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KENTUCKY RETIREMENT SYSTEMS
226 West Second Street
Frankfort, Kentucky 40601

Kentucky Employes Retirement Systam Charles L. Bratton
County Employes Retiremant Systern General Manager
State Palice Retirersent System Phone 502-564-4646

MEMORANDUM

TO: Members of the Board of Trustees
Billy Joe Hall, Chairman
Vernon C. McGinty, Vice Chairman
‘Mrs. Iris R. Barrett
Frank W. Burke
Robert L. Doris, Jr.
John E. King
Mrs. Dee Maynard
Mrs. Nancy I.. Ray
John D. Robey

FROM: Charles L. Bratton
DATE: .November 20, 1981

SURJECT: Annual Report as of June 30, 1981

As directed by KRS 61.645, T am pleased to present the Annual Report for
the fiscal year ended June 30, 198l. The four sections of the report
provide financial information, actuarial information, investment information
and other statistical information. Appropriate certifications from

and independent accounting firm and from an independent actuarial firm

are included.

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 BEwploves Retirement System and State Police
Retirement System., Copies will also be distributed to appropriate legislative
personnel as well as to other interested parties that may request such
information,

Attributes of a sound retirement program are apparent throughout this
report and reflect in a positive manner on the diligence of the Board of
Trustees and the support provided to the Kentucky Retirement Systems by
the executive and legislative branches of state government.

Chade K (Suithr

Charles L. Bratton
General Manager
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FINANCIAL SECTION
INTRODUCTTICN

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
subject to proper accounting and balancing procedures.,

The Board of Trustees contracts for an anmual audit by a Certified Public
Accounting Firm for the purpose of an independent audit of the assets and
liabilities of the systems. The firm of Ernst & Whinney was selected to
perform the audit for the fiscal year ended June 30, 1981. The Accounting
Fim presents to the Board of Trustees their "audit opinion" which is found
on the following page. The audited financial statements of the three
retirvement systems and the related "Notes to Financial Statements” follow
the audit opinion. -

Financial Accounting Standards Board Statement No. 35, "Accounting and
Reporting By Defined Benefit Pension Plans" is considered applicable to
public retirement systems and is scheduled for implementation during the
1981-82 fiscal year. In sumnary, this statement requires that financial
statements be presented on an "accrual basis" and further that the statements
be presented in a manner that will provide the member an opportunity to
fully compare the fair value of the assets of the retirement system to the
actuarially camputed value of the systems accumuilated plan benefits. The
notes to the financial statements as presented in this report are designed
to facilitate the transition to the changes in reporting requirements that
are scheduled to hecome effective next year.

In addition to the annual audit by a Certified Public Accounting Firm, proper
financial controls are established to be sure the funds are safeguarded. Tor
example, each year the CPA firm conducts a surprise audit of the securities
held in each fund and there is a surprise audit by the internal auditor of
the securities' custodian., Also, adequate bonding arrangements are in force
for 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 illustrated by
the following statements. Adequate 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.




Er nst &Whinney 1400 Commonwealth Building

Louisville, Kentucky 40202

502/583-0251

Board of Trustees
Kentucky Retirement Systems
Frankfort, Kentucky

We have examined the balance sheets of the Kentucky Employes Retirement
System, County Employes Retirement System, State Police Retirement System
and Kentucky Retirement Systems Insurance Fund as of June 30, 1981, and
the related statements of revenues, expenses, and changes in members'
contribution account and retirement allowance account and changes in
financial position of the Kentucky Employes Retirement System, County
Employes Retirement System, and the State Police Retirement System and
the statements of revenues, expenses, and changes in fund balance and
changes in financial position of the Kentucky Retirement Systems Insurance
Fund for the year then ended. Our examinations were made in accordance
with generally accepted auditing standards and, accordingly, included
such tests of the accounting records and such other auditing procedures
as we considered necessary in the circumstances.

The Kentucky Retirement Systems have kept their records and have prepared
their financial statements for previous years on a modified accrual basis
of accounting, wherein certain investment income was not accrued. As of
July 1, 1980, the Systems changed their accounting policy and began accru-
ing such income.

In our opinion, the financial statements referred to above present fairly
the financial position of the Kentucky Emploves Retirement System, County
Employes Retirement System, State Police Retirement System and the Kentucky
Retirement Systems Insurance Fund at June 30, 1981, and the results of
their operations, the changes in members' contribution account and retire-
ment allowance account of the Kentucky Employes Retirement System, County
Employes Retirement System, and State Police Retirement System, the changes
in fund balance of the Kentucky Retirement Systems Insurance Fund, and the
changes in their financial position for the year then ended, in conformity
with generally accepted accounting principles.

= %/an?

Louisville, Kentucky
September 18, 1981
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BALANCE SHEET
KENTUCKY EMPLOYES RETIREMENT SYSTEM

June 30, 1981

ASSETS

Investments--Notes A and D:

United States Government securities

Government National Mortgage
Association certificates

Corporate bonds and notes

Common stocks

First mortgage real estate loans

Securities purchased under
agreement to resell

Member and emplover contributions
receivable

Accrued investment income

Receivable from sale of securities

LIABILITIES AND FUND BALANCE

Amount due State Treasurer
Member benefits payable

Tund balance—--Note A:
Members' contribution account
Retirement allowance account

$184, 206, 564

35,141,904
100,960,819
143,115,978

8,571,335

47,527,729

519,524,329

2,274,655
7,940,140
57,934

$529,797,058

3 79,900
634,855

714,755

125,526,817
403, 555,486

529,082,303

$529,797,058




STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN MEMBERS' CONTRIBUTION ACCOUNT

KENTUCKY EMPLOYES RETIREMENT SYSTEM

Year Ended June 30, 1981

Revenues:
. Member contributions
Interest credited to members'
balances transferred from
Retirement Allowance Account

TOTAL REVENUES

Expenses:
Refunds to former mémbers
Retired members' balances
- transferred to Retirement
Allowance Account

TOTAL EXPENSES

EXCESS OF REVENUES OVER EXPENSES

Members ' contribution account
-at beginning of year

Transfer of assets to the
Legislative Retirement Plan--
Note G

MEMBERS' CONTRIBUTION
ACCOUNT AT END OF YEAR

See notes to financial statements,

$ 21,392,237

3,091,308

24,483,545

5,945,209

7,272,758

13,217,967

11,265,578

114,687,134

(425,895)

$125,526,817




STATEMENT OF REVENUES, EXPENSES, AND CHANGES

IN RETTREMENT ALLOWANCE ACCOUNT
KENTUCKY EMPLOYES RETIREMENT SYSTEM

Year Ended June 30, 1981

Revenues:
Employer contributions
Investment income
Net realized gain on sale
of investments
Retired members' balances transferred
from Members' Contribution Account

Expenses:

Retirement benefits for
members

Contributions transferred to the
Kentucky Retirement Systems
Insurance Fund

Interest credited to members’
balances transferred to Members'
Contribution Account

Administrative expenses

Investment expenses

TOTAL REVENUES

TOTAL EXPENSES

EXCESS OF REVENUES OVER EXPENSES

Retirement allowance account at
beginning of year--as previously
reported

Adjustment for the effect of
change in the method of
accounting for investment
income--Note H

Retirement allowance account at
beginning of year, as restated

Transfer of assets to the
Legislative Retirement
Plan--Note G

RETIREMENT ALLOWANCE
ACCOUNT AT END OF YEAR

See notes to financial statements.

$ 38,487,956
39,594,168

4,096,875

7,272,758
89,451,757

21,824,083

1,111,135

3,091,308
480,495
79,655

26,586,676

62,865,081

340,653,626

8964, 740

341,618,366

(927,961)

$403, 555,486




STATEMENT OF CHANGES IN FINANCIAL POSITION
KENTUCKY EMPLOYES RETIREMENT SYSTEM

Year Fnded June 30, 1981

SOURCE OF FUNDS
Excess of revenues over expenses
Deduct amortization of investment
discount and premium, net, not
providing funds

FUNDS PROVIDED FROM OPERATIONS

Proceeds from sale or maturity
of investments, less gain of
54,096,875 included above

Decrease in member and employer
contributions receivable

Increase in member benefits payable

TOTAL FUNDS PROVIDED

APPLICATION OF FUNDS
Investments purchased
Transfer of assets to the

Legislative Retirement
Plan
Increase in accrued
investment income
Increase in receivable from
sale of securities

TOTAL FUNDS USED

DECREASE IN CASH
Cash on deposit with State
Treasurer at beginning
of vyear

AMOUNT DUE STATE TREASURER
AT END OF YEAR

See notes to financial statements.

$

74,130,659

432,968

73,697,691

34,892,696

247,611
396, 761

109, 234,759

106,373,676

1,353,856
1,748,196

57,934

109,533,662

298,903

219,003

$

79,900




NOTES TO FINANCIAL STATEMENTS
KENTUCKY EMPLOYES RETIREMENT SYSTEM

June 30, 1981

NOTE A--SIGNIFICANT ACCOUNTING POLICIES

The financial statements of Kentucky Employes Retirement System (the System)
are prepared on the accrual basis, and generally conform to the provisions
of the National Committee on Governmental Accounting's Statement 1. This
Statement first became effective for the System's fiscal year ending June 30,
1981, and thus only single year financial statements are presented.

As explained in Note H, effective July 1, 1980, the System changed its policy
of accounting for certain investment income.

Investments in bonds and first mortgage real estate loans are stated at
amortized cost. Common stocks and securities purchased under agreement to
resell are carried at cost.

Discount and premium are amortized using the straight-line method over the
period from acquisition to stated or expected maturity.

Net realized gain or loss on investments represents the difference between
the proceeds from sale or maturity and the average cost of investments sold
or redeemed.

Members ' Contribution and Retirement Allowance Accounts are funded by con-
tributions and investment income. The Members' Contribution Account repre-
sents the accumulation of active members' contributions plus interest cred—
ited to members' accounts. The Retirement Allowance Account is comprised of
retired members' contribution balances including interest credited thereon
and accumulated employer contributions plus the cumulative excess of revenues
over expenses less interest credited to members' contribution accounts.

The System, County Employes Retirement System, and State Police Retirement
System are collectively administered by Kentucky Retirement Systems. Admin-
istrative and investment expenses of Kentucky Retirement System are allocated
in proportion to the number of members participating in each plan.

NOTE B--DESCRIPTION OF THE PLAN

The Kentucky Employes Retirement System is a defined benefit plan which
covers substantially all regular full-time employees of any state depart-
ment, board, or agency directed by Executive Order to participate in the
System., The Plan provides for retirement and disability benefits.

Participating employees generally contribute 4% of creditable compensation

to the System. Members occupying hazardous positions, as defined by statute,
contribute at the rate of 7% of creditable compensation. Participating em-
ployers contribute such additional amounts as are necessary to provide assets
sufficient to meet the benefits to be paid to plan members. Emplover contri-
bution rates, intended to fund the System's normal cost on a current basis

-10-




NOTES TO FINANCIAL STATEMENTS—wCONTINﬂED

KENTUCKY EMPLOYES RETIREMENT SYSTEM

NOTE B--DESCRIPTION OF THE PLAN-~CONTINUED

and one percent (1%) of unfunded past service costs per annum plus interest
at the actuarial assumed rate, are determined by the Board of Trustees of
Kentucky Retirement System each biennium. For the year ending June 30, 1981,
participating employers contributed at 7-1/4% and 19-1/4% of members' non-
hazardous and hazardous compensation, respectively.

Vesting in a retirement benefit begins immediately upon entry into the
System. The participant has a fully vested interest after the completion

of sixty months of service, twelve of which are current service. At a mini-
mum, terminated employees are refunded their contributions with credited
interest at 3% compounded annually.

Further information regarding the plan agreement and the vesting and benefit
provisions, is contained in the pamphlet Plan Description. Copies of this
pamphlet are available from the office of Kentucky Retirement Systems.

Legislation enacted by the 1980 Kentucky General Assembly provided for a 6%
{ncrease in benefits for all retirees, effective July 1, 1980, Benefits
will be further increased by 6% on July 1, 1981. 1In addition, an amendment
was adopted, effective July 15, 1980, that provides for a $2,000 death bene-
fit to be paid to estates of most retirees. Benefits paid under this pro-
vision for the year ended June 30, 1981 aggregated approximately $634,000.

NOTE C--ACCUMULATED BENEFITS

Accumulated plan benefits are those future periodic payments, including
lump-sum distributions, that are attributable under the Plan's provisions
to services rendered by the employees to the valuation date. Accumulated
plan benefits include benefits expected to be paid to (a) retired or termi-
nated employees or their beneficiaries, (t) beneficiaries of employees who
are deceased, and (c) present employees or their beneficiaries. Benefits
under the Plan are based on employees' average compensation during their
five highest paid years. Accumulated plan benefits for active employees
are based on their current compensation as of June 30, 1981 (valuation
date). Benefits payable under all circumstances--retirement, death, and
termination of employment--are included, to the extent they are deemed
attributable to employee service rendered to the valuation date.

The System's consulting actuaries, Tillinghast, Nelson & Warren, Inc.,
estimate the actuarial present value of accumulated plan benefits, which
is the amount that results from applying actuarial assumptions to adjust
the accumulated plan benefits to reflect the time value of money (through
discounts for interest) and the probability of payment (by means of decre-

ments such as for death, withdrawal, or retirement) between the valuation
date and the expected date of payment,

-11-




NOTES TO FINANCTAL STATEMENTS--CONTINUED -

KENTUCKY EMPLOYES RETIREMENT SYSTEM

NOTE C--ACCUMULATED BENEFITS--CONTINUED
Accumulated plan benefit information at June 30, 198! is as follows:

Vested benefits:
Participants currently

receliving payments 5203,295,925
Other participants 243,317,481
$446,613,406

The more significant assumptions underlying the actuarial computations are
as follows:

Actuarial ceost method Entry age normal

Assumed rate of return

on investments 7-1/27% per annum
Mortality basis 1971 Group Annuity Tables
Empioyee turnover Declining from 35% through five

years of service. Annual rates,
varying by age, thereafter.

Retirement age Based upon experience, with 25%
weight, at age 55-64, to the
earliest age at which an
employee could retire with
100% of the accrued benefits.

NOTE D--INVESTMENTS

The market value of investments at June 30, 1981 follows:

United States Government securities $147,718,953
Government National Mortgage

Association certificates 32,053,884
Corporate bonds and notes 75,239,652
Common stocks 161,810,885
First mortgage real estate loans 4,924,232
Securities purchased under

agreement to resell : 47,527,729

$469,275,335

-12-




NOTES TO FINANCIAL STATEMENTS--CONTINUED

KENTUCKY EMPLOYES RETIREMENT SYSTEM

NOTE E-~INCOME TAX STATUS

The Internal Revenue Service has ruled that the Plan qualifies under Sec-
tion 401(a) of the Internal Revenue Code and is, therefore, not subject to
tax under present income tax law,

NOTE F--TRANSFERS TO INSURANCE FUND

By action of the 1978 General Assembly, the Kentucky Retirement Systems
Insurance Fund was established to provide a group hospital and medical
insurance plan for recipients of a retirement allowance from the Kentucky
Employes Retirement System. The insurance fund is funded by the transfer
of a portion of employer contributions to the 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 hazardous positions for the year ended June 30, 1981.

NOTE G-~TRANSFER TO LEGISLATIVE RETIREMENT SYSTEM

Effeetive July I, 1980, the assets and actuarial liabilities of electing
General Assembly members were transferred to a separate Legislative Retire-
ment System, The resulting deductions to the Member's Contribution and

Retirement Allowance accounts included accumulated interest of 829,410 and
$211,171, respectively.

NOTE H-~CHANGE IN ACCOUNTING POLICY

The System previously recorded dividend income on the cash basis. Effec-
tive July 1, 1980, the System changed its accounting policy and began re-
cording dividend income when the System is entitled teo such income (record
date), and also changed the method of determining acerued interest income.
The effect of such changes was to increase the Retirement Allowance Account
at July 1, 1980, by approximately $964,700 and the excess of revenues over
expenses for the year ended June 30, 1981, by approximately $696,000.

-13-




COUNTY EMPLOYES RETIREMENT SYSTEM
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BALANCE SHEET
COUNTY EMPLOYES RETIREMENT SYSTEM

June 30, 1981

. ASSETS

Cash on deposit with State _ ‘
Treasurer : _ $ 27,393
Investments—-Notes A and D:
United States Government

securities 69,717,638
Government National Mortgage :

Association certificates : : 17,432,233
Corporate bonds and notes : Coo 736,181,243
Common stocks R 53,163,118
First mortgage real estate loans S : 937,105
Securities purchased under agreement
 to resell ' 47,609,891

225,041,228
Member and employer contributions

receivable , , 2,869,717
Past service credit contribution .

receivable——Note A . ' 3,669,875
Accrued investment income 3,238,334
Receivable from sale of securities 18,767

$234,865,314

LIABILITIES AND FUND BALANCE

Member benefits payable $ 565,850
Fund balance--Note A:
Members' Contribution Account 57,880,422
Retirement Allowance Account 176,419,042

234,299,464

———— e —e

$234,865,314

See notes to financial statements.

~15-




STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN MEMBERS' CONTRIBUTION ACCOUNT

COUNTY EMPLOYES RETIREMENT SYSTEM

Year Ended June 30, 1981

Revenues:
Member contributions
Interest credited to members'
balances transferred from
Retirement- Allowance Account

TOTAL REVENUES

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

TOTAL EXPENSES

EXCESS OF REVENUES OVER EXPENSES
Members' contribution account
at beginning of year

MEMBERS' CONTRIBUTION
ACCOUNT AT END OF YEAR

See notes to financial statements.

-16—-

$13,060,180

1,344,716

14,404,896

3,291,673

2,066,603
5,358,276

9,046,620

48,833,802

$57,880,422




STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN RETIREMENT ALLOWANCE ACCOUNT

COUNTY EMPLOYES RETIREMENT SYSTEM

Year Ended June 30, 1981

Revenues:
Employer contributions
Investment income
Net realized gain on sale of
investments
Retired members' balances transferred
from Members' Contribution Account

TOTAL REVENUES

Expenses:

Retirement benefits for members
Contributions transferred to the
Kentucky Retirement Systems

Insurance Fund

Interest credited to members'
balances transferred to
Members'! Contribution
Account

Administrative expenses

Investment expenses

TOTAL EXPENSES

EXCESS OF REVENUES OVER EXPENSES

Retirement allowance account
at beginning of year--as
previously reported
Adjustment for the effect of
change in the method of accounting
for investment income--Note G
Retirement allewance account at
beginning of year, as restated

RETIREMENT ALLOWANCE
ACCOUNT AT END OF YEAR

See notes to financial statements.
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$ 23,664,308
18,394,849

1,575,215

2,066,603
45,700,975

7,797,643

464,964

1,344,716
339,660
33,366

19,980,349

35,720,626

140,362,428

335,988

140,698,416

$176,419,042




STATEMENT OF CRANGES IN FINANCIAL POSITION
COUNTY EMPLOYES RETIREMENT SYSTEM

Year Ended June 30, 1981

SOURCE OF FUNDS
Excess of revenues over expenses
Deduct amortization of investment
discount and premium, net, not
providing funds

FUNDS PROVIDED FROM OPERATIONS

Proceeds from sale or maturity
of investments, less gain of
$1,575,215 included above

Decrease in past service credit
contribution receivable

Increase in member benefits payable

TOTAL FUNDS PROVIDED

APPLICATION OF FUNDS

Investments purchased

Increase in member and employer
contributions receivable

Increase in accrued investment
income

Increase in receivable from
sale of securities

TOTAL FUNDS USED

DECREASE IN CASH
Cash on deposit with State’

Treasurer at beginning of year
CASH ON DEPOSIT WITH STATE
TREASURER AT END OF YEAR

See notes to financial statements,

-18=-

$

$

44,767,246

146,811

44,620,435

6,960,860

200,865

75,989

51,858,155

50,714,762
322,573

857,607

18,767
51,913,709

55,554

82,947

27,393




NOTES TO FINANCIAL STATEMENTS
COUNTY EMPLOYES RETIREMENT SYSTEM

June 30, 1981

NOTE A--SIGNIFICANT ACCOUNTING POLICIES

The financial statements of County Employes Retirement System (the System)
are prepared on the accrual basis, and generally conform to the provisions
of the National Committee on Governmental Accounting's Statement 1. This
Statement first became effective for the System's fiscal year ending

June 30, 1981, and thus only single year financial statements are presented.

As explained in Note G, effective July 1, 1980, the System changed its
policy of accounting for certain investment income.

Investments in bonds and first mortgage real estate loans are stated at
amortized cost. Common stocks and securities purchased under agreement
to resell are carried at cost.

Discount and premium are amortized using the straight-line method over
the period from acquisition to stated or expected maturity.

Net realized gain or loss on investments represents the difference between

the proceeds from sale or maturity and the average cost of investments sold
or redeemed. '

Members' Contribution and Retirement Allowance Accounts are funded by con-
tributions and investment income. The Members' Contribution Account repre-
sents the accumulation of active members' contributions plus interest cred-
ited to members' accounts. The Retirement Allowance Account is comprised

of retired members' contribution balances including interest credited there-

on and accumulated employer contributions plus the cumulative excess of
revenues over expenses less interest credited to members' contribution accounts.

Employees are permitted to purchase credits for member service from the date
of plan adoption to the participation date of the employer. Receivables for
past service credits are amortized in amounts sufficient to fund the related
cost plus interest thereon over a period not to exceed thirty years.

The System, Kentucky Employes Retirement System, and State Police Retirement

System are collectively administered by Kentucky Retirement Systems. Admin-

istrative and investment expenses of Kentucky Retirement System are allocated
in proportion to the number of members participating in each plan.

NOTE B--DESCRIPTION OF THE PLAN

The County Employes Retirement System is a defined benefit plan which
covers substantially all regular full-time employees of each county and
school board, and any additional local agencies electing to participate
in the System, The Plan provides for retirement and disability benefits,

-19-




NOTES TO FINANCIAL STATEMENTS--CONTINUED

COUNTY EMPLOYES RETIREMENT SYSTEM

NOTE B—-DESCRIPTION OF THE PLAN--CONTINUED

Participating employees generally contribute 4% of creditable compensation

to the System. Members cccupying hazardous positions, as defined by statute,
contribute at the rate of 7% of creditable compensation. Participating em-
ployers contribute such additional amounts as are necessary to provide assets
sufficient to meet the benefits to be paid to plan members. Employer contri-
bution rates, intended to fund the System's normal cost om a current basis
and one percent (1%) of unfunded past service costs per annum plus interst

at the actuarial assumed rate, are determined by the Board of Trustees of
Kentucky Retirement System each biennium. For the year ending June 30,

1981, participating employers contributed at 7-1/4% and 16% of members'
non-hazardous and hazardous compensation, respectively.

Vesting in a retirement benefit begins immediately upon entry into the

System. The participant has a fully vested interest after the completion

of sixty months of service, twelve of which are current service. At a
minimum, terminated employvees are refunded their contributions with credited
interest at 3% compounded annually. Further information regarding the plan
agreement and the vesting and benefit provisions, is contained in the pamphlet
Plan Description. Copies of this pamphlet are available from the office of
Kentucky Retirement Systems.

Legislation enacted by the 1980 Kentucky General Assembly provided for a 6%
increase in benefits for all retirees, effective July 1, 1980. Benefits
will be further increased by 6% on July 1, 1981. 1In addition, an amendment
was adopted, effective July 15, 1980, that provides for a $2,000 death bene-
fit to be paid to estates of most retirees. Benefits paid under this pro-
vision for the year ended June 30, 1981 aggregated approximately $250,000.

NOTE C--ACCUMULATED BENEFITS

Accumulated plan benefits are those future periodic payments, including
lump-sum distributions, that are attributable under the Plan's provisions
to services rendered by the employees to the valuation date. Accumulated
plan benefits include benefits expected to be paid to (a) retired or termi-
nated employees or their beneficiaries, (b) beneficiaries of employees who.
are deceased, and (c) present employees or their beneficiaries. Benefits
under the Plan are based on employees' average compensation during their
five highest paid years. Accumulated plan benefits for active employees
are bzsed on their current compensation as of June 30, 1981 (valuation
date), Benefits payable under all circumstances--retirement, death, and
termination of employment--are included, to the extent they are deemed
attributable to employee service rendered to the valuation date.
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NOTES TO FINANCIAL STATEMENTS--CONTINUED

COUNTY EMPLOYES RETIREMENT SYSTEM

NOTE C--ACCUMULATED BENEFITS-~CONTINUED

The System's consulting actuaries, Tillinghast, Nelson & Warren, Inc.,
estimate the actuarial present value of accumulated plan benefits, which
is the amount that results from applying actuarial assumptions to adjust
the accumulated plan benefits to reflect the time value of money (through
discounts for interest) and the probability of payment (by means of decre-
ments such as for death, withdrawal, or retirement) between the valuation
date and the expected date of payment.

Accumulated plan benefit information at June 30, 1981 is as follows:

Vested benefits:
Participants currently

receiving payments $ 68,546,856
Other participants 145,714,440
$174,261,296

The more significant assumptions underlying the acturial computations are
as follows:

Actuarial cost method Entry age normal

Assumed rate of return

on investments 7-1/2% per annum
Mortality basis 1979 Group Annuity Tables
Employee turnover Declining from 35% through five

years of service. Annual rates,
varying by age, thereafter.

Retirement age Based upon experience with 25%
weight, at age 55-64, to the
earliest age at which an employee
could retire with 100% of the
accrued benefits.
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NOTES TO FINANCIAL STATEMENTS--CONTINUED

COUNTY EMPLOYES RETIREMENT SYSTEM

NOTE D-~INVESTMENTS

The market value of investments at June 30, 1981 follows:

United States Government securities $ 55,793,374
Government National Mortgage
Association certificates 16,118,373
Corporate bonds and notes 26,830,370
Common stocks 59,882,326
First mortgage real estate loans 538,367
Securities purchased under agreement
to resell 47,609,891
$206,772,701

NOTE E-—~INCOME TAX STATUS

The Internal Revenue Service has ruled that the Plan qualifies under Sec-
tion 401(a) of the Internal Revenue Code and is, therefore, not subject to
tax under present income tax law.

NOTE F-—TRANSFERS TO INSURANCE FUND

By action of the 1978 General Assembly, the Kentucky Retirement Systems
Insurance Fund was established to provide a group hospital and medical
insurance plan for recipients of a retirement allowance from the County
Employes Retirement System. The insurance plan is funded by the trans-
fer of a portion of employer contributions to the retirement system. The
percentage of creditable compensation transferred to the Insurance Fund
by the County Employes Retirement System was 0.21%7 for non-hazardous and
0.34% for hazardous positions for the year ended June 30, 1981.

NOTE G--CHANGE IN ACCOUNTING POLICY

The system previously recorded dividend income on the cash basis, Effec-
tive July 1, 1980, the System changed its accounting policy and began re-
cording dividend income when the System is entitled to such income (record
date}, and also changed the method cf determining accrued interest income.
The effect of such changes was to increase the Retirement Allowance
Account at July 1, 1980, by approximately $336,000 and the excess of

revenues over expenses for the year ended June 30, 1981, by approximately
$251,000.
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STATE POLICE RETIREMENT SYSTEM
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BALANCE SHEET
STATE POLICE RETIREMENT SYSTEM

June 30, 1981

ASSETS

Investments——Notes A and D:

United States Government
securities

Government National Mortgage
Association certificates

Corporate bonds and notes

Common stocks

First mortgage real estate loans

Securities purchased under
agreement to resell

Member and employer contributions’
receivable

Accrued investment income

Receivable from sale of securities

LIABILITIES AND FUND BALANCE

Amount due State Treasurer
Members' benefits payable

Fund balance--Note A:
Members' Contribution Account
Retirement Allowance Account

See notes to financial statements.
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$14,718,473

1,858,512
8,188,783
10,374,824
521,611

11,552,380
47,214,583

482,711
709,803

4,896

$48,411,993

$ 23,166
33,348

56,514

11,157,224
37,198,255

48,355,479

$48,411,993




STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN MEMBERS' CONTRIBUTION ACCOUNT

STATE POLICE RETIREMENT SYSTEM

Yeay Ended June 30, 1981

Revenues!:
Member contributions
Interest credited to members'
balances transferred from
Retirement Allowance Account

TOTAL REVERNUES

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

TOTAL EXPENSES

EXCESS OF REVENUES OVER EXPENSES

Members' contribution account
at beginning of year

MEMBERS ' CONTRIBUTION
ACCOUNT AT END OF YEAR

See notes to financial statements.
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$ 1,508,222

284,451

1,792,673

139,305

658,958

798,263

994,410

10,162,814

$11,157,224




STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN RETIREMENT ALLOWANCE ACCOUNT

STATE POLICE RETIREMENT SYSTEM

Year Ended June 30, 1981

Revenues:
Employer contributions
Investment income
Net realized gain on sale of investments
Retired members' balances transferred
from Members' Contribution Account

TOTAL REVENUES

Expenses:

Retirement benefits for members

Contributions transferred to the
Kentucky Retirement Systems
Insurance Fund

Interest credited to members' balances
transferred to Members'! Contribution
Account

Administrative expenses

Investment expenses

TOTAL EXPENSES

EXCESS OF REVENUES OVER EXPENSES

Retirement allowance account
at beginning of year

Adjustment for the effect of
change in the method of
accounting for investment
income~-Note G

Retirement allowance account at
beginning of year, as restated

RETIREMENT ALLOWANCE
ACCOUNT AT END OF YEAR

See notes to financial statements,
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$ 3,653,649
3,925,112
285,245

658,958

8,522,964

1,428,170

25,373

284,451
8,284
7,214

1,753,492

6,769,472

30,354,306

74,477

30,428,783

$37,198,255




STATEMENT OF CHANGES IN FINANCIAL POSITION
STATE POLICE RETIREMENT SYSTEM

Year Ended June 30, 1981

SOURCE OF FUNDS
Excess of revenues over expenses
Deduct amortization of investment
discount and premium, net, not
providing funds

FUNDS PROVIDED FROM OPERATIONS

Proceeds from sale or maturity
.of investments, less gain of
; 5285, 245 included above
Increase in members' benefits
payable

TOTAL FUNDS PROVIDED

APPLICATION OF FUNDS

Investments purchased

Increase in member and employer
contributions receivable

Increase in accrued investment
income

Increase in receivable from
sale of securities

TOTAL FUNDS USED
DECREASE TN CASH

Cash on deposit with
State Treasurer at
beginning of year N
AMOUNT DUE STATE TREASURER
AT END OF YEAR

See notes to financial statements.
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$

$

7,763,882

28,071

7,735,811

1,317,795

31,711

9,085,317

8,658,352
271,962
187,835

4,896

9,123,045

37,728

14,562

23,166




NOTES TO FINANCIAL STATEMENTS
STATE POLICE RETIREMENT SYSTEM

June 30, 1981

NOTE A--SIGNIFICANT ACCOUNTING POLICIES

The financial statements of State Police Retirement System (the system) are
prepared on the accrual basis, and generally conform to the provisions of

the National Committee on Govermmental Accounting's Statement 1. This
Statement first became effective for the System's fiscal year ending June 30,
1981, and thus only single year financial statements are presented.

As explained in Note G, effective July 1, 1980, the System changed its
policy of accounting for certain investment income.

Investments in bonds and first mortgage real estate loans are stated at
amortized cost. Common stocks and securities purchased under agreement to
resell are carried at cost,

Discount and premium are amortized using the straight-line method over the
period from acquisition to stated or expected maturity,

Net realized gain or loss on investments represents the difference between
the proceeds from sale or maturity and the average cost of investments
sold or redeemed.

Members' Contribution and Retirement Allowance Accounts are funded by con-
tributions and investment income. The Members' Contrlbution Account repre-—
sents the accumulation of active members' contributions plus interest cred-
ited to member accounts. The Retirement Allowance Account is comprised of
retired members' contribution balances including interest credited thereon
and accumulated employer contributions plus the cumulative excess of revenues
over expenses less interest credited to members' contribution accounts.

The System, Kentucky Employes Retirement System, and County Employes Retire-
ment System are collectively administered by Kentucky Retirement Systenms.
Administrative and investment expenses of Kentucky Retirement Systems are
allocated in proportion to the number of members participating in each

plan.

NOTE B-—DESCRIPTION OF THE PLAN

The State Police Retirement System is a defined benefit plan which covers
substantially all regular full-time officers of the Kentucky State

Police. The FPlan provides for retirement and disability benefits.
Employer contribution rates, intended to fund the System's normal
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NOTES TO FINANCIAL STATEMENTS--CONTINUED

STATE POLICE RETIREMENT SYSTEM

NOTE B--DESCRIPTION OF THE PLAN-~CONTINUED

cost on a current basis and one percent (1%) of unfunded past service costs
per annum plus interest at the actuarial assumed rate, are determined by the
Board of Trustees of Kentucky Retirement Systems each biennium. TFor the

year ending June 30, 1981, the employer contributed at 17-1/4% of members'
compensation.

Vesting in a retirement benefit begins immediately upon entry into the
System. The participant has a fully vested interest after the completion
of sixty months of service, twelve of which are current service. At a
minimum, terminated employees are refunded their contributions with cred-
ited interest at 3% compounded annually. Further information regarding
the plan agreement and the vesting and benefit provisions, is contained
in the pamphlet Plan Description. Copies of this pamphlet are available
from the office of Kentucky Retirement Systems.

Legislation enacted by the 1980 Kentucky General Assembly provided for a 6%
increase in benefits for all retirees, effective July 1, 1980. Benefits
will be further increased by 6% on July 1, 1981, 1In addition, an amendment
was adopted, effective July 15, 1980, that provides for a 82,000 death bene-
fit to be paid to estates of most retirees. Benefits paid under this pro-
vision for the year ended June 30, 1981 aggregated approximately $4,000.

NOTE C--ACCUMULATED BENEFITS

Accumulated plan benefits are those future periedic payments, including
lump-sum distributions, that are attributable under the Plan's provisions
to services rendered by the employees to the valuation date. Accumulated
plan benefits include benefits expected to be paid to (a) retired or termi-
nated employees or their beneficiaries, (b) beneficiaries of employees who
are deceased, and (¢) present employees or their beneficiaries. Benefits
under the Plan are based on employees' average compensation during their
five highest paid years. Accumulated plan benefits for active employees
are based on their current compensation as of June 30, 1981 (valuation
date). Benefits payable under all circumstances—--retirement, death, and
termination of employment—-are included, to the extent they are deemed
attributable to employee service rendered to the waluation date.

The System's consulting actuaries, Tillinghast, Nelson & Warren, Inc. esti-
mate the actuarial present value of accumulated plan benefits, which is

the amount that results from applying actuarial assumptions to adjust the
accumulated plan benefits to reflect the time value of money (through dis-
counts for interest) and the probability of payment (by means of decrements
such as for death, withdrawal, or retirement) between the valuation date
and the expected date of payment,.
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NOTES TO FINANCIAL STATEMENTS--CONTINUED

STATE POLICE RETIREMENT SYSTEM

NOTE C--ACCIMULATED BENEFITS~--CONTINUED
Accumulated plan benefit information at June 30, 1981 is as follows:
Vested benefits:
Participants currently
receiving payments $§13,149,973
Other participants 28,453,862
$41,603,835

The more significant assumptions underlying the actuarial computations are
as follows:

Actuarial cost method Entry age normal

Assumed rate of return

on investments 7-1/2% per annum
Mortality basis 1971 Group Annuity Tables
Employee turnover Average rates varying by age,

based upon experience.

Retirement age 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.

NOTE D--INVESTMENTS

The market value of investments at June 30, 1981 follows:

United States Government securities . 811,692,052
Federal National Mortgage

Association certificates 1,621,253
Corporate bonds and notes 6,131,553
Common stocks 11,711,712
First mortgage real estate loans 299,666
Securities purchased under agreement

to resell 11,552,380

$43,008,616
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NOTES TO FINANCIAL STATEMENTS~-CONTINUED

STATE POLICE RETIREMENT SYSTEM

NOTE E--INCOME TAX STATUS

The Internal Revenue Service has ruled that the Plan qualifies under Sec-
tion 401(a) of the Internal Revenue Code and is, therefore, not subject to
tax under present income tax law.

NOTE F--TRANSFERS TO INSURANCE FUND

By action of the 1978 General Assembly, the Kentucky Retirement Systems
Tnsurance Fund was established to provide a group hospital and medical
insurance plan for recipients of a retirement allowance from the State
Police Retirement System. The insurance plan is funded by the transfer
of a portion of employer contributions to the retirement system. The
percentage of creditable compensation transferred to the Imsurance Fund

by the State Police Retirement System was .12% for the year ended June 30,
1981,

NOTE G--CHANGE IN ACCOUNTING POLICY

The System previously recorded dividend income on the cash basis. Effec~
tive July 1, 1980, the System changed its accounting policy and began re-
cording dividend income when the System is entitled to such income (record
date), and also changed the method of determining accrued interest income.
The effect of such changes was to increase the Retirement Allowance Account
at July 1, 1980, by approximately $74,500 and the excess of revenues over
expenses for the year ended June 30, 1981, by approximately $50,700.
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KENTUCKY RETIREMENT SYSTEMS INSURANCE FUND
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BALANCE SHEET
KENTUCKY RETIREMENT SYSTEMS INSURANCE FUND

June 30, 1981

ASSETS
Cash on deposit with State Treasurer
Securities purchased under agreement to

resell--at cost
Employer contributions receivable

FUND BALANCE ALLOCATED TGO

Kentucky Employes Retirement System
County Employes Retirement System
State Police Retirement System

See note to financial statements.
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$ 87,229

4,442,000
184,647

$4,713,876

$2,966,564
1,677,376
69,936

$4,713,876




STATEMENTS OF REVENUES, EXPENSES, AND
CHANGES IN FUND BALANCE

KENTUCKY RETIREMENT SYSTEMS INSURANCE FUND

Year Ended June 30, 1981

ALLOCATED TO KENTUCKY EMPLOYES RETIREMENT SYSTEM

Revenues:
Employer contributions transferred from
Kentucky Employes Retirement System
Investment income

TOTAL REVENUES
Expenses:
Insurance premium payments

EXCESS OF REVENUES OVER EXPENSES

Fund balance at beginning of year

FUND BALANCE AT END OF YEAR

ALLOCATED TO COUNTY EMPLOYES RETIREMENT SYSTEM

Revenues:
Employer contributions transferred from
County Employes Retirement System
Investment income

TOTAL REVENUES
Expenses:
Insurance premium payments

EXCESS COF REVENUES OVER EXPENSES

Fund balance at beginning of year

FUND BALANCE AT END OF YEAR

ALLOCATED TO STATE POLICE RETIREMENT SYSTEM

Revenues:
Employer contributions transferred from
State Police Retirement System
Investment income

TOTAL REVENUES
Expenses:
Insurance premium payments

EXCESS OF REVENUES OVER EXPENSES

Fund balance at beginning of year

FUND BALANCE AT END OF YEAR

See note to financial statements.
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$1,111,135
337,353

1,448,488

846,998

601,490

2,365,074
$2,966,564

$ 464,964
189,018

653,982

285,876
368,106

1,309,270

$1,677,376

$ 25,373

8,109

33,482

22,036

11,446

58,490

$ 69,936




STATEMENT OF CHANGES IN FINANCIAL POSITIOR
KENTUCKY RETIREMENT SYSTEMS INSURANCE FUND

Year Ended June 30, 1981

SOURCE OF FUNDS
Excess of revenues over expenses

TOTAL FUNDS PROVIDED

APPLICATION OF FUNDS
Increase in securities purchased under
agreement to resell
Increase in employer contributions
receivable

TOTAL FUNDS USED
INCREASE IN CASH
Cash on deposit with State Treasurer
at beginning of year

CASH ON DEPOSIT WITH STATE
TREASURER AT END OF YEAR

See note to financial statements.
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$981,042

981,042

889,000

5,546
894,546

86,496

733

$ 87,229




NOTE TO FINANCTIAL STATEMENTS
KENTUCKY EMPLOYES RETIREMENT INSURANCE FUND

June 30, 1981

NOTE A--SIGNIFICANT ACCOUNTING POLICY AND DESCRIPTION OF PLAN
The financial statements of the Fund are prepared on the accrual basis.

The Fund was established in 1978 to provide aceident and health insurance
for members receiving benefits from the Kentucky Employes Retirement
System, County Employes Retirement System, and State Police Retirement
System {Systems). The Fund and members receiving benefits pay prescribed
portions of the aggregate premiums paid te an insurance company for cover-
age. Insurance premium payments included in the accompanying financial
statements represent that portion of premiums paid by the Fund. Insurance
premiums withheld from benefit payments to members of the Systems approxi-
mated $1,071,000 for the Kentucky Employes Retirement System, $749,000 for
the County Employes Retirement System, and $349,000 for the State Police
Retirement System, The allocation of the insurance premiums paid by the
Fund and amounts withheld from members' benefits is based on the years of
service with the Systems, as follows:

Percent Paid by

Percent Paid by Member through
Years of Service Insurance Fund Payroll Deduction
20 100% 0%
15 5% 25%
10 502 50%
4 25% 75%

The percentage of employer contributions to the Systems which are in turn
transferred to the Fund are as follows:

Non-hazardous

Kentucky Employes Retirement System 0.21%
County Employes Retirement System 0.15%
Hazardous

Kentucky Employes Retirement System 0.34%
County Employes Retirement System 0.13%
State Police Retirement System 0.12%
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ACTUARTAY: SECTION
INTRCDUCTION

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 adequate
funds will be on hand in the future to meet the obligations of the retirement
systemns.

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 each 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 actuarial firm,
Tillinghast, Nelson & Warren, Inc., for cach of the threc retirement systems

is found on the next page. The results of the 1981l actuarial valuations as
prepared by Tillinghast, Nelson & Warren, Inc,, follow. The last item in

cach section is the Actuarial Assumptions used for preparation of the valuations.
Several of the "Assumptions” have changed since the last Annual Report as
discussed in the following paragraph.

The actuarial fimm also campleted an actuarial experience study of the Kentucky
Retirement Systems within the past year. The experience study covered a five
year period ending June 30, 1980 and its primary purpose was to determine

the direction and magnitude of various demographic and economic trends which
affect the current and future liabilities of the retirement system. Several
assumptions were modified to recognize changing trends and to accommodate

a more accurate determination of the systems' liabilities and the resulting
cost factors. The more significant assumption changes included increasing
the interest assumption to 7.5%; increasing the rate of salary increase
assumption to 7.5% annually and adopting the 1971 Group Annuity Mortality
Table. A cawplete copy of the Experience Study is available for examination
at the Retirement System office.

These reports indicate that every dollar of future liabilities is backed by
$.65 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.
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Tillinghast, Nelson & Warren, Inc.
CONSULTANTS + ACTUARIES

ATLANTA » BOSTON + COLUMBUS ® DALLAS « DENVER ¢ FT. WORTH
222 South C-entral. Avenue HARTFORD ® JACKSONVILLE ¢ KANSAS CITY » LOS ANGELES
St Louis, Missouri 63105 NEW ORLEANS » MEW YORK # SAN ANTONIO s 5T, LOUIS
{314} 862-7611

September 28, 1981

Board of Trustees

Kentucky Retirement Systems
226 West Second Street
Frankfort, Kentucky 40601

Gentlemen:

The twenty-fifth annual actuarial valuation of the Kentucky Employes Retirement
System, the twenty-second annual actuarial valuation of the County Employes Retire-
ment System, and the twenty-third annual actuarial valuation of the State

Police Retirement System have been completed and the reports prepared. The
valuations were made on the basis of data provided by the Retirement System as

of June 30, 1981,

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
vatuations 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 actuarially sound, The Accrued Liabilities of
the Kentucky Employes Retirement System, the County Employes Retirement System
and the State Police Retirement System are being funded as required by the
Kentucky Revised Statutes.

TILLINGHAST, NELSON & WARREN, INC,

JSR:sc

THlinghast, Nelson & Warren Affiliates in London, England # Toronto, Canada ¢ Hamilton, Bermuda
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LENTUCKY EMPLOYES RETIREMENT SYSTEM
RESULTS OF THE 1981 ACTUARIAL VALUATION

Actuarial Balance Sheet

Table 1, which follows, is the actuarial balance sheet of the Kentucky Employes
Retirement System as of June 30, 198l. 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. A breakdown of the Accrued
Liability 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 8% 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
State payroll as of June 30, 1981.

The actuarial methods applied to determine the Normal Cost for the year com-
mencing July 1, 1981 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 emp loyes
appears in Table III.

.,,.39_,
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KENTUCKY EMPLOYES RETIREMENT SYSTEM

ACTUARIAL BALANCE SHEET JUNE 30, 1981

ASSETS

Members Contribution Account

Retirement Allowance Account

Total Assets in Trust Fund at
Book Value

Unfunded Accrued Liability

Total Assets

ACCRUED LIABILITY

Inactive Members

Retired Members
Vested Retirement
Vested Membership
Reciprocities
Total - Inactive

Active Members

Normal Retirement Benefits
Disability Benefits
Withdrawal Benefits (Vested and
Refund of Contributions)
Survivor Benefits
Total Active

Total Accrued Liability
VESTED ACCRUED BENEFIT LIABILITY

$125,526,815

401,898,451

* Assets are net of accounts payable and dividends receivable.

The Market Value of assets as of June 30, 1981 is $469,275,335.
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$527,425,266*
$164,735,129

$692,160,395

$203,295,925
10,952,573
1,983,434
628,378
$216,860,310

$401,380,169
24,469,734

28,577,666
20,872,516

475,300,085
$692,160,395
$446,613,406




KENTUCKY EMPLOYES RETIREMENT SYSTEM

DETERMINATION OF CONTRIBUTION RATE JUNE 30, 1981

UNFUNDED ACCRUED LIABILITY

Total Accrued Liability

Less:

Assets at Book Value

Unfunded Accrued Liability

Contribution - 8%% 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
8%% of Unfunded Accrued Liability

- Administrative Expenses

Group Hospital and Medical Insurance Premium
Total Annual Cost

Hazardous Duty Cost

Normal Cost

8%% of Unfunded Accrued Liability
Administrative Expense

Group Hospital and Medical Insurance Premium
Total Annual Cost

$692,160,395
527,425,266

$164,735,129

$ 14,002,486

$ 27,970,685
2,632,878

7,850,274
1,676,411

§ 40,130,248

21,342,992

$ 18,787,256

$ 18,606,059
13,869,683
475,070
1,111,759

T 30,062,571

$ 181,197
132,803
5,656

8,093

T 32778

Based on estimated annual salaries of $531,789,552,

Based on estimated annual salaries of $529,409,208 for Non-Hazardous

Position Employes.

Based on estimated annual salaries of $2,380,344 for Hazardous

Position Employes.

_4]_...
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PERCENT*

130.16%
99.18%
30.98%

2.63%

5.26%
0.49%

1.48%
0.31%
7.54%
4,01%

3.53%

3.51%%*
2.62%%*
0.09%**
0.21%%*

7 .61%%%*
5. 58%**x*
0,24%***
0, 34gx**




KENTUCKY EMPLOYES RETIREMENT SYSTEM

CLASSIFICATION OF ACTUARIAL LIABILITIES AND COSTS JUNE 30, 1981

ACCRUED LIABILITY

Active Members

Normal Retirement Benefits

Disability Benefits

Withdrawal Benefits (Vested
and Refund of Contributions)

Survivor Benefits

Accrued Liability (Actives)

Inactive Members

Retired Members
Vested Retirement
Vested Membership
Reciprocities

Accrued Liability (Inactives)

Total Accrued Liability

UNFUNDED ACCRUED LIABILITY

Total Accrued Liabitity
Less Assets

Unfunded Accrued Liability

NORMAL COSTS

Non-
Haz ardous Haz ardous
Position Position
Emploves Employes
$396,192,555 $ 5,187,614
24,249,973 219,761
28,596,773 { 19,107)
20,686,671 185,845
$469,725,972 $ 5,574,113
$201,140,165 $ 2,155,760
10,921,796 30,777
1,976,780 6,654
628,378 0
$214,667,119 $ 2,193,191
$684,393,091 $ 7,767,304
$684,393,091 $ 7,767,304
521,220,348 6,204,918
$163,172,743 $ 1,562,386

Totals

$401,380,169
24,469,734

28,577,666
20,872,516

$475,300,085

$203,295,925
10,952,573
1,983,434
628,378

$216,860,310
$692,160,395

$692,160, 395
627,425,266

$164,735,129

Normal Retirement Benefits $ 27,690,219 $ 280,466 $ 27,970,685
Disability Benefits 2,606,542 26,336 2,632,878
Withdrawal Benefits {(Vested

and Refund of Contributions) 7,831,312 18,962 7,850,274
Survivor Benefits 1,654,354 22,057 1,676,411
Total Normal Costs $ 39,782,427 $ 347,821 $ 40,130,248
Less Employe Contributions 21,176,368 166,624 21,342,992

Total Normal Cost - State $ 18,606,059 $ 181,197 $ 18,787,256

VESTED ACCRUED BENEFIT LIABILITY $440,104,404 $ 6,509,002 $446,613,406
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i KENTUCKY EMPIOYES RETTREMENT SYSTEM
ACTUARIAL ASSUMPTIONS

Interest - 7%,
Valuation of Assets - Book value.
Mortality - Pre-retivement — 1971 Group Amnuity Mortality

Table, plus a duty death rate of 5 deaths
per 10,000 per year for hazardous duty

employes.

Post-retirement - Same as pre-retirement.
Mortality for members receiving disability
allowances - Social Security Administration
Disability Mortality Rates - Actuarial Study

No. 75,
Turmover - First 5 years:
Turnover Rate
0 to 1 Year of Service - All Ages . 350
1 to 2 Years of Service — All Ages .100
2 to 3 Years of Service — All Ages .080
’ 3 to 4 Years of Service - All Ages .065
; 4 to 5 Years of Service — All Ages .050

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

Disability - Annual rates varying by age, as illustrated
below.
b Retirement Rates - Early Retirement:

Non-Hazardous

Age Retirement Rate
‘ 55-61 .05
62 .25
63-64 20
65 .70
&6—-67 .35
68 .45
69 .60
70 & over 1.00

At age 55-64 in lieu of the age related

rate, 25% are assumed to retire as soon
as eligible for wnreduced benefits.
Hazardous

o Assumed that 50% will retire as scon as eligible

! for unreduced berefits and balance will

: continue to age 55.
Mormal Retirement: BAs socon as eligible.

Salary Increase - 74% annually.

Tllustration of Annual Turnover and Disability Rates Assumed

Turnover Rate Turmover Rate
Mon-— Disability Non-— Disability

Age Hazardous Hazardous Rate Age Harzardous Hazardous Rate

a7 .060 .042 .(0030 52 .036 .000 .00445
i 32 .060 .040 .00035 57 .020 .000 . 00805

37 .56 .028 .00055 62 .000 -000 . 01400
42 .048 .016 .00110 65 .000 .000 .00000
47 .043 .006 .00215
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COUNTY EMPLOYES RETIREMENT SYSTEM
RESULTS OF THE 1981 ACTUARIAL VALUATION

Actuarial Balance Sheet

Table I, which follows, is the actuarial balance sheet of the County Employes
Retirement System as of June 30, 1981, 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 receivahle 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 8%% 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
II. The required contribution is expressed both in dollars and as a percentage
of the estimated payroll of the participating Agencies as of June 30, 1981.

The actuarial methods applied to determine the Normal Cost for the year com-
mencing July 1, 1981 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,

i
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COUNTY EMPLOYES RETIREMENT SYSTEM
ACTUARIAL BALANCE SHEET JUNE 30, 1980

ASSETS
Members Contribution Account $ 57,880,422
Retirement Allowance Account 175,889,823
Total Assets in Trust Fund at

Book Value
Unfunded Accrued Liability

Total Assets

ACCRUED LIABILITY

Inactive Members

Retired Members

Vested Retirement

Vested Membership

Reciprocities
Total - Inactive

Active Members

Normal Retirement Benefits
Disability Benefits
Withdrawal Benefits (Vested and
Refund of Contributions)
Survivor Benefits
Total - Active

Total Accrued Liability
VESTED ACCRUED BENEFIT LIABILITY

* Assets are net of accounts payable and dividends receivable.

The Market Value of assets as of June 30, 1981 is $206,772,701.
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$233,770,245%
$ 27,101,917

$260,872,162

$ 68,546,856
6,961,669
1,919,348

125,535

§ 77,553,408

$157,593,401
9,711,888

8,572,241
7,441,224

$183,318,754
$260,872,162
$174,261,296




COUNTY EMPLOYES RETIREMENT SYSTEM

DETERMINATION OF CONTRIBUTION RATE JUNE 30, 1981

UNFUNDED ACCRUED LIABILITY

Total Accrued Liability

Less:

Assets at Book Value

Unfunded Accrued Liability

Contribution - 8%% of Unfunded Accrued

Liability

NORMAL COST

Normal Retirement Benefits

Disability Benefits

Withdrawal Benefits {Vested and Refund of

Survivor Benefits
Total Normal LCost

Less: Employe Contributions

Normal Cost - County

Contributions

TOTAL ANNUAL EMPLOYER COST

Non-Hazardous Duty Cost

Hazardous Duty Cost

Normal Cost

8%% of Unfunded Accrued Liability
Administrative Expense
Group Hospital and Medical Insurance Premium

Total Annual Cost

Kk

Normal Cost

8%% of Unfunded Accrued Liability
Administrative Expense
Group Hospital and Medical Insurance Premiums

Total Annual Cost

$260,872,162
233,770,245
§ 27,101,917

$ 2,303,663

$ 19,448,952
1,737,501

4,252,284
1,084,234
$ 26,522,971
13,199,827

$ 13,323,144

$ 12,234,804
2,200,325
303,381
464,343

$15,202,853

$ 1,088,340
103,338
36,442
15,179

1,243,209

Based on estimated annual salaries of $321,238,452.

Based on estimated annual salaries of $309,562,152 for Non-Hazardous

Position Employes.

Based on estimated annual salaries of $11,676,300 for Hazardous

Position EmpToyes.
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PERCENT*

81.21%
72.77%
8.44%

0.72%

6.06%
0.54%

1.32%
0.34%
8.26%
4.11%

4.,15%

3.95%**
0.,71%%*
0.10%**
0.15%**
4,91%%*

9,32%x %%
0.,89%%**
0, 31%***

0,13% %%
*




COUNTY EMPLOYES RETIREMENT SYSTEM

CLASSIFICATION OF ACTUARIAL LIABILITIES AND COSTS JUNE 30, 1981

ACCRUED LIABILITY

Active Members

Normal Retirement Benefits

Disability Benefits

Withdrawa?l Benefits (Vested and
Refund of Contributions)

Survivor Benefits

Accrued Liability (Actives)

Inactive Members

Retired Members
Vested Retirement
Vested Membership
Reciprocities

Accrued Liability (Inactives)

Total Accrued Liability

UNFUNDED ACCRUED LIABILITY

Total Accrued Liability
Less Assets

Unfunded Accrued Liability

NORMAL COSTS

Normal Retirement Benefits

Disability Benefits

Withdrawal Benefits (Vested and
Refund of Contributions)

Survivor Benefits

Total Normal Cost
Less Employe Contributions

Total Normal Cost - County

VESTED ACCRUED BENEFIT LIABILITY

Non-
Haz ardous
Position
Employes

$136,786,674
9,124,934

8,370,024
7,010,768

$161,292,400

$ 64,338,290
6,918,225
1,913,007

125,535

$ 73,295,057
$234,587,457

$234,587 ,457
208,701,281

Hazardous
Pasition
Employes Total
$ 20,806,727 $157,593,401
586,954 9,711,888
202,217 8,572,241
430,456 7,441,224
$ 22,026,354 $183,318,754

$ 4,208,566

% 68,546,856

43,444 6,961,669
6,341 1,919,348
0 125,535

$ 4,258,351
$ 26,284,705

$ 26,284,705
25,068,964

$ 77,553,408
$260,872,162

$260,872,162
233,770,245

$ 25,886,176

$ 17,834,550
1,651,808

4,119,766
1,011,166

$ 24,617,290
12,382,486

$ 1,215,741

$ 1,614,402

$ 27,101,917

$ 19,448,952

$ 12,234,804
$159,149,911
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85,693 1,737,501
132,518 4,252,284
73,068 1,084,234

$ 1,905,681 $ 26,522,971
817,341 13,199,827

$ 1,088,340  $ 13,323,144
$ 15,111,385  $174,261,296




Interest
Valuation of Assets

Mortality

Tarnover

Disability

Retirement. Rates

Salary Increase

COUNTY EMPLOYES RETIREMENT SYSTEM

ACTUARTAL ASSUMPTIONS

to

to
to

=D
g

%,
Book Value.

Pre-retirement - 1971 Group Annuity Mortality
Table, plus a duty death rate of 5 deaths
per 10,000 per year for hazardous duty
empioyes.

Post-retirement - Same as pre-retirement,
Mortality for members receiving disability
allowances — Social Security Administration
Disability Mortality Rates - Actuarial Study
No. 75.

First 5 Years:

Turnover Rate

1 Year of Service - All Ages .350
2 Years of Service - All Ages .100
3 Years of Service - All Ages .080
4 Years of Service - All Ages 065
5 Years of Service - All Ages .050

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

Annual rates varying by age, as illustrated
below.

Early Retirement:

Non-Hazardous

Age Retirement Rate
55-61 a5
62 25
63-64 .20
65 .70
66-67 35
68 .45
69 .60
70 & over 1,00

At age 55-64 in lieu of the age related
rate, 25% are assumed to retire as soon
as eligible for unreduced benefits.

Hazardous

Assumed that 50% will retire as soon as eligible

for unreduced benefits and balance will
continue to age 55.

Normal Retirement: As soon as eligible.

752 annually.,

Tllustration of Annual Turnover argd Disability Rates Assumed

Turnover Rate

Non- Disability
Age Hazardous Hazardous Rate
27 .060 .042 00030
32 . 060 040 .00035
37 . 056 .028 . 00055
42 . 048 016 .00110
47 .043 . 006 00215

Turnover Rate

Non-— Disability
Age Hazardous  Hazardous Rate
52 .036 ,000 .00445
57 020 .000 . 00805
62 .000 .000 . 01400
65 .000 .000 , 00000
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STATE POLICE RETIREMENT SYSTEM

RESULTS OF THE 1981 ACTUARIAL VALUATION

Actuarial Balance Sheet

Table I, which follows,
Retirement System as of
classified according to
assets constituting the
and the balancing item,
account receivable item
the State to fully fund

is the actuarial balance sheet of the State Police

June 30, 1981. The total Accrued Liabilities are

type of benefit. On the asset side appear the existing
Members Contribution and Retirement Allowance Accounts,
the Unfunded Accrued Liability. This latter item is an
and represents the present value of future payments by
the Accrued Liability.

Determination of Contribution Rate

The rate of contribution by the State required to provide 8%% 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 doilars and as a percentage of the estimated annual
covered payroll as of June 30, 1981.

The actuarial methods applied to determine the Normal Cost for the year com-
mencing July 1, 1981, 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.

—4G
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STATE POLICE RETIREMENT SYSTEM
ACTUARTIAL BALANCE SHEET JUNE 30, 1981.

ASSETS
Members Contribution Account $ 11,157,223
Retirement Allowance Account 37,073,080

Total Assets in Fund: at Book Value
Unfunded Accrued Liability

Total Assets
ACCRUED LIABILITIES

Inactive Members

Retired and Disabled
Vested Retirements
Vested Membership
Reciprocities

Total Inactive

Active Members

Normal Retirement Benefits
Disability Benefits
Withdrawal Benefits (Vested and
Refund of Contributions)
Survivor Benefits
Total Active

Total Accrued Liability
VESTED ACCRUED BENEFIT LIABILITY

* Assets are net of accounts payable and dividends receivable.

The Market Value of assets as of June 30, 1981 is $43,008,616.
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Tillinghast, Nelson & Warren

$ 48,230,303*
$ 23,296,425

$ 71,526,728

$ 13,149,973
385,208
11,905
284,076

$ 13,831,162

$ 55,871,280
853,871

643,905
326,510

$ 57,695,566
$ 71,526,728
$ 41,603,835




STATE POLICE RETIREMENT SYSTEM
DETERMINATION OF CONTRIBUTION RATE JUNE 30, 1981

UNFUNDED ACCRUED LIABILITY PERCENT*
Total Accrued Liabilities $ 71,526,728 307.02%
Less: Assets at Book Value 48,230,303 207 .02%
Unfunded Accrued Liabitity $ 23,296,475 100.00%

Contribution - 8%% of Unfunded Accrued
‘Liability $ 1,980,196 8.50%

NORMAL COST

Normal Retirement Benefits $ 3,151,429 13.53%
Disability Benefits 118,025 0.51%
Withdrawal Benefits (Vested and Refund

of Contributions 296,914 1.27%
~Survivors Benefits 84,722 0.36%
Total - Normal Cost $ 3,651,090 15.67%
Less: EmpTloye Contributions 1,630,810 7.00%
Normal Cost - State $ 2,020,280 8.67%

TOTAL ANNUAL COST - STATE

Normal Cost $ 2,020,280 8.67%
8%% of Unfunded Accrued Liability 1,980,196 8.50%
Administrative Expense Allowance 8,288 0.04%
Group Hospital and Medical Insurance Premiums 27,957 A12%
Total Annual Cost -~ State $ 4,036,771 .

* Based on estimated annual salaries of $23,297,280,
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Interest
Valuation

Mortality

Turnover

STATE POLICE RETIREMENT SYSTEM

ACTUARIAL ASSUMPTIONS

of Investments -

Disability -

Retirement Rates -

Salary Increases -

73%.
Book wvalue.

Pre-retirement - 1971 Group Annuity Mortality
Table, plus a duty death rate of 5 deaths per
10,000 employes per year.

Post-retirement - 1971 Group Annuity Mor-
tality Table. Mortality of members receivinc
disability allowances - Social Security
Administration Mortality Rates - Actuarial
Study No. 75.

Annual rates varying by age, as illustrated
below.

Annual rates varying by age, as illustrated
helow.

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.

7385 annually.

I1lustration of Annual Turnover and Disability Rates Assumed

Turnover
Rate

.0405
.0423
.0400
.0275
.0160
.0060
.0000

—52—

Disability Rate

Non-Duty Duty
00025 .00025
.00030 .00030
.00035 .00035
.00055 . 00055
00110 00110
00215 .00215
.00445 .00445
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INWESTMENT SECTION
INTRODUCTICN

The Kentucky Revised Statutes provide that the Board of Trustees shall be the
trustee and shall have the fiduciary responsibility for the several funds
administered by the Kentucky Retirement Systems. Consistent with this provision
and because the management of the several funds demands current attention, the
Board annually adopts a resolution directing its Chairman to appoint an
Investment Committee with full power to act for the Board in the management

of investment activities. The Investment Conmittee consists of three

rembers of the Board of Trustees and regularly reports its activities to

the full Board for its review and approval.

In conjunction with the Investment Cammittee concept, the Board also adopts
an "Investment Policy" which defines objectives and guidelines for the
operation of the Investment Committee, This policy is reviewed and updated
on a periodic basis. At June 30, 1981, the stated investment objective was
as follows:

"o maximize long-range return commensurate with the goal of
maintaining a high standard of quality in the investment portfolio.
Diversification of assets among and within the different classes
of securities will be sought in order to achieve a proper balance
in investment opportunities.™

An external investment counseling firm is employed on a contractual basis to
provide specific investment advice to the Investment Committee. Since late
1979, this service has been provided by Capital Supervisors, Inc., of Chicago,
Tllinois. A letter from this firm is included in the following pages wihich
summarize fiscal year 1981 investment activity.

The bar graphs on page 56 reveal the substantial growth in portfolio and
investment income that has been enjoyed by the separate retirement systems
since 1965. The total book value of the three portfolios (KERS, CERS, SPRS)
at June 30, 1981 was $791.8 million, an increase from $669.3 million one
year ago. Investment incave from the three systems combined totaled $58.3
million for the year, an increase of more than $7.9 million or 15.6% over
the previous year.

A separate portfolio summary is provided on pages 57, 58, and 59 for each
retirement system and a total portfolio sumary of the three systems combined

is found on page 60. Following these summaries is a detail listing of the common
stock portfolio held by the combined systems (page 61) as of June 30, 1981

and then a detail listing of the bond portfolio held by the combined systems
(pages 62-64) at June 30, 1981. The final Table in this section is a detail
report of the securities held in the Insurance Fund at June 30, 198].
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At June 30, 1981, the indicated yield for the bond portfolio was 10.5% based
on book value. This represents an increase of more than two percentage points
from one year ago when the indicated yield was 8.2%. The "total rate of
return" (which is comprised of income earned plus realized and unrealized
capital appreciation or loss) for the total portfolio for the vear ended

June 30, 1981 was 3.1%. This measure is largely a function of how the
various securities markets performed during the period of time in question.
During 1980-81, interest rates increased dramatically which caused a decline
in the market value of bonds. This decline in market value resulted in a
"total return” considerably lower than the current yield that was actually
realized in terms of income received as a percentage of dollars invested.
Since bonds are normally held to maturity, fluctuations in their market value
have little impact on the financial soundness of the retirement systems.
During this same year, the total rate of return for camron stocks was a
positive 22.8%., Portfolio verformance is measured and analyzed on a quarterly
basis by a major independent investment banking company.

The Citizens Fidelity Bank in Louisville, Kentucky is employed on a contractual
basis to serve as the Custodian of Securities for the retirement systems.

All eligible securities are retained at the Depository Trust Company which
facilitates the settlement of securities transactions and expedites the
collection of investment income. Single family FHA and VA mortgages remain

in the custody of the State Treasurer.

At June 30, 1981, the investments of the combined retirement systems were
distributed as indicated below.

Government
Securities
33.93%

Short Term
Investments
13.47%

Mortgages
8.14%
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Capital Supervisors, Inc./ 20 North Clark Street, Suite 700, Chicago, lilinois 0802 / Phone {312) 236-8271

A. Lee Thurow
President

July 22, 1981

Board of Trustees

Kentucky Retirement System
226 Veest Second Street
Frankfort, Kentucky 40601

As investment advisors to the Board we sulnit the following summary of
activities for the past fiscal year.

During the period we purchased $39.2 million dollars in stocks and sold
$6.8 million. Stocks were the best performing asset for the system
during the periocd rising over 20% in value. This cowpared quite
favorably with the major market indexes such as the Dow Jones Industrial
Average which rose 12.6% and the Standard & Poor's 500 Index which rose
14.6%.

During the fiscal year, we purchased $105 million face value Bonds at a
cost of approximately $97 million to yield almost 13 1/2%. $8 million
bonds having coupons of about 8 3/4% matured during the year. Emphasis
was on quality with most of the purchases being govermments or
government agencies. The issues have an average life of nine years,
giving you considerable protection while still sharing in much of the
upside.

As of June 30th Cash Equivalents represented 15% of assets at market
value, Stocks 33% and Bonds 52%, overall yield was 2.7%2.

Patience and caution continue to be the watchwords for now., Patience
should be shown in regard to bonds which do not yet reflect the
disinflationary environment which we believe is unfolding.

Caution should be shown in regard to stocks in that the shift to
disinflation is causing same econcmic problems which may manifest
themselves in lower stock prices. Long term the cuwrrent developments
could lead to a better envircnment for both stocks and bonds.

Respectfully Submitted,

CAPITAL SUPERVISORS, INC.

7
Iee Thurow
____Pres%c}ent

¢
o 2
Theodore R, Tonneman
Executive Vice President
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MILLIONS OF DOLLARS
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KENTUCKY RETIREMENT SYSTEMS
TNSURANCE FUND PORTFOLIO FOR THE PERTOD ENDED 6/30/81

Kentucky Enployes Retirement System

Security Name Coupon Maturity Par Value Market value Rating Yield

Repurchase Agreement 16.75% 07/09/81 $2,779,000 $2,779,000 AAA 16.75

County FErmployes Retirement System

Security Name Coupon  Maturity Par Value Market Value Rating Yield

Repurchase Agrecment 16.75% 07/09/81 $1,598,000 $1,598,000 AAA 16.75

State Police Retirement System

Security Name Coupon Maturity Par Value Market Value Rating Yield
Repurchase Agrecment  16.75%  07/09/81  $ 65,000 $ 65,000 AAA 16.75
TOTAL INSURANCE FUND $4,442,000 - $4,442,000 16.75
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STATISTICAL SECTICN
INTRODUCTICN

Several statistical tables are presented in this section of the report to
accomodate the reader that has more than a cursory interest in the operations
of the retirement systems. All tables present a data analysis as of June 30,
1981 and in most cases, several years of historical data are available for
canparisen purposes.

Retirement Payments

The benefit payments as of July 1, 1981, by the three retirement systems are

shown statistically in Tables 1 through 4. Iegislation enacted in 1974 combined
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 Bmploves 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,

vet 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 heing disbursed from
one or more systems in situations where a worker has only a few months of
service 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 1 through 4. The payments illustrated by these tables
represent the monthly payments fram each retirement system and a recipient
receiving a monthly payment from more than one system will be counted in

each system from which a payment is dishursed.

Table 1 provides agraphic display of the number of recipients by system that
receive a monthly benefit within specified amount ranges in $100 increments.

Tables 2 through 4 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, 1981, 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, 2, 3 and 4 reveal that about 54% of payment
cptions selected are period certain or survivorship options with the remaining
options payable in full during the member's lifetime.

The 1980 General Assembly enacted legislation which provided all recipients

a 6% benefit increase effective July 1, 1980, A second 6% increase was
also approved to be effective July 1, 1981.
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Table 5 provides a geographic distribution by county of the retirement payments
that were made during the 1980-81 fiscal vear.

Membership Statistics

Table 6 provides a graphic presentation of the membership in the three separate
systems. Statistics are presented from 1965 to June 30, 1981 and each membership
classification (active; inactive; and retired) is separately identified.

Financial and Actuarial Statistics

Statistical data for the last seven fiscal vears is presented in Tables 7 through
9 o indicate the financial and actuarial progress attained by the three retirement

systems.,

The "Portfolio Time Weighted Rate of Return" is comprised of investment income
earned plus realized and unrealized changes in the market value of the portfolio.
The fluctuations of this measure are largely the result of constantly changing
securities values as determined by the various securities markets. In fact,

the actual cash income generated by the portfolio continues to increase

annually as indicated by the "Portfolio Yield Rate" which is a measure

of investment income.

A review of the actuarial data presented in these tables clearly demonstrate
that the separate retirement systems remain financially sound. The adoption
of more realistic actuarial assumptions, as discussed in the "Actuarial
Section" of this report, prior to the June 30, 1981 valuation had a
significantly favorable impact on the funding ratios and the contribution

rate structure. The net result will permit modest benefit improvements

as deemed appropriate by the state legislature without increasing contribution
rates.

Source and Use of Funds Since Inception

The statement (Table 10) indicates the value of a funded retirement system.

Chserve 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.

Investment incame has been sufficient to pay retirement payments in all three
funds. These reports indicate that assets are being accumlated 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.

AMministrative Expense

An itemized report on administrative expenses for the past seven years is shown
in Table 1l.

A review of 1980-81 expenses indicates that the increasing cost of doing business
as a result of double digit inflation has begun to impact the retirement system.

-7




Also, a reduction in the number of employees throughout goverrment has
resulted in a dramatic slowdown in the annual increase in the munber of
accounts maintained by the retirement system. These factors in combination
have caused a modest increase in the "Administrative Expense Per Account".
When considering that the average account has a value of more than $6,700,
the administrative expense in fact is only slightly more than one-tenth

of one percent of account value.

Contractual Arrangements

As provided in KRS 61.645, the Kentucky Retirement Systems had contracts in
place during 1980-81 with the following firms or individuals to provide
the services indicated.

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

Iegal Services — Ms. Phyllis Sower
P.O. Box 405
Frankfort, Xentucky 40601

Auditing Services ~ Ernst & Whinney
1400 Camronwealth Building
Iouisville, Rentucky 40202

Investment Counseling Services - Capital Supervisors, Inc.
20 MNorth Clark Street
Suite 700
Chicago, Tllinois 60602

Custodian of Securities ~ Citizens Fidelity Bank & Trust Company
Citizens Plaza
P.O. Box 1140
Iouisville, Kentucky 40201

Medical Examiner Services - Provided by a private physician
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