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MEMORANDUM

TO: Members of the Board of Trustees
Billy Joe Hall, Chairman
Vernon C. McGinty, Vice Chairman
Matthew J. Amato, Jr.
Mrs. Iris R. Barrett
Frank W. Burke
John E. Coleman
Charles H. Lambert
John D. Robey
Dick Robinson

FROM: Mim C. Clark
DATE: November 19, 1980

SUBJECT: Annual Report as of June 30, 1980

The financial strength and actuarial soundness of the retirement
systems is reflected in the Annual Report for 1980. You will
find that our responsibility to provide participants with a
complete financial report of their retirement program has been
fulfilled.

Our policy of full disclosure is apparent throughout the Annual
Report. Financial information, actuarial information, investment
information and abundant statistical data is included along with
copies of certifications from an Independent Certified Public
Accounting Firm and an Independent Actuarial Firm.

Copies of this report will be made available to retirement system
members by sending copies to each participating employer in the
Kentucky Employes Retirement System, County Employes Retirement
System and State Police Retirement System.

The growth of the three retirement systems is continuing. The
combined assets of the trust funds on June 30, 1980, were $685
million. Growth during the fiscal year totaled $106 million.
The combined membership of the three systems was 117,255 for
an increase during the fiscal year of 5,112, The number of
employers participating in the systems is 578,
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FINANCIAL STRENGTH

The retirement systems' assets are held in trust for the purpose
of paying retirement benefits many years in the future. It is
“important to the financial security of the members of the system,
as well as those receiving retirement benefits that the assets and
liabilities of the systems are properly stated.

The Board of Trustees contracts for an annual audit by a Certified
Public Accounting Firm for the purpose of an independent audit of
the assets and liabilities of the systems. The Accounting Firm
presents to the Board of Trustees their "audit opinion" which -

is found on the next page. The audited financial statements of
the three retirement systems follow the audit opinion,

In addition to the annual audit by a Certified Public Accounting
Firm, proper financial controls are established to be sure the
funds are safeguarded. For example, each year the CPA firm con-
ducts a surprise audit of the securities held in each fund and-
there is a surprise audit by the internal audltor of the securltles‘
custodian,

Also, adeguate bonding arrangements are in force on individuals
who have access to securities and the General Manager of the
retirement systems is under a special Fidelity bond.

The retirement systems have excellent financial strength as illus-
trated by the following statements. Adeguate systems of control
are in force to assure that these trust funds are safe and the
accounts properly reported to the fund participants.

There were no party-in-interest transactions, no loans or leases
in default and no "reportable" transactions during the fiscal year.
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Certified Public Accountants
Semonin Building

4812 Highway 42

P.O. Box 22309

Louisville, Kentucky 40222
502 426-3700

Board of Trusteeé

Kentucky Retirement Systems-‘ :
Frankfort, Kentucky :

We have examined the statements of financial .
position of the Kentucky Employes Retirement System,. .
County Employes Retirement System, State Police'Retifef"_"'
ment System and Kentucky RgtirementiSYStemé;InsuraﬂceA,f'
Fund as of Jupe 30, 1980 and 1979, and the related .
statements of changes in members' contribution accounts
and retirement allowance accounts of the Retirement Systems
and the statement of changes in fund balance of the _
Insurance Fund for the years then ended. Our examinations
were made in accordance with gemerally accepted auditing
standards and, accordingly, included such tests of the
accounting records and such other auditing proceduyes as.
we considered necessary in the gircumstances. Investments o
owned at June 30, 1980 were confirmed to us by the custodian.

In our opinion, the aforementioned financial state—
ments present fairly the financial positions of the Kentucky
Employes Retirement System,'County.Employes-Retirement System,
State Police Retirement System and the Kentucky Retirement
Systems Insurance Fund at June 30, 1980 and 1979, and the
changes in members' contribution accounts and retirement al-
lowance accounts of the Retirement Systems and the changes
in fund balance of the Insurance Fund for the years then
ended, in conformity with the applicable provisions of the
Kentucky Revised Statutes applied on a consistent basis.

September 17, 1980 (%"Vé 75/‘1‘4'&”’1/
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KENTUCKY EMPLOYES RETIREMENT SYSTEM
STATEMENT OF FINANCIAL POSITION

ASSETS

CASH ACCOUNT ON DEPOSIT WITH STATE TREASURER

RECEIVABLES:
Member and employer contributions
Accrued bond and mortgage interest

INVESTMENTS (Note A):
Bonds -
United States Government
Industrial and miscellaneous

Common stocks
First mortgage real estate loans
Short-term investments

ACCOUNT BALANCES

MEMBERS' CONTRIBUTION ACCOUNT
RETIREMENT ALLOWANCE ACCOUNT

UNDISTRIBUTED REVENUE

The accompanying significant accounting policies and netes to
financial statements are an integral part of this statement,

June 30
1980 1979

8 219 003 $ 3 103
§ 1 501 503 $ 3 742 544
, 5 227 204 5 002 873
S 6 728 707 § 8 745 417
$170 969 959 8141 644 B62
82 904 719 73 411 766
$253 874 678 $215 D56 628
116 238 154 91 190 466
12 715 791 13 843 4&4Cv
65 575 250 60 579 430
$448 403 873 $380 669 931
$455 351 583 $389 418 451
8114 687 134 $100 853 672
340 653 A26 288 490 495
10 823 74 284

5455 351 583 5389 418 451




BALANCE, BEGINNING OF YEAR

. ADDITIONS:
Member contributions

Allowance Account

DEDUCTIONS:

Refunds to former members
Retired members' balances
transferred to Retirement
Allowance Account

BALANCE, END OF YEAR

Interest credited to members'
_balances transferred from Retirement

KENTUCKY EMPLOYES RETIREMENT SYSTEM
STATEMENT OF CHANGES IN MEMBERS' CONTRIBUTION ACCOUNT

Year Ended June 30

1980 1979
$100 853 672 $ 87 530 654
$ 20 677 053  $ 18 429 617

2 797 257 2 440 330
$ 23 474 310 $ 20 869 947
$ 4 996 158 $ 4 055 068
4 644 690 3 491 861
$ 9 640 848 $ 7 546 929
$114 687 134 $100 853 672

The accompanying significant accounting policies and notes to
financial statements are an integral part of this statement.



KENTUCKY EMPLOYES RETIREMENT SYSTEM

STATEMENT OF CHANGES IN RETIREMENT ALLOWANCE ACCOUNT
Year Ended June 30 .
1980 1979
BALANCE, BEGINNING OF YEAR $288 490 495 $246 287 806
ADDITIONS:
Employer contributions : § 37 265 766 $ 32 930 311
Military Service Credit 65 977
Interest and dividend income 33 356 149 25 415 903
Net realized gain on sale of investments 655 976
Retired members' balance transferred
from Members'! Contribution Account 4 644 690 3 491 861
$ 75 266 605 $ 62 560 028
DEDUCTIONS:
Retirement benefits paid to members $ 17 501 338 $ 15 205 181

Contributions transferred to the

Kentucky Retirement Systems

Insurance Fund 1 071 987 2 171 982
Interest credited to members' balances

transferred to Members' Contribution

Account 2 797 257 2 440 330
Net realized loss on sale of investments 1 278 597

Administrative expenses 395 179 439 516

Investment expenses 59 116 100 330

$ 23 103 474 $ 20 357 339

BALANCE, END OF YEAR : - $340 653 626 $288 490 495

The accompanying significant accounting policies and notes to
financial statements are an integral part of this statement.




KENTUCKY EMPLOYES RETIREMENT SYSTEM
SIGNTIFICANT ACCOUNTING POLICIES AND
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 1980 AND 1979

. INVESTMENTS - Bonds and first mortgage real estate loans are stated at
amortized cost. Stocks are stated at cost. Realized gains or losses on
all securities are recorded at the time of sale. The quoted market of the
stocks exceeded the cost basis by approximately $3 172 000 at June 30,
1980. The cost of stocks exceeded the quoted market by approximately

84 149 000 at June 30, 1979,

PAST SERVICE LIABILITY - The amount to be paid to this retirement system in
future periocds by the participating employers to fund the unfunded past
gservice is not included as an asset, nor is the liability for the past ser-
vice included in these statements. The unfunded past service liability at
June 30, 1980, as determined by the System's consulting actuary, was approxi-
mately $249 770 835 and is to be funded at the rate of 1% per annum plus
interest at 6%. :

At June 30, 1980, participating empleyes and employers contributed to the
System at the rate of 4% and 7 1/4%, respectively, of creditable compen-
sation. For members included in the hazardous position category eligible
employes and employers contribute to the System at the rate of 7% and

19 1/4%, respectively, of creditable compensation, Eligibility for cover-
age is determined by the Board of Trustees.

TRANSFERS TO INSURANCE FUND - A new law, effective July 1, 1978, was enacted

to provide a group hospital and medical insurance plan for present and future
recipients of a retirement allowance from any of the three retirement systems.

The Kentucky Retirement Systems Insurance Fund was established to provide

thege benefits. The Insurance Fund is to be funded by transfer of a portion

of employer contributions from each retirement system. The percentage of

creditable compensation transferred to the Insurance Fund by the Kentucky

Employes Retirement System was 0.21% for non-hazardous and 0.34% for hazard-

ous positions for the year 1980 and 0,487 for non-hazardous and 0.52% for : .
hazardous pesitions for the year 1979.
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COUNTY EMPLOYES RETIREMENT SYSTEM
STATEMENT OF FINANCIAL POSITION

ASSETS

CASH ACCOUNT ON DEPOSIT WITH STATE TREASURER

RECEIVABLES:
Member and employer contributions
Contribution for past service credit
{(Note ()
Accrued bond and mortgage interest

INVESTMENTS (Note A):
Bonds -
United States Government
Industrial and miscellaneous

Common stocks
First mortgage real estate loans
Short-term Investments

ACCOUNT BALANCES

MEMBERS' CONTRIBUTION ACCOUNT
RETIREMENT ALLOWANCE ACCOUNT

UNDISTRIBUTED REVENUE

June 30

1980 1979
$ 82 947 $ 1 643
$ 2 114 439 § 2 154 193
3 870 740 4 016 161
2 044 739 1 898 588
§ 8 029 918 $ 8 068 942
$ 64 859 190 $ 53 738 786
29 429 864 25 857 150
$ 94 289 054 $ 79 595 936
42 025 863 32 314 140
2 670 994 2 908 624
42 154 610 30 202 620
$181 140 521 $145 021 320
$189 253 386 $153 091 905
$ 48 833 802 $ 40 963 162
140 362 428 112 092 333
57 156 36 410
$189 253 386 $153 091 905

The accompanying significant accounting policies and notes to
financial statements are an integral part of this statement.




COUNTY EMPLOYES RETIREMENT SYSTEM

STATEMENT OF CHANGES IN MEMBERS'

BALANCE, BEGINNING OF YEAR

ADDITIONS:
Member contributions
Interest credited tec members'
balances transferred from
Retirement Allowance Account

DEDUCTIONS: .
Refunds to former members
Retired members' balances

transferred to Retirement
Allowance Account

BATLANCE, END OF YEAR

CONTRIBUTION ACCOUNT

Year Ended June 30

1980 1979
$40 963 162 $34. 442 202
$11 632 927 - $10 461 692

1 109 788 931 688
8§12 742 715 11 393 380
$ 3 032 440 $ 3 313 137

1 839 635 1 559 283
$4 872 075 $% 872 420
$48 833 802 $40 963 162

The accompanying significant accounting policies and notes to
financial statements are an integral part of this statement.




COUNTY EMPLOYES RETIREMENT SYSTEM
STATEMENT OF CHANGES IN RETIREMENT ALLOWANCE ACCOUNT

Year Ended June 30

1980 1979
BALANCE, BEGINNING OF YEAR $112 092 333 $ 89 279 549
ADDITIONS:
Employer contributions $ 21 087 730 $ 19 039 355
Military Service Credit 740
Interest and dividend income 13 948 084 9 734 995
Net realized gain on sale of investments 210 589
Retired members' balances transferred
from Members' Contribution Account 1 839 635 1 559 283
$ 36 875 449 $ 30 544 962
DEDUCTIONS:
Retirement benefits paid to members § 6 401 655 $§ 5 443 712

Contributions transferred to the

Kentucky Retirement Systems Insurance

Fund 412 031 1 155 512
Interest credited to members® balances

transferred to Members' Contribution o

Account 1 10% 788 931 688

Net realized loss on sale of investments 380 367
Administrative expenses 278 181 163 863
Investment expenses 23 332 37 403

$ 8 605 354 § 7732 178

BALANCE, END OF YEAR $140 362 428 $112 092 333

The accompanying significant accounting policies and notes to
financial statements are an integral part of this statement,
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COUNTY EMPLOYES RETIREMENT SYSTEM
SIGNIFICANT ACCOUNTING POLICIES AND
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 1980 AND 1979

INVESTMENTS - Bonds and first mortgage real estate loans are stated at
amortized cost. Stocks are stated at cost. Realized gains or losses on
all securities are recorded at the time of sale. The quoted market of the
stocks exceeded the cost basis by approximately $1 084 000 at June 30,
1980. The cost of stocks exceeded the quoted market by approximately

$1 650 000 at June 30, 1979,

PAST SERVICE LIABILITY - The amount to be paid to this retirement system
in future periods by the participating employers to fund the unfunded past
service is not included as an asset, nor is the liability for the past
service included in these statements. The unfunded past service liability
at June 30, 1980, as determined by the System's consulting actuary, was
approximately $75 787 680 and is to be funded at the rate of 1% per annum
plus interest at 6%.

At June 30, 1980, participating employes and employers contributed to the
System at the rate of 4% and 7 1/4%, respectively, of creditable compensa-
tion. For members included in the hazardous position category eligible
employes and employers contribute to the System at the rate of 7% and 167,
respectively, of creditable compensation. Eligibility for coverage is
determined by the Board of Trustees.

RECEIVABLES ARISING FROM PURCHASE OF PAST SERVICE CREDIT - KRS 78.530 (3)
as amended by the 1974 General Assembly permits an employer to purchase,
over a period of years with interest, past service credits on behalf of
employes electing to participate in the System.

TRANSFERS TO INSURANCE FUND - A new law, effective July 1, 1978, was en-
acted to provide a group hospital and medical insurance plan for present
and future recipients of a retirement allowance from any of the three re-
tirement systems. The Kentucky Retirement Systems Insurance Fund was
established to provide these benefits. The Insurance Fund is to be funded
by transfer of a portion of employer contributions from each retirement
system. The percentage of creditable compensation transferred to the
Insurance Fund by the County Employes Retirement System was 0.15% for non-
hazardous and 0.13% for hazardous positions for the year 1980 and 0.46%
for non-hazardous and 0.52% for hazardous positions for the year 1979,
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STATE POLICE RETTIREMENT SYSTEM
STATEMENT OF FINANCIAL POSITION

ASSETS
;
% June 30
1980 1979
CASH ACCOUNT ON DEPOSIT WITH STATE TREASURER g 14 562 S 415
RECEIVABLES:
Member and employer contributions $ 209 112 $§ 352 518
Accrued bond and mortgage interest 447 491 438 762
3§ 656 603 $ 791 280
INVESTMENTS (Note A):
Bonds -
United States Government 513 963 007 $12 180 172
Industrial and miscellaneous . 6 726 354 6 211 506
: : . . 520 689 361 318 391 678
Common stocks 8 632 006 7 444 622
First mortgage real estate loans 960 448 1 043 276
Short~term investments 9 564 140 6 231 950
$39 845 955 $33 111 526
$40 517 120 $33 903 221
ACCOUNT BALANCES .
MEMBERS' CONTRIBUTION ACCOUNT $10 162 814 $ 9 089 832 .
RETIREMENT ALLOWANCE ACCOUNT 30 354 306 24 813 389 f
$40 517 120 $33 903 221 }

The accompanying significant accounting policies and notes to
financial statements are an integral part of this statement.
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. _ o STATE POLICE RETIREMENT SYSTEM
STATEMENT OF CHANGES IN MEMBERS' CONTRIBUTION ACCOUNT

Year Ended June 30.

1980 1979
BALANCE, BEGINNING OF YEAR $ 9 089 832 $7 906 600
ADDITIONS: _ o
- Member contributions : $ 1 363 897 $1 341 772

Interest credited to members'

balances transferred from

Retirement Allowance Account 257 054 227 523
: $1 620 951 $1 569 295

DEDUCTIONS: o
Refunds to former members ' $ 68 113 ~ § 85 730
Retired members' balances

transferred to Retirement
Allowance Account 479 858 300 333
§ 547 969 $ 386 063

BALANCE, END OF YEAR $10 162 814 $9 089 832

The accompanying significant accounting policies and notes to
financial statements are an integral part of this statement.




STATE POLICE RETIREMENT SYSTEM
STATEMENT OF CHANGES IN RETIREMENT ALLOWANCE ACCOUNT .

Year Ended June 30

1980 1979
BALANCE, BEGINNING OF YEAR $24 813 389 520 202 500
ADDITIONS:
Employer contributions ‘ $ 3 413 281 $ 3 002 341
Military Service Credit 58 283
Interest and dividend income 3 060 037 2 200 472
Net realized gain on sale of investments 50 183
Retired members' balances transferred
from Members' Contribution Account 479 858 300 333
| 8 6 953 176 $ 5 611 612
DEDUCTIONS: :
Retirement benefits paid to members $ 1 030 786 § 683 821
Contributions transferred to the
Kentucky Retirement Systems Insurance

Fund 23 342 55 517
Interest credited to members' balances

transferred to Members' Contribution :

Account 257 054 227 523

Net realized loss on sale of investments 89 030
Administrative expenses 6 785 25 210
Investment expenses 5 262 : 8 652

$ 1 412 259 $ 1 000 723

BALANCE, END OF YEAR $30 354 306  $24 813 389

The accompanying significant accounting policies and notes to
financial statements are an integral part of this statement.




STATE POLICE RETIREMENT SYSTEM
SIGNIFICANT ACCOUNTING POLICIES AND
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 1980 AND 1979

INVESTMENTS - Bonds and first mortgage real estate loans are stated at
amortized cost. Stocks are stated at cost. Realized gains or losses on
all securities are recorded at the time of sale. The quoted market of
the stocks exceeded the cost basis by approximately $250 000 at June 30,
1980. The cost of stocks exceeded the quoted market by approximately
$343 000 at June 30, 1979.

PAST SERVICE LIABILITY - The amount to be paid to this retirement system
in future periods by the employer to fund the unfunded past service is not
included as an asset, nor is the liability for the past service included
in these statements. The unfunded past service 1liability at June 30, 1980,
as determined by the System's consulting actuary, was approximately

$26 663 397 and 1is to be funded at the rate of 1% per annum plus interest
at 6%.

At June 30, 1980, participating employes and employers contributed to the
System at the rate of 7% and 17 1/4%, respectively, of creditable compen-
sation.

TRANSFERS TO INSURANCE FUND - A new law, effective July 1, 1978, was en-
acted to provide a group hospital and medical insurance plan for present
and future recipients of a retirement allewance from any of the three re-
tirement systems. The Kentucky Retirement Systems Insurance Fund was es-
tablished to provide these benefits. The Insurance Fund is to be funded
by transfer of a portion of employer contributions from each retirement
system. The percentage of creditable compensation transferred to the
Insurance Fund by the State Police Retirement System was 0.12% and 0.30%
for the years 1980 and 1979, respectively.
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KENTUCKY RETIREMENT SYSTEMS INSURANCE FUND'
STATEMENT OF FINANCIAL POSITICN

ASSETS
June 30
1980 1979
CASH ACCOUNT ON DEPOSIT WITH STATE TREASURER $ 733§ 1175
RECEIVABLES: | o
Employer contributions 179 101 - 424 129
INVESTMENTS:
Short-term investments, at cost -
(approximates market) .~ 3 553 000 . _2 353 000
$3 732 834 $2 778 304
FUND BALANCE
FUND BALANCE ALLOCATED TO:
Kentucky Employes Retirement System $2 365 074 51 724 224
County Employes Retirement System 1 309 270 1 006 849
State Police Retirement System 58 490 47 231
$3 732 834 §2 778 304

The accompanying significant accounting policies and. notes to
financial statements are an integral part of this statement.
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KENTUCKY RETIREMENT SYSTEMS INSURANCE FUND
STATEMENT OF CHANGES IN FUND BALANCE

Year Ended June 30

1980 1979
ALLOCATED TO KENTUCKY EMPLOYES RETIREMENT SYSTEM:
Balance, beginning of year 81 724 224 $ -0Q-
Additions -
Employer contributions transferred from
Kentucky Employes Retirement System §1 071 987 $2 171 982
Interest income 236 628 32 956
$1 308 615 $2 204 938
Deductions - : :
Insurance premium payments 667 765 480 714
Balance, end of year : . $§2 365 074 31 724 224
ALLOCATED TO COUNTY EMPLOYES RETIREMENT SYSTEM:
Balance, beginning of year $1 006 849 § ~0-
Additions -
Employer contributions transferred from
County Employes Retirement System $ 412 031 §1 155 512
Interest income 133 566 11 709
$§ 545 597 $1 167 221
Deductions -~
Insurance premium payments 243 176 160 372
Balance, end of year . $1 309 270 $1 006 849
ALLOCATED TO STATE POLICE RETIREMENT SYSTEM: : . ' :
Balance, beginning of year $§ 47 231 5 ~0-
Additions - :
Employer contributions transferred
from State Police Retirement System . -8 23 342 $ 55 517
Interest income 6 148 -1 032
5 29 490 5 56 349
Deductions - 7 '
Insurance premium payments 18 231 g9 318
Balance, end of year 5 58 490 $§ 47 231
TOTAL FUND BALANCE, END OF YEAR §3 732 834 $2 778 304

The accompanying significant accounting policies and notes to
financial statements are an integral part of this statement.




'KENTUCKY RETIREMENT SYSTEMS INSURANCE FUND
SIGNIFICANT ACCOUNTING POLICIES AND
NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 1980 AND 1979

~

A, TINSURANCE FUND - A new law, effective July 1, 1978, was enacted by the
1978 General Assembly to provide hospital and medical insurance for re-
cipients of a retirement allowance from any of the three retirement
systems; Kentucky Employes Retirement System, County Employes Retire-
ment System, State Police Retirement System. The recipient must be a
retired member of one of the systems and the percent of the insurance
premium paid by the Fund is based on the years of service with the
Kentucky Retirement Systems, Premium payments are based on the following

schedule:

Percent Paid by
Percent Paid Member through
Years of Service by Insurance Fund Payroll Deduction

20 100% 0%

15. 75% 25%

10 50% _ 50%

4 25% 75%

B. TFUNDING OF THE INSURANCE PROGRAM - Punding is provided by transferring a
portion of the employer contribution to each retirement system. The fol-
lowing percentages of creditable compensation were transferred from the
respective retirement systems for the years ended June 30, 1980 and 1979.

Non-hazardous 1980 1979
Kentucky Employes Retirement System 0.21% 0.48%
County Employes Retirement System 0.15% 0.46%

Hazardous
Kentucky Employes Retirement System 0.34% 0.52%
County Employes Retirement System - 0.13% 0.52%
State Police Retirement Ssytem 0.12% 0.30%

The above rates were determined by the Kentucky Retirement Systems'
1 consulting actuary and are based on its estimates of fund requirements.




ACTUARIAL SOUNDNESS

Annually an actuarial valuation is prepared for each of the three
retirement systems. An actuarial valuation is the mathematical
means by which contingent liabilities and contribution rates of

a retirement system are determined. It is a means of keeping a
check on the fund to assure the members that adegquate funds will
be on hand in the future to meet the obligations of the retirement
systems. '

Often there is confusion as to the difference between the liabilities
as found in the financial statements and the liabilities as

found in the actuarial balance sheet. The gquestion arises -

what are the true liabilities of the systems?

The liabilities as shown in the financial statements are called
"Account Balances" and reveal the classification of assets as

t6 ownership and future use. The Members' Contribution Account
representsg payments by the members and is subject to withdrawal
should the member so desire upon termination of employment.  The
Retirement Allowance Account represents payments by each partici-
pating employver plus earnings on the investments. From this
-account all retirement payments are made. However, these account
balances or liabilities do not reveal the projected future cost
of retirement benefits to be made from the funds.

The actuarial valuation is prepared for the purpose of determining
the present value of the liability or cost of all future benefit
payments. This represents the true liability of a retirement
system, and this liability is used to determine how much should be
paid into the fund edch year in order to have sufficient funds
available in the future to meet retirement benefit payments.

A reproduction of the certification made by the consulting act-
uarial firm, Tillinghast, Nelson & Warren, Inc., for each of the
three retirement systems is found on the next page. The results

of the 1980 actuarial valuations as prepared by Tillinghast,

Nelson & Warren, Inc., follow. The last item found in this section
is the Actuarial Assumptions used for preparation of the valuations.

These reports indicate that every dollar of future liabilities

is backed by $.66 or more in assets. The remaining unfunded
liabilities are being funded annually in accordance with the
statutory requirement of 1% of the outstanding principal and
payment of all accrued interest. The Kentucky Retirement Systems
are actuarially sound and existing law assures the continuance

of an actuarially sound system.




Tillinghast, Nelson & Warren, Inc
ACTUARIES - CONSULTANTS-:'

T ————
222 South Central Avenue ATLANTA ¢ BOSTON » CHICAGO « COLUMBUS * DALLAS » FT. WORTYH -
St. Louis, Missouri 63105 HARTFORD » JACKSONVILLE » KANSAS CITY « LOS ANGELps
(314) 862-7611 NEW ORLEANS « NEW YORK + SAN ANTONIO » 5T, 10y

September 24, 1980

Board of Trustees

Kentucky Retirement Systems
226 West Second Street
Frankfort, Kentucky 40601

Gent1emen:'

The twenty-fourth annual actuarial valuation of the Kentucky Employees Retire-
ment System, the twenty-first annual actuarial valuation of the County Employees
Retirement System, and the twenty-second annual actuarial valuation of the State
Police Retirement System have been completed and the reports prepared. The valua-
tions were made on the basis of data prov1ded by the. Ret1rement System as of

June 30, 1980.

On the basis of the assumptions as stated in each report and the data furnished
us by the Administration of the Retirement Systems, it is certified that the
valuations have been made by the use of generally accepted actuarial principles
and that, if the recommendations of the reports are followed, adequate pro-
vision will be made for the funding of future benefits.

The three Retirement Systems are actuar1a11y sound. The Accrued Liabilities
of the Kentucky Employees Retirement System, the County Employees Retirement
System and the State Police Retirement System are being funded as required
by the Kentucky Revised Statutes. .

TILLINGHAST, NELSON & NARREN,:INC.

By

‘Jambg S Rubfe, Jb:; F.S.A. ji;/\\

JSR/ jek
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AFFILIATES: Tillinghast, Nelson & Warren, Ltd. » Consultants « London, England
Tillinghast, Nelson & Warren, Inc, » Actuaries/Consultants » Toronto, Canada
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KENTUCKY EMPLOYES RETIREMENT SYSTEM
RESULTS OF THE 1980 ACTUARIAL VALUATION

Actuarial Balance Sheet

Table I, which follows, is the actuarial balance sheet of the Kentucky Employes
Retirement System as of June 30, 1980. The total Accrued LiabiTities are
classified according to type of benefit. On the asset side appear the existing
assets constituting the Members Contribution and Retirement Allowance accounts,
and the balancing item, the Unfunded Accrued Liability. This latter item is an
account receivable item and represents the present value of future payments by
the State to fully fund the Accrued Liability. A breakdown of the Accrued
{jability between Hazardous and Non-Hazardous position employes appears in
Table III.

Determination of Contribution Rate

The rate of contribution by the State required to provide 7% of the Unfunded
Accrued Liability, the employer share of the Normal Cost, medical insurance and
the expenses of administration, is shown in Table II. The reguired contri-
bution is expressed both in dollars and as a percentage of the estimated annual
State payroll as of June 30, 1980.

The actuarial methods applied to determine the Normal Cost for the year com-
mencing July 1, 1980 are described above. These costs are classified by type
of benefit. The Normal Cost contribution rate of the State is determined by
reducing the total Normal Cost by the expected employe contributions. A
breakdown of costs as between Hazardous and Non-Hazardous position employes
appears in Table III.
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KENTUCKY EMPLOYES RETIREMENT SYSTEM
ACTUARIAL BALANCE SHEET JUNE 30, 1980

ASSETS
Members Contribution Account $114,687,134
Retirement Allowance Account 345,668,734
Total! Assets in Trust Fund at
Book Value $460,355,868*
Unfunded Accrued Liability $249,770,835
Total Assets $710,126,703

ACCRUED LIABILITY

|
Inactive Members _ i
Retired Members $190,434,776

Vested Retirement 13,142,009
Vested Membership 1,952,708
Reciprocities : 503,696
Total - Inactive $206,033,189
Active Members
Normal Retirement Benefits . $419,366,985
Disability Benefits 27,015,347
Withdrawal Benefits (Vested and
Refund of Contributions) 33,969,754
Survivor Benefits - 23,741,428 |
Total Active §504,093,514 %
Total Accrued Liability $710,126,703 |
VESTED ACCRUED BENEFIT LIABILITY $470,642,643.

* The Market Value of assets as of June 30, 1980 is $431,740,623.
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KENTUCKY EMPLOYES RETIREMENT SYSTEM

DETERMINATION OF CONTRIBUTION RATE JUNE 30, 1980

UNFUNDED ACCRUED LIABILITY

Total Accrued Liability
Less: Assets at Book Value
Unfunded Accrued Liability

Contribution - 7% of Unfunded Accrued
Liability

NORMAL COST

Normal Retirement Benefits

Disability Benefits

Withdrawal Benefits {Vested and Refund
of Contributions)

Survivor Benefits

Total Normal Cost

Less: Employe Contributions

Normal Cost - State
TOTAL ANNUAL EMPLOYER COST

Non-Hazardous Duty Cost

Normal Cost

7% of Unfunded Accrued Liability
Administrative Expenses

Group Hospital and Medical Insurance Premium
Total Annual Cost

Hazardous Duty Cost

Normal Cost

7% of Unfunded Accrued Liability
Administrative Expense

Group Hospital and Medical Insurance Premium
Total Annual Cost

$710,126,703
460,355,868

$249,770,835

$ 17,483,958

$ 23,373,210
2,309,638

9,445,903
1,598,368
$736,727,119
20,260,881

$ 16,466,238

$ 16,292,324
17,302,524
388,844
1,055,435

$ 35,039,127

$ 173,914
181,434
4,680

7,644

$ 367,672

* Based on estimated annual salaries of $504,835,968.

il Based on estimated annual salaries of $502,587,876 for Non-Hazardous

Position Employes.

#+%  Based on estimated annual salaries of $2,248,092 for Hazardous

<7
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Position Employes.

PERCENT*

140.67%
91.19%
49,48y

3.46Y%

3.24%%*
3.849%%
0.08%**
0.21%**
6.07%%*

7.7 3k
8,07%***
0.21%***
0.34%%***
15 3pUFFE




KENTUCKY EMPLOYES RETIREMENT SYSTEM

CLASSIFICATION OF ACTUARIAL LIABILITIES AND COSTS JUNE 30, 1980

ACCRUED LIABILITY FOR ACTIVE MEMBERS

Non-
Hazardous
Position
Employes

Normal Retirement Benefits

Disability Benefits

Withdrawal Benefits (Vested
and Refund of Contributions)

Survivor Benefits

Total Accrued Liability (Actives)
UNFUNDED ACCRUED LIABILITY

Total Accrued Liability
Less Adjusted Assets

Unfunded Accrued
Liability

NORMAL_COSTS

Normal Retirement Benefits
Disability Benefits

Withdrawal Benefits {Vested
and Refund of Contributions)
Survivor Benefits

Total Normal Costs
Less: Employe Contributions .

Total Normal Cost - State

ESTED ACCRUED BENEFIT LIABILITY

$413,851,612
26,792,079

33,970,491
23,529,290

$498,143,472

$702,060,431
454,881,505

$247,178,926

$ 23,116,355
2,284,481

9,420,640
1,574,363

$ 36,395,839
20,103,515

Hazardous
Position
Employes Totals
$ 5,515,373 $419,366,985
223,268 27,015,347
737 33,969,754
212,138 23,741,428
$ 5,950,042 $504,093,514
$ 8,066,272 $710,126,703
5,474,363 460,355,868
$ 2,591,909 $249,770,835

$ 16,292,324

$463,361,109
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$ 256,855 $ 23,373,210
25,157 2,309,638
25,263 9,445,903
24,005 1,598,368

$ 331,280 $ 36,727,119

157, 366 20,260,881

$ 173,914 $ 16,466,238

$ 7,281,534 $470,642,643



KENTUCKY EMPLOYES RETIREMENT SYSTEM
ACTUARIAL ASSUMPTIONS

Interest - 6%.

Valuation of Assets - Book value except that unrealized apprec-
jation, if sufficient, of investments is
capitalized but only to the extent required
to resylt in a total yield of &% for the
year from dividends and capitalized apprec-
iation.

Mortality - Pre-retirement - 1951 Group Annuity N
Mortality Tables Projected by Scale C 3
to 1960, without age adjustment for matles,
set back one year for females.

Post-retirement - Same as pre-retirement.
Mortality for members receiving disability
allowances, 1965 Disabled Annuitants
Mortality Table of Railroad Retirement

Board.
Turnover - First 5 years:.
Turnover Rate

0 to 1 Year of Service - ATl Ages .350

_ 1 to 2 Years of Service - All Ages 200

L - 2 to 3 Years of Service - All Ages .175
3 to 4 Years of Service - All Ages .125

4 to 5 Years of Service - All Ages .100

Thereafter, annual turnover rates varying
by age, as illustrated below.

Disability - Annual rates varying by age, as 11Tustrafed
below. _ '
Retirement Rates 4 - Early Retirement: Assumed that 50% will

retire as soon as eligible for unreduced
benefits and balance will continue to:
(1) normal retirement age for non-haz-
ardous, and {2) age 60 for hazardous.

Normal Retirement: As soon as eligible.

Salary Increase - 5% annually to age 30, graduated to 4-1/2%
at age 40, and 4-1/2% annually thereafter. |

IT7lustration of Annual Turnover and Disability Rates Assumed

Turnover Disability Turnover Disability
Age Rate Rate Age Rate Rate
27 .060 .00030 52 .036 .00445
32 .060 .00035 57 .020 .00805
37 .056 ,00055 62 .000 .01400
42 .048 .00110 65 .000 .00000
47 .043 00215

e —— g Ep—
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COUNTY EMPLOYES RETIREMENT SYSTEM
RESULTS OF THE 1980 ACTUARIAL VALUATION

Actuarial Balance Sheet

Table I, which follows, is the actuarial balance sheet of the County Employes
Retirement System as of June 30, 1980. The total Accrued Liabilties are
classified according to type of benefit. On the asset side appear the existing
assets constituting the Members Contribution and Retirement Allowance accounts,
and the balancing item, the Unfunded Accrued Liability. This latter item is an
account receivable item and represents the present value of future payments by
the participating Agencies to fully fund the Accrued Liability. A breakdown of
the Accrued Liability between Hazardous and Non-Hazardous position employes
appears in Table III.

Determination of Contribution Rate

The contribution rate of the participating Agencies required to provide 7% of
the Unfunded Accrued Liability, the employer share of the annual Normal Cost,
medical insurance, and the administrative costs of the System is shown in Table
I1I. The required contribution is expressed both in dollars and as a percentage
of the estimated payroll of the participating Agencies as of June 30, 1980.

The actuarial methods applied to determine the Normal Cost for the year com-
mencing July 1, 1980 are described above. These costs are classified by type
of benefit. The Normal Cost contribution rate of the participating Agencies is
determined by reducing the total Normal Cost by the expected employe contri-
butions. A breakdown of costs as between Hazardous and Non-Hazardous position
employes appears in Table III.
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COUNTY EMPLOYES RETIREMENT SYSTEM
ACTUARIAL BALANCE SHEET JUNE 30, 1980

ASSETS
Members Contribution Account $ 48,833,802
Retirement Allowance Account 141,397,139 . _
Total Assets in Trust Fund at _ :
Book Value o $190,230,941*
Unfunded Accrued Liability $ 75,787,680
Total Assets - o $266,018,621

ACCRUED LTABILITY

Inactive Members

Retired Members : $ 67,334,029
Vested Retirement 8,459,269
Vested Membership 1,914,216
Reciprocities : 122,828
Total - Inactive $ 77,830,342
Active Members
Normal Retirement Benefits $159,757,395
Disability Benefits _ 10,625,520
Withdrawal Benefits (Vested and
Refund of Contributions) 9,484,076
Survivor Benefits : 8,321,288
Total - Active ' $188,188,279
Total Accrued Liability _ : _ $266,018,621
VESTED ACCRUED BENEFIT LIABILITY $178,669,194

% The Market Value of assets as of June 30, 1980 is $174,810,513.
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COUNTY EMPLOYES RETIREMENT SYSTEM

DETERMINATION OF CONTRIBUTION RATE JUNE 30, 1980

UNFUNDED ACCRUED LIABILITY PERCENT*
Total Accrued Liability $266;018,621 - 89.99%
Less: Assets at Book Value 190,230,941 64.35%
Unfunded Accrued Liability $ 75,787,680 - 25.64%
Contribution - 7% of Unfunded Accrued

Liability $ 5,305,138 1.79%

NORMAL COST

Normal Retirement Benefits $ 16,570,809 5.61%
Disability Benefits 1,566,464 0.53%
Withdrawal Benefits {Vested and Refund of D
Contributions 5,245,419 1.77%
Survivor Benefits 1,047,282 0.35%
Total Normal Cost § 24,429,97% 8.26%
Less: Employe Contributions 12,163,797 4.11%
Normal Cost - County $ 12,266,177 4.15%

TOTAL ANNUAL EMPLOYER COST

Non-Hazardous Duty Cost

Normal Cost $ 11,163,575 3.93%**

7% of Unfunded Accrued Liability 4,820,626 1.69%%*
Administrative Expense 247,876 0.09%**
Group Hospital and Medical Insurance Premium 426,437 0.15%**
Total Annual Cost § 16,658,514 5, 86%%*%

Hazardous Duty Cost

Normal Cost $ 1,102,602 9, 74%x%*
7% of Unfunded Accrued Liability 484 ,512 4, 28%%**
Administrative Expense 30,305 0.27%%**
Group Hospital and Medical Insurance Premiums 14,711 0,]13%***
Total Annual Cost § 1,632,130 14, §2%%*%

* Based on estimated annual salaries of $295,607,664.

ok Based on estimated annual salaries of $284,291,304 for Non-Hazardous
Position Employes. *

k%  Based on estimated annual salaries of $11,316,360 for Hazardous
Position Employes. 33
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COUNTY EMPLOYES RETIREMENT SYSTEM

CLASSIFICATION OF ACTUARIAL LIABILITIES AND COSTS JUNE 30, 1980

UED LIABILITY FOR ACTIVE MEMBERS

Non-
Hazardous
Position
Employes

ormal Retirement Benefits
isability Benefits

jthdrawal Benefits (Vested and
Refund of Contributions)
urvivor Benefits

otal Accrued Liability (Actives)
FUNDED ACCRUED LIABILITY

otal Accrued Liability
ess Adjusted Assets

nfunded Accrued Liability
RMAL COSTS

ormal Retirement Benefits
isabiTity Benefits

ithdrawal Benefits (Vested and
Refund of Contributions)
urvivor Benefits

“Total Normal Cost
~Less: Employe Contributions

‘Total Normal Cost - County
STED ACCRUED BENEFIT LIABILITY

$138,211,302
10,031,104

9,116,078
7,802,272

$165,160,756

$238,373,062
169,506,982

$ 68,866,080

$ 15,014,788
1,481,953

5,076,581
961,905

Hazardous
Position
Employes Total
$ 21,546,093 $159,757,395
594,416 10,625,520
367,998 9,484,076
519,016 8,321,288
$ 23,027,523 $188,188,279
$ 27,645,559 $266,018,621
20,723,959 190,230,941

$ 22,535,227
11,371,652

$ 6,921,600

$ 75,787,680
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$ 11,163,575
$160,634,872

$ 1,556,021 $ 16,570,809
84,511 1,566,464
168,838 - 5,245,419
85,377 1,047,282

$ 1,894,747 = $ 24,429,974
792,145 12,163,797

$ 1,102,602 $ 12,266,177

18,034,322

$178,669,194



Interest

Valuation of Assets

Mortality

Turnover

Disability

Retirement Rates

Salary Increase

COUNTY EMPLOYES RETIREMENT SYSTEM

ACTUARTAL ASSUMPTIONS

0 to 1 Year of Service - All Ages .350
1 to 2 Years of Service - All Ages .200
? to 3 Years of Service - A1l Ages .175
3 to 4 Years of Service - A1l Ages 125
4 to 5 Years of Service - All Ages .100

6%.

Book value except that unrealized appreciation,
if sufficient, of investments is capitalized
but only to the extent required to result in a
total yield of 6% for the year from dividends
and capitalized appreciation.

Pre-retirement - 1951 Group Annuity Mortality
Table Projected by Scale C to 1960, without
age adjustment for males, but set back one
year for females. _

Post-retirement - same as pre-retirement.
Mortality of members receiving disability
allowances - 1965 Disabled Annuitants
Mortality Table of Railroad Retirement Board.

First 5 years:
Turnover Rate

Thereafter, annua) turnover rates varying
by age, as illustrated below.

Annual rates varying by age, as illustrated
below.

Early Retirement: Assumed 50% will retire
as soon as eligible for unreduced benefits.
and balance would continue to normal retire-
ment age for non-hazardous.

Normal Retirement: As soon as eligible.

5% annually to age 30, graduated to 4-1/2%
at age 40, and 4-1/2% annually thereafter.

I1lustration of Annual Turnover and Disability Rates Assumed

Turnover
Age Rate
27 .060
32 .060
37 .056
42 .048
47 .043

Disability
Rate

.00030
.00035
.00055
.00110
.00215

Turnover Disability
Age Rate Rate
52 .036 .00445
57 .020 . 00805
62 .000 .01400
65 .000 . 00000

Tiflinghast, Nelson & Warren
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STATE POLICE RETIREMENT SYSTEM

RESULTS OF THE 1980 ACTUARIAL VALUATION

Actuarial Balance Sheet

Table I, which follows, is the actuarial balance sheet of the State Police
Retirement System as of dJune 30, 1980. The total Accrued Liabilities are
classified according to type of benefit. On the asset side appear the existing
assets constituting the Members Contribution and Retirement Allowance Accounts,
and the balancing item, the Unfunded Accrued Liability. This latter item is an-
account receivable item and represents the present value of future payments by -
the State to fully fund the Accrued Liability.

Determination of Contribution Rate

The rate of contribution by the State required to provide 7% of the unfunded
Accrued Liability, the employer share of the Normal Cost, medical insurance,
and the expenses of administration, is shown in Table II. The required contri-
bution is expressed both in dollars and as a percentage of the estimated annual
covered payroll as of June 30, 1980

The actuarial methods applied to determine the Normai Cost for the year com-
mencing July 1, 1980, are described above. These costs are classified by type
of benefit. The Normal Cost contribution rate of the State is determined by
reducing the total Normal Cost by the expected employe contributions.
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STATE POLICE RETIREMENT SYSTEM
"ACTUARIAL BALANCE SHEET JUNE 30, 1980

ASSETS
Members Contribution Account $ 10,162,814
Retirement Allowance Account 30,754,351
Total Assets in Fund: at Book Value $ 40,917,165*
Unfunded Accrued Liability . $ 26,663,397
Total Assets ' $ 67,580,562

ACCRUED LIABILITIES

Inactive Members

Retired and Disabled . ' $ 10,082,710
Vested Retirements 575,170
Vested Membership 13,954
Reciprocities _ 147,157
Total Inactive - i $ 10,818,991

- Active Members

Normal Retirement Benefits $ 54,686,485

Disability Benefits _ 758,354
Withdrawal Benefits (Vested and : :
Refund of Contributions) ' . 984,052
Survivor Benefits - 332,680

Total Active ' $ 56,761,571
Total Accrued Liability = - o $ 67,580,562

VESTED ACCRUED BENEFIT LIABILITY $ 43,887,675

* The Market Value of assets as of June 30, 1980 is $38,358,739.
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STATE POLICE RETIREMENT SYSTEM

DETERMINATION OF CONTRIBUTION RATE JUNE 30, 1980

UNFUNDED ACCRUED LIABILITY

Total Accrued Liabilities
Less: Assets at Book Value
Unfunded Accrued Liability

Contribution - 7% of Unfunded Accrued
Liability

NORMAL COST

Normal Retirement Benefits

Disability Benefits

Withdrawal Benefits (Vested and Refund
of Contributions

Survivors Benefits

Total - Normal Cost

Less: Employe Contributions

Normal Cost - State

TOTAL ANNUAL COST - STATE

Normal Cost

7% of Unfunded Accrued Liability
Administrative Expense Allowance

Group Hospital and Medical Insurance Premiums
Total Annual Cost - State

* Based on estimated annual salaries of $20,180,148.
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$ 67,580,562
40,917,165

$ 26,663,397

$ 1,866,438

$ 2,713,138
103,880

334,576

85,371

$ 3,236,965

1,412,610

$ 1,824,355

$ 1,824,355

1,866,438 -

6,785
24,216

$ 3,721,794

PERCENT*

334.89%
202.76%
132.13%

9.25%

13.44%
0.52%

1.66%
0.42%
16.04%
- 7.00%

9,04%

9.04%
9.25%
.03%
.12%




STATE POLICE RETIREMENT SYSTEM
"ACTUARTAL ASSUMPTIONS

Interest -  b6%.

Valuation of Investments - Book value except that unrealized apprec-
fation, if sufficient, of investment is cap-
italized but only to the extent required to
result in a total yield of 6% for the year
from dividends and capitalized appreciation.

Mortality ~  Pre-retirement - 1951 Group Annuity Mortality
: : Table Projected to 1960, by Scale C, plus
a duty death rate of 5 deaths per 10,000
per year.

Post-retirement - 1951 Group Annuity Mor-
tality Table Projected to 1960. Mortality
of members receiving disability allowances,
1965 Disabled Annuitants Mortality Table
of Railroad Retirement Board.

Turnover - Annual rates varying by age, as illustrated
below.

Disability ' - Annual rates varying by age, as illustrated
below.

Retirement Rates - 50% retire upon completion of 25 years

of service; all others retire upon completion
of 25 years of service and attainment of
age 50, or upon attainment of age 55.

Salary Increases | - 5% annually to age 30, graduated to 4-1/2%
' at age 40 and 4-1/2% annually thereafter.

ITlustration of Annual Turnover and Disability Rates Assumed

Turnover ' Disability Rate
Age Rate Non-Duty ' Duty
22 .0405 .00025 000625
27 L0423 .00030 .00030
32 0400 .00035 .00035
37 .0275 .00055 .00055
42 0160 .00110 .00110
47 . 0060 .00215 .00215
52 .0000 .00445 .00445
40

Tillinghast, Nelson & Warren




PORTFOLIO ANALYSIS .

The Board contracts with an independent investment advisory firm for econcmic
research, market research and analysis, and security analysis including
recommendations as to the purchase, sale and retention of securities by the
three funds. : )

The investment objective of the retirement systems is to maximize long-range
return commensurate with the goal of maintaining a high standard of quality

in the investment portfolio. The investment portfolio of the retirement systems
i's diversified between different classes of securities as indicated in Tables

- 1, 2 and 3 in order to achieve a proper balance of investment opportunities.

The individual common stocks held in the combined systems as of June 30, 1980,
are shown in Table 4. About 27% of the assets were invested in high quality
common stocks as of June 30, which represents a slight shift in asset mix
since last year when 23% of the assets were invested in common stocks.

The individual bords and notes held by the three retirement systems as of
June 30, 1980, are shown in Table 5. The bond portfolio is styxuctured of
very high quality securities with intermediate maturity dates. The weighted
coupon rate is 8.097% with a weighted maturity of 7.446 years and vield to
maturity as of June 30, of 9.382%.

The time-weighted rate of return on the total portfolio during the fiscal .

year was 7.7%. This return reflects the impact of the stock market increase

of about 26 points on the Dow Jones Industrial Averages from 841.98 as of June 30,
1979 to 867.92 on June 30, 1980. Stocks are held for the purpose of participation
in economic growth and will experience poor as well as goocd periods of market
performance. .

The combined invésfﬁent portfolio is statistically ccmpared by one of the
largest investment underwriting firms with a sample of 400 similar funds

- divided into four groups of 100 retirement funds, 100 bank cammingled funds,

100 mutual funds and 100 bank commingled bond funds. The most recent
comparison with these funds is over a five-year period including the calendar
years 1975-79. o : o :

As a result of this comparative report, we can determine how well the investment
portfolio has been managed. Kentucky Retirement Systems investment portfolio
ranked ninety-eighth in comparison to the 100 retirement funds. '

Tn conclusion, over the past five~year period, the portfolio return has ranked
from sixth to ninety-eighth when compared to other investment funds with similar
investment objectives, The letter on the next page reveals the comments of

the investment advisor regarding the securities held in the funds as of June 30,
1980, and the mammer in which these funds are invested by the Retirement Board.
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Capital Supervisors, Inc. /20 North Clark Street, Suite 700, Chicago, Illinois 60602 / Phone {312) 236-8271

Theodore B. Tonneman October 1, 1980
Vice President ’

Board of Trustees

Kentucky Retirement Systems
226 West Second Street
Frankfort, Kentucky 40601

As investment advigor to the Board since the end of September 1979 we
submit the following summary of activities.

Key elements included the build up of cash in the last part of 1979 to

almost $150 million when you were receiving vields well in excess of 10%

on buying reserves. In the firat half of 1980 substantial funds were committed
to stocks and bonds at very attractive levels. The net effect is that the
Fund's relative position has improved in gpite of the fact that prices for
bonds and stocks were lower on June 30th than when we started. This is
reflected in better market values as well as higher incoma.

During the period we purchased $75 million face value bouds at a cost of
$72 million to yield just under 11%. These bonds have an average life of
about 13 years and a AAA rating., The erratic fixed income markets enabled
us to not only obtain record high yields but also to maintain high

safety through top quality and intermediate maturities.

Also during the period we purchased $52.5 million in stocks and sold

$16.8 million. The value of the purchases at the end of June was $54 million.
This 1s quite satisfactory considering the market's slightly lower level at
the end of the period. :

As of June 30th Cash Equivalents represented 15% of asaets at market
value, Stocks 27% and Bonds 58%. Overall vield was 8.2%.

Patience and caution in our investment policies worked to your benefit in
reducing the effects of declining prices in both the fixed and equity sides
of the portfolio, Recent and expected economic developments may not make
good reading, but should lay the groundwork for excellent investment oppor-
tunities.

CAPITAL SUPERVISORS, INC.

r

Byr\\\f' ’q;ézx}<;§i\\\/(Tywa£44h4}y~/

Theodore R. Tonneman
Vice President
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RETIREMENT PAYMENTS

The benefit payments as of July 1, 1980, by the three retirement systems are
shown statistically in Tables 9 through 12. Legislation enacted in 1974
cambined retirement accounts of the Kentucky Employes Retirement System,

County Employes Retirement System, State Police Retirement System and Kentucky
Teachers' Retirement System for purposes of determining eligibility and amount
of benefits. For example, an employee with an account in the Kentucky Employes
Retirement System and the County Employes Retirement System will have these
accounts consolidated to determine the five high years of earnings and the
total combined service, yet each system pays a separate benefit amount based
on the period of service under each system and the benefit formula under each
system,

This consolidation arrangement results in small payments being disbursed from

one or more systems in situtations where a worker has only a few months of

gervice in a system. These small benefit allowances are important to total
income of a retiree, however, they somewhat distort the statistical data presented
in Tables 9 through 12. The payments illustrated in Tables 9 through 12 represent
the monthly payments from each retirement system and a recipient receiving a
monthly payment from more than one system will appear in each system from

which a payment is disbursed.

Tables 10 through 12 reveal the retirement benefits by payment option selected.
The data is further broken down for period certain and survivorship plans to
reveal whether the recipient is the former worker or his beneficiary. If

" (Memb} " is shown, the retired member is receiving the monthly payment as of
June 30, 1980. If "(Bene)" is shown, the beneficiary is receiving the
monthly payment as a result of the death of the retired member.

The several options available upon retirement enables the retiring public
employee to select a plan which best suits his needs and those of his family
after his retirement. Tables 10,11 and 12reveal that about 49% of payment
options selected are period certain or survivorship options with the remaining
options payable in full during the member's lifetime.

An increase in benefits to retirees in the form of group coverage for hospital
and medical/surgical insurance became available July 1, 1978. The 1978 General
Assambly created the "Kentucky Retirement System Insurance Fund" for the purpose
of providing a comprehensive hospital and medical/surgical program for retired
recipients. The Board has contracted with Blue Cross and Blue Shield of Kentucky
to provide group health insurance coverage beginmning July 1, 1978. Insurance
premiums are paid by the Insurance Fund for retired members with 20 or more
years of service.

Also, benefit payments increased July 1, 1980, by 6% to all retirees and a
$2,000 death benefit is now provided to retired members with 48 or more
months of service credit.

Table 13 reveals the geographic distribution of retirement payments by county.
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STATISTICAT, INFORMATION

Membership Statistics

Membership in the three retirement systems over the past five years has grown
at a compourded anmual rate as follows:

SYSTEM ACTIVE INACTIVE RETIRED

KERS 3.2% 7.0% 8.3%
CERS 13.4% 23.0% 14.3%
SPRS 1.7% 26.9% 12.8%

The rapid growth in CERS is a result of local governmental agencies and political
subdivisions electing to participate in the system, plus action by the 1974
Ceneral Assembly requiring school board to include their non—certified employees
in CERS by July 1, 1976. Membership in each system as of June 30, of each

year since inception is shown in Table 14.

Financial and Actuarial Statistics

Statistical data for the past seven fiscal years to indicate the financial and
actuarial progress attained by the three retirement systems is included in
Tables 15 through 17.

The portfolio time-weighted rate of return is computed by measuring the monthly
changes in the portfolio including changes in market value of securities. The
portfolio yield rate is computed as indicated in the footnotes in pages 43 through
45,

The actuarial cost indicates that in each system as of June 30, 1980, the employee
contributions represent about one-half of normal cost with the employer paying
the balance of normal. cost, plus past service and administrative cost.

Source and Use of Funds Since Inception

The three statements indicate the value of a funded retirement system. Observe
that since inception the employer contributions have provided about 50% of the funds
with most of the remainder provided by member contributions and investment

income.

Tnvestment income has been sufficient to pay retirement payments in all three
funds. These reports indicate that assets are being accumulated on behalf of
members now earning service credit in order to finance their future benefits
without deferring the cost to future generations. This policy of funding
benefits provides financial security to members contributing to the system,
as well as to retired recipients.

Administrative Expense

An itemized report on administrative expenses for the past seven years is shown in
Table 19. Over the past five years the cost of administration per account

has decreased at an annual. compounded rate of about 1.7% while over this

same period the Consumer Price Index has increased at an annual compounded

rate of about 9.1%.
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CONTRACTUAL ARRANGEMENTS

The Kentucky Retirement Systems Board of Trustees contracts with
the following firms or individuals to perform services that cannot
be obtained through the State. Each contract is limited to a
period of one fiscal year and has a thirty day cancellation clause.

Actuary

Tillinghast, Nelson & Warren, Inc.
222 South Central Avenue
St. Louis, Missouri 63105

The Board of Trustees has utilized the consulting services of an
actuarial firm in accordance with KRS 61.670 since 1265. The firm
of Tillinghast, Nelson & Warren, Inc. has been the consulting
actuarial firm since July 1, 1980. Proposals were received from
eight actuarial firms and the contract was awarded to the lowest
bidder.

Attorney

Mg. Phyllis Sower
P.0. Box 405 .
Frankfort, Kentucky 40602

An attorney is contracted occasionally by the Kentucky Retirement
Systems to handle legal matters when the Attorney General directs
that an independent attorney should be engaged. The contract is
awarded through approval by the Department of Personnel and a
Legislative Research Committee.

Auditor

Eskew & Gresham

4812 Highway 42

P.G. Box 22309

Iouisville, Kentucky 40222

Each year the Board of Trustees has engaged a Certified Public
Accounting firm for an annual audit of the three retirement systems.
It has heen the policy of the Board to retain the same firm for a
periocd of no longer than six years. Proposals are taken and the
contract is awarded to the lowest bidder.

Custodian of Securities

Citizens Fidelity Bank & Trust Company
Citizens Plaza

P.0O. Box 1140

Iouisville, Kentucky 40201

The Board of Trustees contracts with a Securities Custodian to handle
the settlement of all investment transactions, registration of
securities in nominee name and custodian services including receipt
and deposgsit of interest and dividend payments.
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Proposals were received from four firms and the contract was
awarded to the lowest bidder.

Investment Counselor

Capital Supervisors, Inc.
20 North Clark Street
Suite 700

Chicago, Illinois 60602

The Board of Trustees has engaged the services of an Investment
Counselor since 1956 to provide investment advisory services
and make recommendations as to the purchase, sale and retention
of investments. Proposals were received from seventeen firms
t+he contract was awarded to Capital Supervisors, Inc., hased

on their fee and previous experience.

Medical Examiner

The Board of Trustees is required under KRS 61.665 to employ one
or more physicians, practicing in this state and not members

of the system to pass upon all medical examinations required under
the Retirement Acts and to investigate all health and medical
statements and certifications made on behalf of any person in
connection with payment of monies under the Retirement Acts.
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