

Annual Money-Weighted
Rate of Return
as of June 30, 2016
PERS-DBRP 2.04%
JRS 2.03%
HPORS 2.02%
SRS 2.05%
GWPORS 2.09%
MPORS 2.18%
FURS 2.19%
VFCA 1.85%

GASB Statement No. 68 Employer
Allocations and Pension Reporting

The PERB implemented in fiscal year
2015 GASB Statement No. 68 for
employers of state, local governments and
other contracted agencies who provide
pensions to their employees through
trust administered pension plans. This
information regarding the employer’s
proportionate share of the net pension
liability, deferred outflows of resources,
deferred inflows of resources, and pension
expense was available to employers and
auditors through MPERA’s website www.
mpera.mt.gov for their pension disclosures
for financial statement purposes. GASB
No. 68 is not required reporting for
the PERB due to the PERB being the
administrator of the trust pension plans.

OTHER POST-EMPLOYMENT
BeNEFITS (OPEB FOR HEALTH CARE)

Plan Description: MPERA employees and

dependents are eligible to receive health
care through the State Group Benefits Plan
administered by the Montana Department
of Administration. In accordance with
section 2-18-704, MCA, the State provides
optional  post-employment  medical,
vision, and dental health care benefits to
the following employees and dependents
electing to continue coverage and pay
administratively established premiums:
(1) employees who retire under applicable
retirement provisions and their dependents;
and (2) surviving dependents of deceased
employees. Plan coverage is on a calendar
year basis. For GASB Statement No. 45
reporting, the State Group Benefits Plan
is considered an agent multiple-employer
plan and MPERA is considered to be a
separate employer participating in the
plan.

In addition to the employee benefits, the
following  post-employment  benefits
are provided. The Montana Department
of Administration established retiree
medical premiums varying between $416
and $1,506 per month for calendar year
2016 depending on the medical plan
selected, family coverage, and Medicare
eligibility. Retirees pay 100% of the
premiums for medical, dental, and vision.
Administratively  established monthly
dental premiums vary between $41.10
and $70.00; monthly vision premiums
vary between $7.64 and $22.26; both
premiums vary depending on the coverage
selected. Basic life insurance in the
amount of $14,000 is provided until age
65 at a cost of $1.90 per month. The State
Benefit Plans reimburse all validated
medical claims net of member obligations
(annual deductibles and coinsurance of the
members’ selected medical plan). Dental
claims are reimbursed at 50% to 100%
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of the allowable charges, depending on
the services provided. The State acts as
secondary payer for retired Medicare-
eligible claimants.

Benefits Not Included in the Actuarial
Valuation: Dental and vision benefits are
fully-insured and retirees pay 100% of the
cost for both; therefore, no liability for
these benefits is calculated in the actuarial
valuation. The basic life insurance benefit
is not available as an employer-provided
group insurance benefit for retirees;
therefore, no liability for life insurance is
calculated in this valuation.

Funding Policy: The following estimates
were prepared based on an actuarial
valuation prepared as of the year ending
December 31, 2015 for the Department
of Administration. The resulting State of
Montana Actuarial Valuation of Other
Post-Employment Benefits Plan (Plan)
contains the MPERA data and is available
through the following address.

Montana Department of Administration
State Accounting Division

Room 255, Mitchell Bldg

125 N Roberts Street

PO Box 200102

Helena, MT 59620-0102

GASB Statement No. 45 requires the
Plan’s participants, including MPERA, to
report the Annual Required Contribution
(ARC) each year. The ARC is an amount
actuarially determined in accordance with
the parameters of GASB Statement No. 45.
It represents a level of funding that, if paid
on an ongoing basis, is projected to cover
normal cost each year of retiree health
care costs and amortize any unfunded
actuarial liabilities (or funding excess)
over a period not to exceed 30 years. The

2016 ARC is calculated collectively for
the State Plan’s participants and allocated
to individual participants. MPERA’s 2016
allocated portion of the ARC is estimated
at $118,359 and is based on the Plan’s
current ARC rate of 5.26% of participants’
annual covered payroll. MPERA’s 2016
ARC is equal to an annual amount required
each year to fully fund the liability over 30
years.

Actuarial Methods and Assumptions:
Projections of benefits for financial
reporting purposes are based on the
substantive plan (the plan as understood
by the employer and plan members) and
includes the types of benefits provided
at the time of each valuation and the
historical pattern of sharing of benefit costs
between the employer and plan members
to that point. The actuarial methods and
assumptions used include techniques that
are designed to reduce short-term volatility
in the actuarial accrued liabilities and the
actuarial value of assets, consistent with the
long-term perspective of the calculations.
Actuarial valuations of an ongoing plan
involve estimates of the value of reported
amounts and assumptions about the
probability of occurrence of events far
into the future. Many of the assumptions
adopted by the State of Montana are
the same as those used in the actuarial
valuations for the pension plans that cover
the same employees. Examples include
assumptions about marital status at time
of retirement, mortality, projected payroll
increases, discount rate, participation in
the health care system, and the healthcare
cost trend. The results of the valuation
represent reasonable estimates. However,
variation from these or any other
estimates of future retiree medical costs is
probable, as actual future costs may vary
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significantly from estimates. Significant
differences between actual and expected
liability can come from health cost trend
or demographic experience which differ
from expectations, as well as changes
made to benefits offered or to valuation
assumptions used.

The Schedule of Funding Progress for
OPEB, presented as RSI following
the notes to the statements, presents
information concerning the actuarial
value of plan assets and liabilities. In
the January 1, 2015 actuarial valuation,
the projected unit cost funding method
is used. The actuarial assumptions did
not include an investment rate of return
since no assets meet the definition of plan
assets under GASB Statements No. 43
or No. 45. Annual healthcare costs trend
rates of 12% were used for both medical
and prescription claims. The unfunded
actuarial accrued liability is amortized
following a 30-year level percent of pay
amortization on an open basis, using a
4.25% discount rate and a 2.50% payroll
growth rate assumption.

The State finances claims on a pay-as-
you-go basis and does not advance-fund
the OPEB liability. While this liability is
disclosed for financial statement purposes,
it does not represent a legal liability of the
State of Montana or MPERA. Therefore,
the following cost information shows no
value for Plan Assets made by MPERA.

Annual Other Post-Employment Benefits
(OPEB) Cost: For the fiscal year ending
June 30, 2016, the annual OPEB cost
(expense) allocated to MPERA increased
to $126,238 from the June 30, 2015
amount of $106,126. For fiscal year
ending June 30, 2016, the interest on the

net OPEB obligation increased to $9,971
from $6,174 in fiscal year 2015.

The PERB annual OPEB cost, the
percentage of annual OPEB cost
contributed to the plan, and the net OPEB
obligation for 2016 and prior are as
follows.

Annual OPEB Cost
Percentage
of Annual
Fiscal Year| Annual OPEB Cost | Net OPEB
Ended |[OPEB Cost| Contributed | Obligation
6/30/2014 99,906 19.12% 499,205
6/30/2015 106,126 28.19% 575,413
6/30/2016 126,238 24.84% 670,287
FY 2016 Net OPEB Obligation
Annual Required Contribution $ 118,359
Cumulative Interest on Net OPEB 36,533
Less Amortization 28,654
Annual OPEB cost 126,238
Less Contributions Made 31,364
Change in Net OPEB for Year 94,874
FY2016 Net OPEB obligation -
Beginning of Year 575,413
Net OPEB obligation -
End of Year $ 670,287

Funded Status and Funding Progress: The
most recent actuarial valuation available
by the State of Montana is as of calendar
year ending December 31, 2015. This
actuarial valuation is completed every two
years with the next valuation as of calendar
year ending December 31, 2017.

The MPERA allocation of the plan as of
the calendar year ending December 31,
2015 was as follows at the top of the next

page.
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Actuarial Accrued Liability (AAL) $ 1,212,639
Actuarial Value of Plan Assets $ 0
Unfunded Actuarial Accrued Liability
(UAAL) $ 1,212,639
Funded Ratio

(Actuarial Value of Plan Assets/AAL) 0%
Covered Payroll (Active Plan Members) $ 2,266,304
UAAL as a Percentage of Covered
Payroll 53.51%

6. METHOD USED TO VALUE

INVESTMENTS

According to Article VIII, section 13 of
the Montana Constitution and section 19-
2-504, MCA, the Board of Investments
(BOI) has a fiduciary responsibility for
investing the defined benefit plan assets
on behalf of the defined benefit plan
members. Investments are determined
in accordance with the statutorily and
constitutionally mandated “prudent expert
principle.” Pursuant to Article VIII,
section 15 of the Montana Constitution and
sections 19-2-502 and 19-2-503, MCA,
the PERB has a fiduciary responsibility
for the administration of the pension trust
funds. For the defined benefit pools, the
PERB relies on the Investment Policy
Statements that are drafted and approved
by the BOI. In this process, the BOI
utilizes information obtained from RV
Kuhns & Associates, Inc., the investment
consultant. Investments administered by
the BOI for the PERB are subject to their
investment risk policies. The PERB does
not have an investment policy of its own to
address risks. Information on investment
policies, investment activity, investment
management fees and a listing of specific
investments owned by the pooled asset
accounts can be obtained by contacting
BOI, the investment manager, at the
following address.

Montana Department of Commerce
Board of Investments

2401 Colonial Drive, 3rd Floor

PO Box 200126

Helena, MT 59620-0126.

Defined benefit investments are reported
at fair value as of June 30, 2016.

The  PERS-DCRP and  Deferred
Compensation Plan’s Montana Fixed
Fund is a stable value investment option,
administered through outside vendors;
Pacific Investment Management Company,
LLC (PIMCO), custodial bank State Street
Bank and Trust Company (State Street),
and third party synthetic Guaranteed
Interest Contract (GIC) providers,
Transamerica Life Insurance Company
(Transamerica), Prudential Insurance
Company of America (Prudential), and
Voya Retirement Insurance & Annuity
Company (Voya). All money invested
in the Montana Fixed Fund investment
option of the PERS-DCRP and Deferred
Compensation Plan are in a Pooled Trust.

For both the PERS-DCRP and Deferred
Compensation Plan, the third party
recordkeeper, Empower™ Retirement,
tracks and reports the daily trading and
valuations of all investment options
including the assets held by the individual
mutual fund companies.

In addition to the laws cited previously,
the PERS-DCRP investments are also
governed by section 19-3-2122, MCA
and the Deferred Compensation Plan
investments are governed by section 19-
50-102, MCA.

The PERB has separate investment
policy statements for the PERS-DCRP
and Deferred Compensation plans. The
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investment policies are reviewed and
revised, if necessary, by the PERB on
an annual basis. The investment options
are reviewed quarterly by an investment
analyst who is an independent third party
consultant. In the review, each investment
alternative is compared to its peers and the
appropriate benchmark. In addition, each
investment alternative is reviewed for other
indicators including, but not limited to:
style drift, duplication, and fund manager or
other organizational changes. Investment
alternatives that are determined to have a
sub-standard performance rating or other
negative indicators may be recommended
for probation or termination. During the
reviews, the PERB may decide to retain,
replace or place in a probation status any
of the offered mutual funds. DCRP and
457 investments are reported at fair value
as of June 30, 2016.

Fair Value Measurements

The BOI categorizes their fair value
measurements within the fair value
hierarchy established by generally accepted
accounting principles. The hierarchy is
based on the valuation inputs used to
measure the fair value of the asset and give
the highest priority to unadjusted quoted
prices in active markets for identical assets
or liabilities (level 1 measurements) and
the lowest priority to unobservable inputs
(level 3 measurements).

Level 1: Unadjusted quoted prices for
identical instruments in active markets.

Level 2: Quoted prices for similar
instruments in active markets; quoted
prices for identical or similar instruments
in markets that are not active; and model-
derived valuations in which all significant
inputs are observable.

Level 3: Valuations derived from valuation
techniques in which significant inputs are
unobservable.

In instances where inputs used to measure
fair value fall into different levels in the fair
value hierarchy, fair value measurements
in their entirety are categorized based on
the lowest level input that is significant
to the valuation. The BOI’s assessment
of the significance of particular inputs to
their fair value measurements requires
judgment and considers factors specific to
each asset or liability.

The Investment Risks for the pooled
investments in which the PERB participates
in are described in the following
paragraphs. Investments are administered
by the BOI, for the PERB, as part of the
State of Montana’s Unified Investment
Program and the BOI is responsible for
setting investment risk policies.

Credit Risk - Credit risk is defined as the
risk that an issuer or other counterparty to
an investment will not fulfill its obligation.
With the exception of U.S. Government
securities, the fixed income instruments
in the investment pools have credit risk as
measured by major credit rating services.

Custodial Credit Risk - Custodial credit
risk is the risk that, in the event of the
failure of the counterparty to a transaction,
the BOI may not be able to recover the
value of the investment, cash or collateral
securities that are in the possession of an
outside party. As of June 30, 2016, all
securities in the pools are held in the name
of the Montana BOI, or were registered in
the nominee name for the Montana BOI
and held in the possession of the BOI’s
custodial bank, State Street.
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Concentration _of Credit Risk -
Concentration of credit risk is the risk
of loss attributed to the magnitude of
BOI’'s investment in a single issuer.
Investments explicitly guaranteed by the
U.S. Government are excluded from the
concentration of credit risk requirement.

Bond Pools - The RFBP Core Internal Bond
Portfolios Investment Policy Statement
(IPS) provides for a 2% portfolio limit
for dollar denominated debt obligations
of domestic and foreign corporations
(Yankee bonds) and a 3% portfolio limit
in nonagency Mortgage Pass-through
(MBS) securities. The four RFBP external
managers are limited to debt obligations
of domestic and foreign corporations up to
3% of portfolio assets per issuer.

STIP — The STIP Investment Policy limits
concentration of credit risk exposure by
limiting portfolio investment types to 3%
in any issuer with the exception of U.S.
Treasury and U.S. Agency securities as
well as any repurchase agreements with a
financial institution.

Foreign Currency Risk - Foreign currency
risk is the risk that changes in exchange
rates will adversely affect the fair value
of an investment. Although the MTIP,
RFBP, and MTRP do not have a formal
policy to limit foreign currency risk, the
MTIP policy provides for the “external
managers to hedge currency in a defensive
manner. The managers are not allowed
to engage in currency speculation, such
as over-hedging, reverse hedging, cross-
hedging or other trading activity not
specifically aimed at minimizing risk
versus their benchmark or preserving the
U.S. dollar value of investments. The
managers’ Investment Guidelines provide

for currency hedging and emerging market
limitations. At the Pool level, MTIP will
be managed on an un-hedged basis.” The
MPEP policy does not address foreign
currency risk, but identifies “country risk
as including all of the risks associated with
international alternative investments along
with the political, economic and currency
risks associated with investing outside of
the United States.”

MPEP, MTRP, MTIP, and RFBP include
assets subject to foreign currency risk. The
PERB’s portion of the foreign currency
risk at June 30, 2016 is presented in the
following table.

PERB Foreign Currency Risk
June 30, 2016
$ amount
Investment of Pool % of Pool
MPEP $ 16,274,100 63.75%
MTRP $ 4,217,676 63.74%
MTIP $ 815,109 63.83%
RFBP $ 811,023 63.51%

Interest Rate Risk - Interest rate risk is
the risk that changes in interest rates
will adversely affect the fair value of an
investment. In accordance with GASB
Statement No. 40, the BOI uses effective
duration as a measure of interest rate risk
for the Bond Pool. Duration for two fixed
income external managers must be within
25% of the established Index duration.
MDEP domestic equity managers are
allowed to maintain up to 5% of assets
in short-term investments and index
domestic equity managers are allowed to
maintain up to 3% of assets in short-term
investments and individual securities.
MTIP international equity managers are
allowed to maintain up to 5% of assets in
short-term investments.
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According to the STIP investment policy
“the STIP portfolio will minimize interest
rate risk by:

* structuring the investment portfolio so
securities mature to meet cash requirements
for ongoing operations thereby normally
avoiding the need to sell securities on the
open market prior to maturity;

* maintaining a dollar-weighted average
portfolio maturity (WAM) of 60 days
or less (for this purpose, the date to the
next coupon reset date will be used for all
floating or variable rate securities), and

o STIP will maintain a reserve account.”

The PERB’s investments subject to credit
and interest rate risk at June 30, 2016 are
categorized in the following table.

Credit
Quality Effective
Fair Value Rating Duration
Investment 6/30/2016 6/30/2016  6/30/2016
RFBP $1,507,104,794 AA- 5.38 yrs
WAM*
STIP $ 186,672,379 A-1 41 days
*Weighted Average Maturity (WAM).

MDEP, MTIP, MPEP, and MTRP do not
invest in debt securities, so interest rate
risk, credit risk, and concentration of
credit risk do not apply to these holdings.
Although the STIP investments have been
rated by investment security type, STIP, as
an external investment pool, has not been
rated. RFBP consists of corporate bonds
(rated), international government bonds,
municipal government bonds, sovereign
bonds, U.S. government direct obligations,
and U.S. government agency.

With the exception of the U.S. Government
securities, the RFBP fixed income
instruments have credit risk as measured

by major credit rating services. Obligations
of the U.S. Government or obligations
explicitly guaranteed by the U.S.
Government are not considered to have
credit risk and do not require disclosure of
credit quality. The total investments credit
quality rating for RFBP is not rated (NR).

The following are the summaries of a) the
BOI’s fiscal year-end statements, b) the
Stable Value Group Trust contracts, and ¢)
a statement about the variable investments.

BOI - Pooled Investments: Cash and cash
equivalents consist of funds deposited
in the State Treasurer’s pooled cash
account and cash invested in the Short-
Term Investment Pool (STIP). Pooled
investments other than STIP are reported
at fair value of each unit times the number
of units owned. Effective October 2015,
STIP is recorded on a Net Asset Value
(NAV) or “fair value” basis. The value of
each participating dollar equals the fair
value divided by the amortized cost. The
fair value of publicly traded stocks and
bonds is determined by reference to market
prices supplied by State Street Bank (BOI’s
custodial bank). Because a public market
does not exist for private equity and real
estate investments, the fair value of these
investments is the value reported in the
most recent external managers’ valuation
reports.

As of June 30, 2016, the BOI managed
six major diversified pools, Montana
Short Term Investment Pool (STIP),
Montana Domestic Equity Pool (MDEP),
Retirement Funds Bond Pool (RFBP),
Montana International Equity Pool (MTIP),
Montana Private Equity Pool (MPEP) and
Montana Real Estate Investment Pool
(MTRP). The PERS-DCRP Disability
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OPEB trust fund consists of a portfolio
of commingled equity index funds that
are recorded under Commingled Equity
Securities in the financial statements.

Montana Domestic Equity Pool (MDEP)
The Montana Public Retirement Plans
investment in the Montana Domestic
Equity Pool (MDEP) will provide the
Plans with exposure to a broad and diverse
spectrum of equity-related securities
across different industries and market
capitalization ranges. Primarily, these
equity investments will be managed by
external asset managers that invest in
the common shares of equity for entities
that have their headquarters based in the
United States and are traded on eligible
U.S. exchanges. MDEP will be diversified
across a number of investment portfolios
and investment managers that will utilize
either an active or an index focused
investment strategy.

Montana International Equity Pool (MTIP)
The Montana Public Retirement Plans
investment in the Montana International
Equity Pool (MTIP) will provide the Plans
with exposure to a broad and diverse
spectrum of equity-related securities
across different industries and market
capitalization ranges. Primarily, these
equity investments will be managed by
external asset managers that invest in the
common shares of equity for entities that
have their headquarters based outside of
the United States. MTIP will be diversified
across a number of investment portfolios
and investment managers that will utilize
either an active or an index focused
investment strategy.

Montana Private Equity Pool (MDEP)
The Montana Public Retirement Plans

investment in the Montana Private Equity
Pool (MPEP) will provide the Plans with
exposures to a diverse spectrum of private
investment opportunities across different
industries, both within and outside the
United States. Primarily, these investments
will be private equity partnership interests,
which may be direct limited partnerships
or vehicles that primarily invest in direct
limited partnerships, including fund-of-
funds and secondary funds. MPEP will
be diversified across a number of funds,
vintage years, investment opportunities,
and geographies.

Montana Real Estate Pool (MTRP)

The Montana Public Retirement Plans
investment in the Montana Real Estate
Pool (MTRP) will provide the Plans with
exposure to a diverse spectrum of real
estate related investment opportunities
both within and outside the United States.
Primarily, these investments will be made
in an open-ended institutional commingled
fund or a closed-ended private investment
fund. MTRP will be diversified across a
number of funds, vintage years, investment
opportunities, and geographies.

Montana Retirement Funds

Bond Pool (RFBP)

The Montana Public Retirement Plans
investment in the Retirement Funds Bond
Pool (RFBP) will provide the Plans with
exposure to a broad and diverse spectrum
of fixed income-related securities across
different sectors, industries, credit ratings
and maturities. These fixed income
investments will be managed internally as
well as by external asset managers utilizing
an active investment strategy.

Short-Term Investment Pool (STIP)
The Montana Public Retirement Plans
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investment in the Short-Term Investment
Pool (STIP) will provide the Plans with
exposure to Cash related investments.
STIP will be managed internally utilizing
an active investment strategy.

PERB Cash Equivalent and Investment Portfolio
June 30, 2016
Net Asset
Book Value Fair Value Value (NAV)
$ 183250469 $ 186,672,379 $ 186,672,379
1,507,104,794  1,507,104,794 1,507,104,794
2,408,240,490  2,408,240,491  2,408,240,491
985,301,422 985,301,421 985,301,421
712,005,011 712,005,011 712,005,011
MT Real Estate Pool 589,712,651 589,712,652 589,712,652
Commingled Equity Securities' 2,844,739 2,834,520 2,834,520

Investment Pools
Short-term Investment Pool
Retirement Funds Bond Pool
MT Domestic Equities Pool
MT International Equities Pool
MT Private Equities Pool

Total  $6,388,459,576 $6,391,871,268 $6,391,871,268

'DC Disability OPEB is invested by the manager Blackrock in commingled equity

index funds measured at NAV.

Investments that are measured at fair value
using the net asset value per share (or its
equivalent) as a practical method are not
classified in the fair value hierarchy. This
is the case of the Pension Investment
Pools and the Short-Term Investment Pool
(STIP).

The Pension Investment Pools, RFBP,
MDEP, MTIP, MPEP, and MTRP, are
internal investment pools managed and
administered under the direction of the
Montana Board of Investments (BOI)
as statutorily authorized by the Unified
Investment Program. They are commingled
internal investment pools and only the
retirement systems can participate in these
pools. On a monthly basis, redemptions
are processed by the BOI in order to
maintain required asset allocations and to
provide liquidity for retirement benefits.
The fair values of the investments in this
category have been determined using the
Net Asset Value (NAV) per share (or its
equivalent) of the investment. Refer to the
fair value measurement note disclosures
within BOI’s annual financial statements
for the underlying investments within the
fair value hierarchy.

STIP is an external investment pool
managed and administered under the
direction of BOI as statuorily authorized
by the Unified Investment Program. It
is a commingled pool for investment
purposes and participant requested
redemptions from the pool are redeemed
the next business day. The fair values of
the investments in this category have been
determined using the NAV per share (or its
equivalent) of the investment. Refer to the
fair value measurement note disclosures
within BOI’s annual financial statements
for the underlying investments within the
fair value hierarchy.

The PERS-DCRP Disability OPEB trust
fund invests in commingled equity index
funds through the manager Blackrock
Institutional Trust Co., N.A (Blackrock),
recorded under Commingled Equity
Securities in the financial statements. This
type consists of institutional investment
funds that invest in domestic equities and
funds that invest in international equities.
The fair values of the investments of this
type have been determined using the
NAV per share or its equivalent) of the
investments.

At June 30, 2016, the PERB’s portion of
the defined benefit investment pools is
presented in the table below.

PERB Portions of BOI Pools at June 30, 2016

Fair Value PERB Portion
Investment June 30,2016  June 30, 2016
STIP $ 186,672,379 6.52%
MDEP 2,408,240,491 63.74%
RFBP 1,507,104,794 63.51%
MTIP 985,301,421 63.83%
MPEP 712,005,011 63.75%
MTRP 589,712,652 63.74%
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Securities Lending Collateral, governed
under the provisions of state statutes,
BOI authorized the custodial bank, State
Street Bank, to lend the BOI’s securities
to broker-dealers and other entities with
a simultaneous agreement to return the
collateral for the same securities in the
future. The custodial bank is required to
maintain collateral equal to 102 percent of
the fair value of domestic securities and
105 percent of the fair value of international
securities while the securities are on loan.
The BOI and the custodial bank split
the earnings, 80%/20% respectively, on
security lending activities. At June 30,
2016, the BOI had no credit risk exposure
to borrowers. The private equity and real
estate pools do not participate in securities
lending. There were no failures by any
borrowers to return or pay distributions
thereon during the period that resulted in
a declaration and notice of Default of the
Borrower.

Stable Value -- Montana Fixed Fund
(Fixed Investment) The Montana Fixed
Fund is a stable value investment option
of the PERS-DCRP and the Deferred
Compensation Plan, and is administered
through  outside  vendors, Pacific
Investment Management Company LLC
(PIMCO), custodial bank, State Street
Bank and Trust Company (State Street),
and third-party synthetic Guaranteed
Interest Contract (GIC) providers,
Transamerica Life Insurance Company
(Transamerica), Prudential Insurance
Company of America (Prudential) and
Voya Retirement Insurance & Annuity
Company (Voya). When participants
invest in the Montana Fixed Fund option
they are guaranteed a fixed rate of return,
which may be adjusted in accordance with
the terms of the respective contract with

the GIC provider. The Montana Fixed
Fund employs a synthetic stable value
strategy in which the investment and
stable value manager, PIMCO, manages a
diversified bond portfolio and third party
insurers, Transamerica, Prudential and
Voya, guarantee the participants’ principal
investments and earnings in accordance
with terms of the respective contract
with the GIC provider. Transamerica,
Prudential, and Voya calculate a rate of
return each quarter called the “crediting
rate”, which helps smooth participants’
earnings over time. From July 1, 2013
through September 30, 2013, the crediting
rate was used to credit earnings to
participant accounts. Effective October 1,
2013, the Montana Fixed Fund’s structure
was changed to incorporate a money
market-like liquidity strategy and calculate
member investments and earnings based
on a Net Asset Value (NAV).

The  PERS-DCRP and  Deferred
Compensation  Plans’ Stable Value
investments are synthetic guaranteed
investment contracts (GIC) that are fully
benefit-responsive and are measured at
contract value and do not participate in fair
value changes.

The third-party insurers set a fixed
quarterly rate of return based on the
investment manager’s portfolio market
value performance, yield, and duration in
accordance with the terms of the respective
contract with the GIC provider.

All money invested in the Montana Fixed
Fund of the PERS-DCRP and Deferred
Compensation Plan are held in a Pooled
Trust. The Pooled Trust qualifies as a group
trust under sections 401(a), including
section 401(a)(24) and 501(a), of the
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Internal Revenue Code (IRC) of 1986,
as amended. The Pooled Trust assets are
invested by PIMCO and are held under a
custodial agreement with State Street. The
Pooled Trust assets are invested by PIMCO
based on an investment guideline schedule
as agreed upon in the Pooled Trust Contract
and approved by the PERB, PIMCO, and
any GIC. PIMCO is responsible for setting
the investment risk policies for the Pooled
Trust. Credit Risk is risk that the issuer
of a fixed income security may default
in making timely principal and interest
payments. With the exception of the U.S.
Government securities, the Montana
Fixed Fund fixed income instruments
have credit risk as measured by major
credit rating services. Obligations of the
U.S. Government or obligations explicitly
guaranteed by the U.S. Government are
not considered to have credit risk and do
not require disclosure of credit quality.
The total investments credit quality rating
for Montana Fixed Fund is AA. For
Interest Rate Risk as of June 30, 2016, in
accordance with GASB Statement No. 40,
PIMCO has selected the effective duration
method to disclose interest rate risk.
The total effective duration for Montana
Fixed Funds fixed income investments, as
of June 30, 2016, is 3.79 years. Foreign
Currency Risk is the risk that changes in
exchange rates will adversely affect the
fair value of an investment. The Montana
Fixed Fund may include securities subject
to foreign currency risk.

Variable Investments for the PERS-
DCRP and Deferred Compensation Plan
are held and managed in a selection of
retail and institutional mutual funds,
which cover all standard asset classes and
categories. The selection of offered mutual
funds is designed to provide participants

with the ability to diversify investments
and meet their individual investment
goals and strategies. With advice from
an independent investment analyst and
assistance from the statutorily-created
Employee Investment Advisory Council
(ETIAC),the PERB conducts annual reviews
of the offered mutual funds. The goal of
the reviews is to ensure that the offered
mutual funds meet standards established
in the Investment Policy Statements
adopted by the PERB. Each investment
alternative is compared to its peers and
an appropriate benchmark. PIMCO is
responsible for setting the investment risk
policies. Concentration of Credit Risk is
not addressed in the investment policy
statements and investments in mutual
funds are not required to be disclosed.

Available funds in the PERS-DCRP and
Deferred Compensation Plan are listed
on pages 90-91 and 93-94, respectively.
A current listing may also be obtained by
contacting MPERA.

The valuation method for investments
measured at the net asset value (NAV) per
share (or its equivalent) is presented in the
table on the following page for the defined
benefit investments and on page 60 for the
defined contribution investments.
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PERB Defined Benefit Investments Measured at Fair Value

Investments by fair value level

Total Investments by fair value level!

Investments measured at the net asset value (NAV)

Fair Value Measurements Using

Quoted Prices in

Active Markets Significant Other
for Identical Observable Significant
Assets Inputs Unobservable
June 30, 2016 (Level 1) (Level 2) (Level 3)
$ $ $ $

Retirement Funds Bond Pool (RFBP)
Montana Domestic Equity Pool (MDEP)
Montana International Equity Pool (MTIP)
Montana Private Equity Pool (MPEP)
Montana Real Estate Pool (MTRP)
Short Term Investment Pool (STIP)
Commingled Equity Securities?

Total investments measured at the NAV

Total investments measured at fair value

$1,507,104,794
2,408,240,491
985,301,421
712,005,011
589,712,652
186,672,379
2,834,520

$6,391,871,268
$6,391,871,268

'All PERB investments are measured at net asset value (NAV) and not within the fair value level hierarchy.

’The DC Disability OPEB trust fund is invested by the manager Blackrock in commingled equity index funds measured at NAV.

PERB Defined Benefit Investments Measured at Net Asset Value (NAV)

Retirement Funds Bond Pool (RFBP)
Montana Domestic Equity Pool (MDEP)
Montana International Equity Pool (MTIP)
Montana Private Equity Pool (MPEP)
Montana Real Estate Pool (MTRP)

Short Term Investment Pool (STIP)
Commingled Equity Securities'

Total investments measured at the NAV

June 30, 2016

Redemption
Frequency
Unfunded (If Currently Redemption
“Fair Value” Commitments Eligible) Notice Period
$1,507,104,794 Monthly 30 days
2,408,240,491 Monthly 30 days
985,301,421 Monthly 30 days
712,005,011 Monthly 30 days
589,712,652 Monthly 30 days
186,672,379 Daily 1 day
2,834,520 Daily 1 day

$6,391,871,268

'The DC Disability OPEB trust fund is invested by the manager Blackrock in commingled equity index funds measured at NAV.
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PERB Defined Contribution and Deferred Compensation Investments
Measured at Fair Value

Fair Value Measurements Using

Quoted Prices in

Active Markets Significant Other
for Identical Observable Significant
Assets Inputs Unobservable
June 30, 2016 (Level 1) (Level 2) (Level 3)
Investments by fair value level
Total Investments by fair value level' $ $ $ $

Investments measured at the net asset value (NAV)

Montana Fixed Fund (Stable Value Pool)? $ 251,745,249
Variable Pooled Investments? 350,433,810
Short Term Investment Pool* 1,095,966
Total investments measured at the NAV $603,275,025
Total investments measured at fair value $ 603,275,025

'All investments are pooled and measured at net asset value (NAV) and not within the fair value level hierarchy.

2The Montana Fixed Fund is a stable value option that invests in cash, other liquid investments, and synthetic Guaranteed Investment
Contract (GICs) that are fully benefit-responsive and is reported at contract value.

3The Variable Pooled Investments are all mutual funds measured at Net Asset Value (NAV).

“Short Term Investment Pool (STIP) is an external investment pool managed and administered through Montana Board of Investments
(BOI) and fair values are determined using the Net Asset Value (NAV) per share for the investment.

PERB Defined Contribution and Deferred Compensation
Investments Measured at Net Asset Value
June 30, 2016

Redemption
Frequency
Unfunded (If Currently Redemption
“Fair Value” Commitments Eligible) Notice Period
Montana Fixed Fund (Stable Value Pool)! $ 251,745,279 Daily None
Variable Pooled Investments? 350,433,810 Daily None
Short Term Investment Pool® 1,095,966 Daily 1 day

Total investments measured at the NAV $ 603,275,025

'The Montana Fixed Fund is a stable value option that invests in cash, other liquid investments, and synthetic Guaranteed Investment
Contract (GICs) that are fully benefit-responsive and are reported at contract value.

The Variable Pooled Investments are all mutual funds measured at Net Asset Value (NAV).

3Short Term Investment Pool (STIP) is an external investment pool managed and administered through Montana Board of Investments
(BOI). The fair values are determined using the Net Asset Value (NAV) per share for the investment.
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B. LiTiGATION

Each of the plans administered by the
PERB may be involved in various claims
and legal actions arising in the ordinary
course of business. In the opinion of
management and legal counsel, the
disposition of those matters should not
have a material, adverse affect on any
plan’s financial position as a whole. The
Wrzesien case was decided by the Montana
Supreme Court in favor of the PERB
and the State and will not impact PERS’
financial position. Management and legal
counsel also believe the possibility that the
plaintiff in Tadman will prevail is remote
as the predominant claim in the Complaint
was based on reporting mandated in a
Private Letter Ruling PERB obtained from
the Internal Revenue Service.

Wizesien v. State. Three members of
PERS who celected to participate in
either the PERS Defined Contribution
Retirement Plan or the University
System’s Optional Retirement Program
(now known as the Montana University
System Retirement Program (MUS-RP))
sued the State of Montana and MPERA
in late 2012 over the PERS plan choice
rate (PCR). The complaint alleged equal
protection and due process violations,
and requested issuance of a declaratory
judgment granting plaintifts the employer
contributions paid toward the plan choice
rate. Class action certification was also
requested. The plaintiffs were represented
by Travis Dye of Kalkstein, Johnson &
Dye in Missoula, Montana. The State
and MPERA were represented by J. Stuart
Segrest of the Montana Attorney General’s
Office. The complaint was amended
in 2013 to include the 1% in employer
contributions for DCRP plan members

that, pursuant to HB 454 (2013), went to
the PERS defined benefit retirement plan
starting July 1, 2013. The First Judicial
District Court, Judge Reynolds presiding,
ruled against the plaintiffs and found that
neither the PCR nor the allocation of the
additional 1% employer contribution
to the defined benefit plan’s unfunded
actuarial liability violated the plaintiffs’
equal protection or substantive due process
rights. Plaintiffs appealed this decision
to the Montana Supreme Court, which
affirmed the lower court in an order issued
on September 28, 2016. The contributions
previously directed to the plan choice rate
for over 3,000 PERS-DCRP and MUS-
RP participants, at June 30, 2016, in the
amounts of $26,488,006 and $5,934,921,
respectively, will not be paid to PERS-
DCRP and MUS-RP plan members as
requested by the complaint.

Tadman, et al. v. State of Montana. A
retired member of the Sheriffs’ Retirement
System filed a class action against the State
of Montana on October 6, 2015, alleging
the inappropriate payment of state and
federal income tax on certain line-of-duty
disability benefits. Plaintiff is represented
by Lawrence A. Anderson, an attorney
in Great Falls, Montana. The State was
served with the Complaint on November
25, 2015, and will be represented by
Eric Biehl and Hanna Warhank from
Church, Harris, Johnson & Williams PC,
in Great Falls, Montana and the Board’s
legal counsel. The State responded to the
Complaint and as of the date of the printing
of this document, no further action other
than discovery has taken place in this
matter.
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C. PLAN MEMBERSHIP, DESCRIPTIONS AND
CONTRIBUTION INFORMATION

The plans are established and amended
statutorily by the Legislature. In
all defined benefit plans (except

may be refunded to the member. If a
member returns to service and repays the
withdrawn accumulated contributions plus
the interest the accumulated contributions
would have earned had they remained on
deposit, membership service is restored.

VFCA), if a member leaves covered Membership in each plan as of June 30,

employment  before retirement, the 2016 is detailed in the following chart.
member contributions plus accrued
interest  (accumulated  contributions)
Single-Employer Multi-Employer
Type of Plan for Reporting Purposes Defined Benefit Multi-Employer Defined Benefit Defined Contribution
PERS- PERS-
Plan Designation JRS HPORS*| DBRP SRS GWPORS MPORS* FURS VFCA DCRP 457
Classification of Member
Active 55 228 28,390 1,364 989 762 644 1,895 2,409 5,417
Inactive: entitled to, but not yet
receiving benefits or a refund:
Vested 2 16 3,062 95 105 61 27 878 346 3,970
Non-Vested 18 10,031 394 278 112 77 590
Inactive members and beneficiaries
currently receiving benefits:
Service Retirements 62 311 20,712 567 238 714 595 1,422 38
Disability Retirements 1 6 169 29 3 23 7 1 7
Survivor Benefits 5 12 452 24 9 31 19 2 3
Total Membership 125 591 62,816 2,473 1,622 1,703 1,369 4,198 3,393 9,387

*Includes DROP in the Active count.
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Public Employees’ Retirement System-DBRP (PERS-DBRP)

Plan Description: The PERS-Defined
Benefit Retirement Plan (DBRP) is a multiple-
employer, cost-sharing plan established July
1, 1945, and governed by Title 19, chapters
2 & 3, Montana Code Annotated (MCA).
This plan covers the State, local governments,
certain employees of the Montana University
System and school districts.

All new members are initially members of the
PERS-DBRP and have a 12-month window
during which they may choose to remain in
the PERS-DBRP or join the PERS-DCRP by
filing an irrevocable election. Members may
not be members of both the defined benefit
and defined contribution retirement plans. All
new members from the universities also have
a third option to join the university system’s

PERS-DBRP Summary of Benefits

Montana University System Retirement
Program (MUS-RP). For members that chose
to join the PERS-DCRP or the MUS-RP, a
percentage of the employer contribution was
used to pay down the liability of the PERS-
DBRP until March 2016 when this liability
was retired.

The PERS-DBRP provides retirement,
disability, and death benefits to plan members
and their beneficiaries. Benefits are established
by state law and can only be amended by the
Legislature. Benefits are based on eligibility,
years of service, and highest average
compensation. Member rights are vested after
five years of service. A brief summary of
eligibility and benefits follows.

Member’s highest average compensation (HAC)
Hired prior to July 1, 2011 - highest average compensation during any consecutive 36 months;
Hired on or after July 1, 2011 - highest average compensation during any consecutive 60

months;

Hired on or after July 1, 2013 - 110% annual cap on compensation considered as part of a

member’s highest average compensation.

Eligibility for benefit
Service retirement:
Hired prior to July 1, 2011:

Age 60, 5 years of membership service;

Age 65, regardless of membership service; or
Any age, 30 years of membership service.

Hired on or after July 1, 2011:

Age 65, 5 years of membership service;

Age 70, regardless of membership service.

Early retirement, actuarially reduced:
Hired prior to July 1, 2011:

Age 50, 5 years of membership service; or

Any age, 25 years of membership service.

Hired on or after July 1, 2011:

Age 55, 5 years of membership service.

Second retirement (requires returning to PERS-covered employment or PERS service):
Retire before January 1, 2016 and accumulate less than 2 years additional service credit or
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PERS-DBRP Summary of Benefits (continued)

retire on or after January 1, 2016 and accumulate less than 5 years additional service credit:
* Arefund of member’s contributions plus regular interest (.25%);
* No service credit for second employment;
+ Start the same benefit amount the month following termination; and
* GABA starts again in the January immediately following the second retirement.

Retire before January 1, 2016 and accumulate at least 2 years of additional service credit:
* Arecalculated retirement benefit based on provisions in effect after the initial
retirement; and
* GABA starts on the recalculated benefit in the January after receiving the new benefit
for 12 months.

Retire on or after January 1, 2016 and accumulate 5 or more years of service credit:
» The same retirement as prior to the return to service;
» A second retirement benefit as prior to the second period of service based on laws in
effect upon the rehire date; and
* GABA starts on both benefits in the January after receiving the original and the new
benefit for 12 months.

Vesting 5 years of membership service

Monthly benefit formula

Members hired prior to July 1, 2011:
Less than 25 years of membership service: 1.785% of HAC per year of service credit;
25 years of membership service or more: 2% of HAC per year of service credit.

Members hired on or after July 1, 2011:
Less than 10 years of membership service: 1.5% of HAC per year of service credit;
10 years or more, but less than 30 years of membership service: 1.785% of HAC per
year of service credit;
30 years or more of membership service: 2% of HAC per year of service credit.

Guaranteed Annual Benefit Adjustment (GABA)
After the member has completed 12 full months of retirement, the member’s benefit increases
by the applicable percentage (provided below) each January, inclusive of all other adjustments
to the member’s benefit.
*  3.0% for members hired prior to July 1, 2007
* 1.5% for members hired between July 1, 2007 and June 30, 2013
*  Members hired on or after July 1, 2013:
(a) 1.5% for each year if PERS is funded at or above 90%;
(b) 1.5% is reduced by 0.1% for each 2% PERS is funded below 90%:; and,
(c) 0% whenever the amortization period for PERS is 40 years or more.
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PERS-DBRP PARTICIPATING EMPLOYERS
Employers June 30,2016 June 30, 2015
State Agencies 34 34
Counties 55 55
Cities and Towns 98 98
Colleges and Universities 5 5
School Districts 229 232
High Schools 5 6
Other Agencies 109 109

Total 535 539
PERS-DBRP Active Membership
by Employer Type
IEmployer Type June 30, 2016 June 30, 2015
State Agencies 10,668 10,640
ICounties 5,426 5,348
Cities 3,360 3,307
[Universities 2,661 2,623
High Schools 63 62
School Districts 5,097 5,148]
Other Agencies 1,115 1,109
Total 28,390 28,237

Contributions: Member and employer
contribution rates are established by state law
and may be amended only by the Legislature.

Contribution Rates as a % of Covered Payroll
Fiscal year ended June 30, 2016

Member 7.90%
State & University Employer 8.37%
Local Government Employer 8.27%
School District Employer 8.00%
State for Local Governments 0.10%
State for School Districts 0.37%
Contributions are deducted from each

member’s salary and remitted by participating
employers. An individual account is
established for each member’s contributions
and interest allocations until a request for
retirement or refund is processed.

The 7.9% member contributions will be
decreased to 6.9% on January 1 following
actuary valuation results that show the

amortization period has dropped below 25
years and would remain below 25 years
following the reduction of both the additional
employer and additional member contribution
rates. There will be no reduction to the
member contributions on January 1, 2017 due
to the amortization period being 26 years at
June 30, 2016.

The employee education program is funded
by 0.04% of the employer’s contributions.

Effective July 1, 2013, employer contributions
temporarily  increased  1.0%.  Further,
employer contribution increase an additional
0.1% a year over 10 years beginning July 1,
2014, through 2024. The employer additional
contributions, including the 0.27% added
in 2007 and 2009, terminate on January 1
following actuary valuation results that show
the amortization period has dropped below
25 years and would remain below 25 years
following the reduction of both the additional
employer and member contribution rates. On
January 1, 2017, the additional contributions
will not be terminated. (Reference Schedule
of Contribution Rates on page 97).

Effective July 1, 2013, PERS-DBRP received
other contributions including 1% employer
contributions for DCRP and MUS-RP
participants and additional Plan Choice Rate
contributions. As per the law of the 2015
Legislative Session and effective July 1, 2015,
with the first fiscal year 2016 payroll pay date,
the additional 1% employer contribution was
directed to the Plan Choice Rate Unfunded
Actuarial Liability rather than the Defined
Benefit Unfunded Actuarial Liability. As of
March 2016, the Plan Choice Rate Unfunded
Actuarial Liability was paid in full and the
additional employer contribution is now being
directed to defined contribution members’
accounts.
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Effective July 1, 2013, PERS-DBRP received
additional contributions from the coal
severance tax fund and interest income from
the coal severance tax permanent fund. The
coal severance taxes collected are credited
to the general fund of the State of Montana
and are statutorily appropriated on July
1 each year to the trust fund for the PERS-
DBRP. The coal tax is transferred quarterly
and the interest income is credited monthly.
The amount received for fiscal year 2016
was $29.8 million. These contributions are
recorded as Coal Tax Transfers in the financial
statements.

Effective July 1, 2013, employers are required
to make contributions on working retirees’
compensation. Member contributions for
working retirees are not required.

Plan Membership Elections: MPERA
has included in the financial statements
transfers of $1,104,737 in Transfers to DCRP
and $129,897 in Transfers to MUS-RP.
These transfers reflect the DCRP and MUS-
RP contributions of participants that filed
elections at or near the June 30 cutoff date.
The contributions were transferred in early
fiscal year 2017.

Additional Service Purchase Due to a

Reduction in Force: Section 19-2-706,
MCA allows state and university system
employees who are eligible for a service
retirement and whose positions have been
eliminated due to a reduction in force, to have
their employer pay a portion of the total cost
of purchasing up to three years of “l-for-5”
additional service. The employer has up to
ten years to complete payment for the service
purchases and is charged the actuarially
required rate of return as established by the
PERB on the unpaid balance. The employees
participating under section 19-2-706, MCA

increased from 233 in fiscal year 2015 to 242
in fiscal year 2016. The contributions received
(including interest) during fiscal year 2016
totaled $239,285. The outstanding balance at
June 30, 2016, totaled $29,675.

Public Employees’ Retirement System-

DBRP Education Fund: Education
is provided to all members of the PERS
regardless of plan choice as governed by
section 19-3-112, MCA. The education must
be presented with impartial and balanced
information about plan choices, investments
and retirement planning.

The education program consists of ongoing
transfer education for new members and
investment/retirement planning education for
all active members.

The education program was funded by 0.04%
of PERS-covered payroll in fiscal year 2016.

GASB Statement No. 67 Reporting: The
membership data, actuarial assumptions and
plan provisions are the same as were described
in the June 30, 2015 Actuarial Valuation
Report for PERS-DBRP.

The discount rate as of June 30, 2016 1s 7.75%
which is the assumed long-term expected
rate of return on PERS-DBRP investments.
Projections of the fiduciary net position have
indicated that it is expected to be sufficient to
make projected benefit payments for current
members.

The Total Pension Liability (TPL) at the end
of the measurement year, June 30, 2016, is
measured as of a valuation date of June 30,
2015, rolled forward to June 30, 2016. The
rolled forward procedures include the addition
of service cost and interest cost offset by
actual benefit payments, adjusted for liability
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gains or losses due to the experience as well
as significant events occurring between the
valuation date and the measurement date, if
applicable. The TPL at June 30, 2016 is $6.7
billion.

During the measurement year there were no
changes in benefits or changes in assumptions.
Because the beginning and end of year TPL
are based on different actuarial valuations,
the differences between expected and actual
experience reported this year was an actuarial
experience loss of $12.3 million. The
actuarially determined service cost, interest
cost, and administrative expenses exceeded
the total contributions and investment income
combined with favorable plan experience,
resulting in an increase in the Net Pension
Liability (NPL) of $305.5 million. The NPL
remaining as of June 30, 2016 is $1.7 billion.

Changes in the discount rate affect the
measurement of the TPL. Lower discount rates
produce a higher TPL and higher discount rates
produce a lower TPL. Because the discount
rate does not affect the measurement of assets,

the percentage change in the NPL can be very
significant for a relatively small change in the
discount rate. At June 30, 2016, the sensitivity
of the NPL to the changes in the discount rate
are as follows.

1% decrease Discount Rate 1% Increase
6.75% 7.75% 8.75%

$7,504,487,618 $6,736,152,999 $6,074,307,999
5,032,807,110 5,032,807,110 5,032,807,110
$2,471,680,508 $1,703,345,889 $1,041,500,889

As of June 30, 2016
Total Pension Liability
Fiduciary Net Postion

Net Pension Liability

Fiduciary Net Position as
a % of the TPL

67.06% 74.71% 82.85%
Actuarial Status: The statutory funding rate
is tested in the valuation to determine if it is
sufficient to cover the Normal Cost Rate plus
an amortization payment of the Unfunded
Actuarial Liability, if any, over no more than
30 years. As of June 30, 2016, the statutory
contribution rates are sufficient to amortize the

unfunded actuarial liability within 26 years.

Under the provisions of HB 454 (2013),
the additional member and employer
contributions, effective July 1, 2013, will
remain in effect on January 1, 2017.

Public Employees’ Retirement System-DCRP Disability OPEB

(DCRP Disability OPEB)

Plan Description: For GASB Statement
No. 43, Financial Reporting by Employers
for Post-Employment Benefits Other Than
Pension Plans reporting, the DCRP Disability
OPEB is considered a cost-sharing multiple-
employer plan that provides an other post-
employment defined benefit for the PERS-
DCRP members.

All new PERS members are initially members
of the PERS-DBRP and have a 12-month
window during which they may choose to
remain in the PERS-DBRP or join the PERS-

DCRP by filing an irrevocable election.
Members may not be members of both the
defined benefit and defined contribution
retirement plans. The PERS-DCRP provides
disability to eligible members who elect the
PERS-DCRP.

The DCRP Disability OPEB Trust Fund was
established on July 1, 2002, and is governed
by section 19-3-2141, MCA. Benefits of this
long-term disability plan are established by
state law and can only be amended by the
Legislature. This benefit is based on eligibility,
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years of service, and compensation. Member
rights are vested after five years of service.
A brief summary of eligibility and benefits
follows.

PERS-DCRP Disability OPEB Summary of Benefits

Member’s highest average compensation (HAC)
Hired prior to July 1, 2011 - HAC during the highest 36 consecutive months.
Hired on or after July 1, 2011 - HAC during the highest 60 consecutive months.

Eligibility for benefit
Any age with 5 years of membership service.
Vesting 5 years of membership service

Monthly benefit formula
Members hired prior to July 1, 2011:

Less than 25 years of membership service: 1.785% of HAC per year of service credit;
25 years of membership service or more: 2% of HAC per year of service credit.
Benefit is payable to later of age 65 for disabilities occurring prior to age 60, or five years

for disabilties occuring after age 65.

Members hired on or after July 1, 2011:

Less than 10 years of membership service: 1.5% of HAC per year of service credit;
10 years or more, but less than 30 years of membership service: 1.785% of HAC per

year of service credit;

30 years or more of membership service: 2% of HAC per year of service credit.
Benefit is payable to age 70 for disabilities occurring prior to age 65, or five years for

disabilities occurring after age 65.

Members cannot receive distributions from their individual defined contribution account while
receiving payments from the DCRP Disability OPEB Trust Fund. Participants may choose
to receive a distribution from their individual account instead of applying for or receiving a

disability benefit.

Contributions: Under section 19-3-2117,
MCA the employers are the only contributors
to the DCRP Disability OPEB. The employer
contributionrateis 0.30% ofa DCRPmember’s
compensation, which is allocated to the long-
term disability plan trust fund to provide
disability benefits to eligible DCRP members.
(Reference Schedule of Contribution Rates on
page 97).

As of June 30, 2016, there are seven members
receiving a benefit from the disability plan,
one more than as of June 30, 2015.

On top of the following page is a table with
the DCRP active membership by employer
type as of June 30, 2016. This data was used
in the June 30, 2016 actuarial valuation of the
DCRP Disability OPEB.
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PERS-DCRP Active Membership
by Employer Type
Employer Type June 30, 2016
State Agencies 1,175
Counties 373
Cities 285
Universities 125
High Schools 3
School Districts 256
Other Agencies 192

Total 2,409

Funding Policy: The following estimates
were prepared based on an actuarial valuation
as of June 30, 2016. This is the third valuation
performed on this plan.

GASB Statement No. 43 requires the PERB
to report each year the annual required
contribution (ARC), an amount actuarially
determined in accordance with the parameters
of GASB Statement No. 43. The ARC
represents a level of funding that, if paid on
an ongoing basis, is projected to cover normal
costs each year and amortize any unfunded
actuarial liabilities (or funding excess) over
a period not to exceed 30 years. The present
statutory contribution rates are not sufficient
to amortize the unfunded liability. Thus the
plan does not amortize as required by Montana
constitution and section 19-2-409, MCA.

Actuarial Methods and Assumptions:
Projections of benefits for financial reporting
purposes are based on the plan as understood
by the employer and plan members, and
includes the type of benefits provided at the
time of each valuation and the historical
pattern of costs to that point. The actuarial
methods and assumptions used include
techniques that are designed to reduce

short-term volatility in the actuarial accrued
liablities and the actuarial value of assets,
consistent with the long-term perspective of
the calculations. Actuarial valuations of an
ongoing plan involve estimates of the value of
reported amounts and assumptions about the
probability of occurrence of events far into
the future. Amounts determined regarding
the funded status of the plan and the annual
required contributions of the employer are
subject to continual revision as actual results
are compared with past expectations and new
estimates are made about the future. Given
insufficient DCRP member experience, the
actuarial assumptions used were based on
those used for the PERS-DBRP members,
except for the assumed investment return and
an exception to the retirement and disability
assumptions. Because the assets were
invested in short-term fixed income securities,
the assumed rate of return of 3.50% was used.
This assumed rate of return is 0.50% in excess
of the assumed rate of inflation.

In the June 30, 2016 actuarial valuation, the
entry age normal funding method is used. The
unfunded actuarial liability is amortized using
an open 30-year period, level percent of pay,
an investment rate of return of 3.50%, and
general wage growth of 4.00% which includes
inflation at 3.00% and merit salary increases
0f 0.00% to 6.00%.

Funded Status and Funding Progress:
The Schedule of Funding Progress for
DCRP Disability OPEB, presented as RSI
following the notes to the statements, presents
information concerning the actuarial value
of plan assets and liabilities. The most recent
actuarial valuation available was completed
by Cavanaugh MacDonald Consulting, the
PERB’s actuary, as of June 30, 2016 for the
fiscal year ending June 30, 2016. This actuarial
valuation is completed every year.
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The allocation of the DCRP Disability OPEB
as of the fiscal year ending June 30, 2016 was
as follows:

Actuarial Accrued Liability (AAL)
Actuarial Value of Plan Assets
Unfunded Actuarial Accrued Liability

$ 3,591,249
$ 3,118,397

(UAAL) $ 472,852
Funded Ratio
(Actuarial Value of Plan Assets/AAL) 86.83%

Covered Payroll (Active Plan Members) $114,883,091

UAAL as a Percentage of Covered
Payroll 0%

Actuarial Status: The statutory funding rate
is tested in the valuation to determine if it is
sufficient to cover the Normal Cost Rate plus
an amortization payment of the Unfunded
Actuarial Liability, if any, over no more than
30 years. As of June 30, 2016, the most recent
actuarial valuation, the statutory contribution
rates are not sufficient to amortize the unfunded

Judges’ Retirement System (JRS)

Plan Description: The JRS is a single-
employer defined benefit plan established in
1967, and governed by Title 19, chapters 2 &
5 of the MCA. This system provides benefits
for all Montana judges of the district courts,
justices of the Supreme Court, the Chief Water
Judge and the Associate Water Judge. Benefits
are established by state law and can only be

JRS Summary of Benefits

actuarial liability. The DCRP Disability OPEB
assets gained 0.38% on an annualized market
value basis during the year ended June 30,
2016. This return was below the assumed rate
of return of 3.50%, resulting in an investment
loss of about $91,932 for year ended June 30,
2016. The actuarial value of assets is set equal
to the market value of assets. As of the June 30,
2016 Actuarial Valuation, the DCRP Disability
OPEB unfunded actuarial liability was $0.47
million and the funded ratio was 86.83%.
At the June 30, 2015 actuarial valuation, the
Plan’s unfunded liability was $0.45 million,
and the funded ratio was 85.97%.

GASB Statement No. 67 Reporting does
not pertain to the PERS-DCRP Disability
OPEB trust fund.

amended by the Legislature. The JRS provides
retirement, disability, and death benefits to
plan members and their beneficiaries. Benefits
are based on eligibility, years of service, and
compensation. Member rights are vested after
five years of service. A brief summary of
eligibility and benefits follows.

Member’s current salary’ or highest average compensation (HAC)?

"Hired prior to July 1, 1997 and non-GABA - monthly compensation at time of retirement;
Hired on or after July 1, 1997 or electing GABA - HAC during any consecutive 36 months.
Hired on or after July 1, 2013 - 110% annual cap on compensation considered as part of a

members’ highest average compensation.

Eligibility for benefit
Age 60, 5 years of membership service;

Any age with 5 years of membership service - involuntary termination, actuarially reduced.

Vesting 5 years of membership service
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JRS Summary of Benefits continued

Monthly benefit formula

3-1/3% of current salary' (non-GABA) or HAC? (GABA) per year of service credit for the first
15 years of service credit, plus 1.785% per year for each year after 15 years.

Guaranteed Annual Benefit Adjustment (GABA)

Hired on or after July 1, 1997, or those electing GABA - after the member has completed 12
full months of retirement, the member’s benefit increases by a maximum of 3.0% each January,
inclusive of all other adjustments to the member’s benefit.

Minimum benefit adjustment (non-GABA)

Ifhired prior to July 1, 1997 and member did not elect GABA - current salary of an active member
in same position is used in the calculation of the monthly benefit each time the Legislature

increases salaries for active judges.

JRS PARTICIPATING EMPLOYERS

Employer June 30, 2016 June 30, 2015
State Agency -
1 1
Supreme Court
Total 1 1
JRS Active Membership by Employee Type
Employee Type June 30,2016  June 30, 2015
GABA 49 49
Non-GABA 6 6
Total 55 55
Contributions: Member and employer

contribution rates are established by state law
and may be amended only by the Legislature.

Contribution Rates as a % of Covered Payroll
Fiscal year ended June 30, 2016

Member 7.00%
Employer 25.81%
Contributions are deducted from each

member’s salary and remitted by the
participating employer. An individual account
is established for each member’s contributions
and interest allocations until a retirement

or refund request is processed. (Reference
Schedule of Contribution Rates on page 97).

GASB Statement No. 67 Reporting: The
membership data, actuarial assumptions and
plan provisions are the same as were described
in the June 30, 2015 Actuarial Valuation
Report for JRS.

The discount rate as of June 30, 2016 1s 7.75%
which is the assumed long-term expected rate
of return on JRS investments. Projections of
the fiduciary net position have indicated that it
is expected to be sufficient to make projected
benefit payments for current members.

The Total Pension Liability (TPL) at the end
of the measurement year, June 30, 2016, is
measured as a valuation date of June 30, 2015,
rolled forward to June 30, 2016. The rolled
forward procedures include the addition of
service cost and interest cost offset by actual
benefit payments, adjusted for liability gains
or losses due to the experience as well as
significant events occurring between the
valuation date and the measurement date, if
applicable.The TPL at June 30, 2016 is $54.0
million.
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During the measurement year there were
no changes in benefits or changes in
assumptions. Because the beginning and end
of year TPL are based on different actuarial
valuations, the differences between expected
and actual experience reported this year were
$1.3 million. The actuarially determined
service cost, interest cost, and administrative
expenses exceeded the total contributions
and investment income combined with the
favorable plan experience, resulting in a
decrease in the Net Pension Asset (NPA) of
$108.6 thousand. The NPA remaining as of
June 30, 2016 is $33.9 million.

Changes in the discount rate affect the
measurement of the TPL. Lower discount rates
produce a higher TPL and higher discount
rates produce a lower TPL. Because the
discount rate does not affect the measurement

Highway Patrol Officers’ Retirement System (HPORS)

Plan Description: The HPORS is a single-
employer, defined benefit plan established
July 1, 1945, and governed by Title 19,
chapters 2 & 6 of the MCA. This system
provides retirement benefits to all members
of the Montana Highway Patrol, including
supervisory personnel. Benefits are established
by state law and can only be amended by the
Legislature. The HPORS provides retirement,

HPORS Summary of Benefits

of assets, the percentage change in the NPL
or NPA can be very significant for a relatively
small change in the discount rate. At June 30,
2016, the sensitivity of NPA to changes in the
discount rate are as follows.

1% decrease Discount Rate 1% Increase
6.75% 7.75% 8.75%

$ 58,052,764 $ 53,953,458 $ 48,790,416
87,805,718 87,805,718 87,805,718
$(29,752,954) $(33,852,260) $(39,015,302)

As of June 30, 2015
Total Pension Liability
Fiduciary Net Postion

Net Pension Asset

Fiduciary Net Postion as

a % of the TPL 151.25% 162.74% 179.97%

Actuarial status. The statutory funding rate
is tested in the valuation to determine if it is
sufficient to cover the Normal Cost Rate plus
an amortization payment of the Unfunded
Actuarial Liability, if any, over no more
than 30 years. As of June 30, 2016, the JRS
amortizes in 0 years.

disability, and death benefits to plan members
and their statutory beneficiaries. Benefits
are based on eligibility, years of service,
and highest average compensation. Member
rights for death and disability are vested
immediately. All other rights are vested after
five or ten years of service. A brief summary
of eligibility and benefits follows.

Member’s highest average compensation (HAC)
Highest average compensation during any consecutive 36 months.
Hired on or after July 1, 2013 - 110% annual cap on compensation considered as part of a

member’s highest average compensation.

Eligibility for benefit

20 years of membership service, regardless of age.
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HPORS Summary of Benefits continued:

Early Retirement
Hired prior to July 1, 2013 - 5 years of membership service, actuarially reduced from age 60.
Hired on or after July 1, 2013 - 10 years of membership service, actuarially reduced from age 60.

Vesting  Hired prior to July 1, 2013 - 5 years of membership service
Hired on or after July 1, 2013 - 10 years of membership service

Monthly benefit formula
Retire prior to July 1, 2013 - 2.5% of HAC per year of service credit.
Retire on or after July 1, 2013 - 2.6% of HAC per year of service credit.

Guaranteed Annual Benefit Adjustment (GABA)

Hired on or after July 1, 1997, or those electing GABA - after the member has completed 12
full months of retirement, the member’s benefit increases by a maximum of 3.0% each January,
inclusive of all other adjustments to the member’s benefit.

Hired on or after July 1, 2013 - after the member has completed 36 full months of retirement,
the member’s benefit increases by a maximum of 1.5% each January, inclusive of all other
adjustments to the member’s benefit.

Minimum monthly benefit (non-GABA)

If hired prior to July 1, 1997 and member did not elect GABA - monthly benefits are increased
each July when they fall below a statutorily guaranteed minimum. Any annual increase is
limited to 5.0% over the current benefit and may not exceed 60% of the current base salary of a
probationary officer.

All HPORS member contributions, regardless
HPORS PARTICIPATING EMPLOYERS of hire date, will increase 1.0% annually,
Employer June 30.2016  June 30,2015 | effective July 1,2013 and ending July 1, 2016.
State A - . .
D:pzrm%zr;?;f Justice 1 1 Contribution Rates as a % of Covered Payroll
Total I I Fiscal year ended June 30, 2016
Member:
HPORS Active Membership Hired prior to 7/1/1997 and not
by Employee Type electing GABA 12.00%
Employee Type June 30, 2016 June 30, 2015 Hired after 6/30/1997 and electing
GABA 12.05%
GABA 228 241 .
Non-GABA 0 0 Employer 28.15%
Total 228 241 State (General Fund) 10.18%

Contributions: Member and employer  Contributions are deducted from each
contribution rates are established by state law =~ member’s salary and remitted by the
and may be amended only by the Legislature. participating employer. An individual account

is established for each member’s contributions
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and interest allocations until a retirement
or refund request is processed. (Reference
Schedule of Contribution Rates on page 97).

Additional Service Purchase Due to a

Reduction in Force: Section 19-2-706,
MCA allows state and university system
employees who are eligible for a service
retirement and whose positions have been
eliminated to have their employer pay a
portion of the total cost of purchasing up to
three years of “l-for-5” additional service.
The employer has up to ten years to complete
payment for the service purchases and is
charged the actuarially required rate of return
as established by the PERB on the unpaid
balance. No employees have taken advantage
of this provision to date.

Supplemental Benefit for Retirees:
Section 19-6-709, MCA provides eligible
Montana highway patrol officers retired prior
to July 1, 1991, or their survivors, an annual
supplemental lump-sum payment distributed
each September. This lump-sum payment is
funded by a statutory appropriation requested
by the PERB from the general fund. Factors
impacting eligibility include the number of
years 