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KENTUCKY RETIREMENT SYSTEMS
226 West Second Street
Frankfort, Kentucky 40601

Kentucky Emploves Retirement System Charles .. Bratton
County Employes Retirement System General Manager
State Poitice Retirement System Phone 502-664-4646

MEMORANDUM

TO: Members of the Board of Trustees
John D. Robey, Chairman
Vernon C. McGinty, Vice Chairman

i _ Mrs. Iris R. Barrett

s Frank W. Burke

' Thomas C. Greemwell

John E. King

Ms., Lynda G. Iobb

Ms. Cattie ILou Miller

Mrs. Nahcy L. Ray

FROM: Charles L. Bratton
DATE : Novenber 15, 1984

SUBJECT: Annual Report as of June 30, 1984

As directed by KRS 61.645, I am pleased to present the Annual Report for

the fiscal year ended June 30, 1984, ‘'he four sections of the report
provide financial information, actuarial information, investment information
and other statistical information. Appropriate certifications from an
independent accounting firm and from an independent actuarial firm are
included.

Copies of this report will be made available to retirement system menbers
by sending oopies to each participating employer in the Kentucky Employes -
Retirement System, County Employes Retirement System and the State Police
Retirement System. Copies will also be distributed to appropriate
legislative personnel, as well as to other interested parties who may
request such information.

Fiscal 1984 was another busy and productive year. Significant accomplishments
include (1) the adoption of ocur legislative program by the Kentucky General
Assembly which resulted in benefit enhancements for all member groups; (2) the
restructuring of our asset management program to insure continued financial
stability; and (3) the continued improvement of administrative procedures in
response to the increasing demand for services from our members.

I want to thank the Board of Trustees for their leadership and continued

support. Every member has benefited from the progress brought about by
the Board this vear.

Charles L. Bratton
General Manager
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FINANCIAL SECTION
INTRODUCTTON

The retirement systems' assets ave 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 systam, as well as to
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 annual 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 Coopers & Lybrand
was selected to perform the audit for the fiscal year ended June 30,
1984. The accounting firm presents to the Board of Trustees their
"audit opinion", which is found on the following page. The audited
financial statements of the three retirement systems and the related
"Notes to Financial Statements" follow the audit opinion.

The audit and financial statement formats were completed in accordance
with the requirements set forth in Statement 1 as adopted by the
National Council on Govermment Accounting (NCGA). In summary, this
statement requires that financial statements be presented on an
"accrual basis" and also stipulates that certain discleosures nust be
included in the "Notes to Financial Statements" sections of the audit
report. You will note that two years of financial data are included
in the financial statements 1o provide the reader an opportunity to
compare current year financial activity with the previous year.

In addition to the anmial audit by a Certified Public Accounting firm,
other procedures are amloyed to insure the safety of the systeoms
assets., For example, each year the CPA firm conducts a surprise audit
of the securities held in each fund. 2An audit is also conducted by

the intermal auditor of the securities’ custodian. 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 statemants. The combined assets of Kentucky Retirement
Systems totalled more than $1.3 billion at June 30, 1984, an increase
of 15% over the previous year. 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 leaseg in
default and no "reportable" transactions during the fiscal year.




certified public accountanls

\ Coopers
&Lybrand

Board of Trustees
Kentucky Retirement Systems
Prankfort, Kentucky

We have examined the balance sheet of the Kentucky Employes
Retirement System, County Employes Retirement System, State
Police Retirement Sysiem and Kentucky Retirement Systens Insur—
ance FPund as of June 30, 1984, and the related statements of
revenues, expenses and changes in members' contribution account
and retirement allowance scoount and changes in financial posi-
tion of the Kentucky Employes Retirement System, County Employes
Retirement System, and the Jtate 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 examination was 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 financial statements of the Kentucky Employes
Retirement System, County Employes Retirement System, State
Police Retirement System and Kentucky Retirement Systems Insur-—
ance Pund for the year ended June 30, 1983 were examined by other
auditors whose report, dated September 28, 1983, expressed an
ungualified opinion on those statements.

In our opinion, the 1984 financial statements referred to above
present fairly the financial position of the Kentucky Employes
Retirement System, County Employes Retirement System, State
Police Retirement System and Kentucky Retirement Systems Ingur-
ance Fund at June 30, 1984, and the results of their operations,
the changes in members' contribution account and retirement
allowance account of the Kentucky Employes Retirement BSysten,
County Employes Retirement System and State Police Retirement
System, the changes in fund balance of the Kentucky Retirement
Systems Insurance Tund, and the changes in their financial
position for the year then ended in conformity with generally
accepted accounting principles applied on a basis consistent with
that of the preceding year.

Louigville, Kentucky
October 3, 1984
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KENTUCKY EMPLOYES RETIREMENT SYSTEM
BALANCE SHEET
June 30, 1984 and 1983

ASSETS

Investments (Notes 1 and 4):
United States Government
securities

Government National Mortgage
Association and similar
securities

Corporate bonds and notes
Convertible bonds

Common stocks

First mortgage real estate loans

Securities purchased under
agreement to resell

Cash on deposit with State
Treasurer

Member and employer contributions
recelivable

Accrued investment income

Other assets

LIABILITIES AND FUND BALANCE

Member refunds, insurance fund
transfers and investment
expenses payable

Fund balance (Note 1):
Menbers' Contribution Account

Retirement Allowance Account

See notes to financial statements.

1984

$188,291,433%

112,440,696

1983

$180,471,490

17,391,586

130,990,766 123,002,047
- 7,000,000
266,786,825 190,581,114
6,566,777 7,421,699
95,228,731 109,626,405
800,305,228 695,494,341
32,730 14,936
3,303,062 2,887,515
12,015,029 11,871,444

- 209,269
$815,654,049 $710,477,505
$ 1,100,226 $ 381,627

189,421,153
625,132,670

164,526,192
545,569,686

814,553,823

710,095,878

$815,654,049

$710,477,505




KENTUCKY EMPLOYES RETIREMENT SYSTEM

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

for the years ended June 30,

Revenues:
Member contributions

Interest credited to members'
balances transferred from
Retirement Allowance Account

Total revenues

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

Total expenses
Bxcegs of revenues
over expenses

Members'! Contribution Account at
beginning of year

Membera'® Contribution Account at
end of year

See notes to financial statements.

1984

$ 26,075,180

1984 and 1983

1983

$ 25,848,003

9,347,169 8,061,659
35,422,349 31,909,662
4,686,153 3,996,820
5,841,235 6,620,283
10,527,388 10,617,103
24,894,961 21,292,559
164,526,192 14%,2%3%,633

$189,421,15%

$164,526,192




KENTUCKY EMPLOYES RETIREMENT BSYSTEM

STATEMENT OF REVENUES, EXPENSES AND CHANGES
IN RETIREMENT ALLOWANCE ACCOUNT

for the years ended June 30, 1984 and 1983

Revenues:

Employer contributions

Inveatment income

Net realized gain on disposal 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 Mem-
bers' Contribution Account

Administrative expenses

Investment expenses

Total expenses
Bxcess of revenues
over expenses

Retirement Allowance Account at
beginning of year

Retirement Allowance Account at
end of year

See notes to financial statements.

1984 1983
$ 46,925,821 $ 42,808,503
68,498,499 57,799,616
5,812,966 9,070,256
5,841,235 6,620,283
127,078,521 116,298,658
35,467,174 31,396,362
1,880,023 1,249,257
9,347,169 8,061,659
623,177 528,228
197,994 108,150
47,515,537 41,343,656
79,562,984 74,955,002
545,569,686 470,614,684

$625,132,670

$545,569,686

R T




KENTUCKY EMPLOYES RETIREMENT SYSTEM
STATEMENT OF CHANGES IN FINANCIAL POSITION

for the years ended June 30,

“Source of funds:

Excess of revenueg over expenses

Deduct amortization of invest-
ment discount and premium,
net, not providing funds

Funds provided from
operations

Proceeds from sale, maturity or
exchange of investments,
less net gain of 35,812,966
in 1984 and $9,070,256 in
1983, included above

Decrease in member and employer
contributions receivable

Decrease in prepaid member
retirement benefits -

Decrease in other assets

Increage in member refunds,
ingurance fund transfers and
invegtment expenses payable

Total funds provided

Application of funds:

Investments purchased or
exchanged

Iricrease in member and employer
contributions receivable

Increase in accrued investment
income

Decrease in member refunds,
insurance fund transfers and
investment expenses payable

Increage in other assets

Total funds applied
Increase (decrease) in
cash

Cash on deposit with State Treas-
urer at beginning of year

Cash on deposit with State Treas-
urer at end of year

See notes to financial statements.

1984 and 1983

1984 1983
$104,457,945 - $ 96,247,561
5,053,228 881,896
99,404,717 95,365,665

207,147,588

111,766,556

- 1,090,859

- 2,444,855
209,269 -
718,599 -

307,480,173 210,667,935

306,905,247 208,152,2%9
415,547 -

141,585 2,097,345

- 216,954

- 209,269

307,462,379 210,675,807

17,794 (7,872)

14,936 22,808

$ 32,730  $ 14,936




NOTES TO FINANCIAL STATEMENTS

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 Council
on Governmental Accounting's Statement 1.

Investments in bonds and first mortgage real estate loans are
stated at amortized cost. Common stocks and securities
purchased under agreement t0 resell are carried at cosgt.
Investments at June 30, 1983 include securities lcaned under
various lending prograng.

Discount and premium are amortized using the straight-line
method from the date of acquisition t¢ 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 s0ld or redeemed. Realized gains
or losses are also recorded for exchanges of investments,
based upon the difference at the time of the exchange between
the carrying value and the market value of the investment
exchanged.

Members' Contribution and Retirement Allowance Accountg are
funded by contributions and investment income. The Members!
Contribution Account repregents the accumulation of active
members' contributions plus interest credited to members'
accounts. The Retirement Allowance Account is comprised of
retired members' contribution balances including interest
credited thereon and accumulated employer contributions plus
cumulative excess of revenues over expenses less interest
credited to members' contribution accounits.

The System, County Employes Hetirement System, and State
Police Retirement System are collectively administered by
Kentucky Retirement Systems. Administrative and investment
expenses of Kentucky Retirement Systems are allocated in
proportion to the number of active members participating in
each plan and the carrying value of plan investments, respec-
tively.

Description of the Plan:

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

Continued
-10-




NOTES TO FINANCIAL STATEMENTS, Continued

Degcription of the Plan, continued:

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. Employer contribution rates
are intended to fund the System's normal cost on a current
basis plus one percent (1%{ of unfunded past gervice costs
per annum plus interest at the actuarial assumed rate. Such
contribution rates are determined by the Board of Trustees of
Kentucky Retirement Systems each biennium. TFor the years
ended June 30, 1984 and 1983, participating employers con-
tributed at 7 1/4% and 18 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 minimum, terminated
employees are refunded their contributions with credited
interest at 3% compounded annually through June 30, 1981

and 6% thereafter.

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

Accumulated Benefitsa:

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 terminated
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 compensation as of the valuation date.
Benefits payable under all circumstances - retirement, death,
and termination of employment - are included %o the extent
they are deemed attributable to employee service rendered to
the valuation date.

Ceontinued

-11-




ENTS; Continued

naulting tuaries, William M. Mercer -
“Inc. in 1984 and Tillinghast, Nelson & Warren,
n 1983, estimate the actuarial present value of accumu-
an-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 (taking
into account mortality) between the valuation date and the
expected date of payment.

Accumulated plan benefit information follows:

June 30,
1984 1983
Vested benefits:
Participants currently
receiving payments $265,501,215  $259,584,355
Other participants 320,97%,72% 290,421,806

$586,474,938  $550,006,161

The more significant agsumptions underlying the actuarial
computations, including those which enter only into the
determination of funding levels {cost method, turnover,
retirement age, and salary increase), are as follows:

Actuarial cost method — Entry age cost method
Assumed rate of return on
investments - 7 1/2% per annum
Mortality basis - 1971 Group Annuity Tables
Employee turnover -~ Declining from 35% through
five years of service;

annual rates, varying by
age, thereafter
Retirement age —~ DBased 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
7 1/2% per annum

Salary increass

Continued

-12-




NOTES 70 FINANCIAL STATEMENTS, Continued

Investuents:

The approximate market value of investments follows:

June 30,
1984 1983

United States Governnent

securities $163,44%,000 $178,088,000
Government National Mortgage

Association and similar

securities 105,225,000 83,685,000
Corporate bonds and notes 112,240,000 118,801,000
Convertible bonds - 9,450,000
Common siocks 297,977,000 255,29%,000
First mortgage real esgtate

loans - 5,182,000 5,810,000
Securities purchased under

agreement to resell 95,229,000 109,626,000

$7'79,%06,000  $760,75%,000

Income Tax Status:

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

Transfers to Insurance Fund:

By action of the 1978 General Assembly, the Kentucky Retire-
ment Systems Insurance FPund 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 %o the
Insurance ¥und by the Kentucky Employes Retirement System was
0.29% and 0.21% for non-hazardous and 0.78% and 0.59% for
hazardous positions for the years ended June 30, 1984 and
1983, respectively.




COUNTY EMPLOYES RETIREMENT SYSTEM
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ASSETS

vestments (Notes t and 4):
United States Government
gecurities :
Government National Mortgage
Association and similar
2 securities

Corporate bonds and notes
" Convertible bonds
Common stocks
First mortgage real estate loans
Securities purchased under
agreement to resell

Cash on deposit with State
Treasurer

Member and employer contributions
receivable

Past service credit contribution
receivable (Note 1)

Accrued invegtment income

Other assets

LIABILITIES AND FUND BALANCE

Member refunds, insurance fund
transgfers and investment
expenses payable

Pund balance (Note 1):
Membera' Contribution Account
Retirement Allowance Account

~15-

COUNTY EMPLOYES RETIREMENT SYSTEM
BALANCE SHEET
June 30, 1984 and 1983

1984

$ 91,215,570

$ 86,001,590

65,470,353 47,987,287
58,669,642 55,235,128
- 1,800,000
125,054,834 88,540,069
123,727 812,747
52,461,573 52,475,460
393,595,699 330,852,281
29,566 11,991
5,543,195 3,279,697
3,503,714 5,418,622
6,001,103 5,836,568

- 167,416

$406,673,277

$34%,566,575

3 485,846 3 410,806
94,569,487 79,957, 740-
211,617,944 26%,198,029
406,187, 431 54%,155,769

$406,673,277

See notes to financial statements.

$343,566,575




COUNTY EMPLOYES RETIREMENT SYSTEM

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

for the years ended June 30, 1984 and 1983

1984 | 1983

Revenues: S '
Member contributions $16,040,197 $15,03%2,535
Interest credited to members'

balances transferred from

Retirement Allowance Account 4,505,236 3,754,156
Total revenues 20,545,433 18,786,691
Expenses: - R
Refunds to former members %,%%1,153 2,791,345
Retired members' balances :
transferred to Retirement
Allowance Account 2,602,533 35,268,505
Total expenses 5,933,686 6,059,850
Excegs of revenues '
over expenses 14,611,747 12,726,841

Members'! Contribution Account at
beginning of year 79,957,740 . 67,230,839

Members' Contribution Account at
end of year $94,569,487 $79,957,740

See notes to financiai étatements.

.....16....




Revenues:

Employer contributions

Investment income

Net realized gain on disposal 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 te Mem-
~ bers' Contribution Account
Administrative expenses
Investment expenses

Total expenses
Excess of revenues
over expenses

Retirement Allowance Account at
beginning of year

Retirement Allowance Account at
end of year

-17-

for the years ended June 30,

COUNTY EMPLOYES RETIREMENT SYSTEM

STATEMENT OF REVENUES, EXPENSES AND CHANGES
IN RETIREMENT ALLOWANCE ACCOUNT

1984 and 1983

1984

$ 25,580,243

1983

$ 23,526,350

35,005,604 28,254,250
4,127,955 6,732,167
2,602,533 5,268,505
67,316,335 61,781,272
13,066,260 11,522,297
667,073 594,128
4,505,236 3,754,156
561,747 477,437
96,104 50,696
18,896,420 16,398,714

48,419,915 45,382,558

26%,198,029

217,815,471

$311,617,944

$263,198,029

See notes to financial statements.




COUNTY EMPLOYES RETIREMENT SYSTEM
STATEMENT OF CHANGES IN FINANCIAL POSITION
for the years ended June 30, 1984 and 1983%

1984 1983

Source of funds:
Bxcesg of revenues over expenses $ 6%,031,662 $ 58,109,399
Deduct amortization of invegt-
ment discount and premium,

net, not providing funds 3,266,352 59%,603
Funds provided from
operations 59,765,310 57,515,796

Proceeds from sale, maturity or

exchange of investments,

less net gain of $4,127,955

in 1984 and $6,7%2,167 in

1983, included above 62,984,395 52,14%,78%
Decrease in past service credit

contribution receivable - 156,173
Decrease in prepaid member

retirement benefits -
Decrease in other assets 167,416
Increase in member refunds,

insurance fund transfers and

investment expenses payable 5,040 -

Total funds provided 122,992,161 110,680,028

862,274

Application of funds:

Investments purchased or

exchanged 122,461,461 108,892,596
Increase in member and employer

contributions receivable 263,498 6%,078
Increase in past service credit

contribution receivable 85,092 -
Increase in accrued investment

income 164,535 1,480,658
Increase 1in other assets - 167,416
Decrease in member refunds,

insurance fund transfers and

investment exXpenses payable - 77,713

Total funds applied 122,974,586 110,681,461
Increase (decrease)

in cash 17,575 (1,433%)

Cash on deposit with State
Treasurer at bheginning of year 11,991 13,424

Cagsh on deposit with State
Treasurer at end of year 3 29,566 i 11,991

See notes to financial gtatements.
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NOTES TO FINANCIAL STATEMENTS

Significant Accounting Policies:

mhe financial statements of County Employes Retirement Systen
(the System) are prepared on the accrual basis, and generally
conform to the provisions of the National Council on Govern-
mental Accounting's Statement 1.

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.
Invegtments at June 30, 1983 include securities loaned under
various lending programs.

Discount and premium are amortized using the straight-line
method from the date of 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. Realized gains
or losses are also recorded for exchanges of investments,
based upon the difference at the time of the exchange between
the carrying value and the market value of the investment
exchanged.

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

Employees are permitted to purchase credits for member serv-
ice 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. Administrative and investment
expenses of Kentucky Retirement Systems are allocated in
proportion to the number of active members participating in
each plan and the carrying value of plan investments,
regpectively.

Continued
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NOTES TO FINANCTAL STATEMENTS, Continued

Déééription of the Plan:

: The County Employes Retirement System is a defined benefit

plan which covers substantially all regular full-time employ-
ees of each county and school board, and any additional local
agencies electing to participate in the System. The Plan
provides for retirement, disability and death benefits.

Participating employees generally contribute 4% of creditable
compensation to the System. WMembers occupying hazardous
positions, as defined by statute, contribute at the rate of
7% of creditable compensation. Employer contribution rates
are intended %o fund the System's normal cost on a current
basis and one percent (1%) of unfunded past service costs per
annum plus interest at the actuarial assumed rate. Such
contribution rates are determined by the Board of Trustees of
Kentucky Retirement Systems each biennium. Participating-
employers contributed at 6 1/4% and 14%, respectively, of
members' non-hazardous and hazardous compensation for the
year ended June 30, 1984, and 6 1/4% and 15%, respectively,
for the year ended June 30, 1983.

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 employ-
ees are refunded their contributions with credited interest
at 3% compounded annually through June 30, 1981 and 6% there-
after.

Purther information regarding the plan agreement and the
vesting and benefit provisions is contained in the pamphlet
Summary Plan Description. Copies of this pamphlet are avail-
able from the office of Kentucky Retirement Systems.

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 bhenefits include
benefits expected to be paid to (a) retired or terminated
employees or their beneficiaries, (b) beneficiaries of
employees who are deceased, and (c) present employees or
their beneficiaries.

Continued




NOTES TO FINANCIAL STATEMENTS, Continued

Accumulated Benefits, continued:

Benefits under the Plan are based on employees' average com-
pensation during their five highest paid years. Accumulated
plan benefits for active employees are based on their compen-
sation as of the valuation date. Benefits payable under all
circumstances - retirement, death, and termination of
employment — are included %o the extent they are deemed
attributable to employee service rendered to the valuation
date.

The System's consulting actuaries, William M. Mercer -
Meidinger, Inc. in 1984 and Tillinghast, Nelson & Warren,
Ine. in 1983, estimate the actuarial present value of accumu-
lated 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 (taking
into account mortality) between the valuation date and the
expected date of payment.

Accumulated plan benefit information follows:

June 350,
17984 198%
Vested benefits:
Participants currently ;
receiving payments $110,580,118 8 93,003,343 |
Other participants 124,762,993 132,662,402 %

$235,34%, 111 $225,665,745

The more significant assumptions underlying the actuarial
computations, including those which enter only into the
determination of funding levels (cost method, turnover,
retirement age, and salary increase), are as follows:

Actuarial cost method - Entry age cost method
Assumed rate of return on
investments - 7 1/2% per annum
Mortality basis -~ 1971 Group Annuity Tables
Continued
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AL STATEMENTS, Continued

tinued:

- 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

Salary increase - 7 1/2%4 per annum

Employee turnover

4., Invegtments:

The approximate market value of investments follows:

June 30,
1984 1983

United States Govermment
securities $ 80,292,000 $ 87,366,000

Government National Mortgage
Association and similar

gecurities 62,129,000 52,606,000
Corporate bonds and notes 51,192,000 52,123,000
Convertible bonds - 2,430,000
Common stocks 138,840,000 119,585,000
Pirst mortgage reai estate

loans 569,000 639,000
Securities purchased under

agreement to resell 52,462,000 52,475,000

$385,484,000  $367,224,000

5. Income Tax Status:

The Internal Revenue Service has ruled that the Plan guali-
fies under Section 401(a} of the Internal Revenue Code and
is, therefore, not subject to tax under present income tax
law.

Continued




NOTES TO FINANCIAL STATEMENTS, Continued

pransfers to Insurance Fund:

By action of the 1978 General Assembly, the Kentucky Retire-—
ment 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 County Employes Retirement System was
0.15% for non-hazardous positions for both years and 0.78%
and 0.54% for hazardous positions for the years ended

June 30, 1984 and 1983, respectively.




STATE POLICE RETIREMENT SYSTEM
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ASSETS
vestments (Notes 1 and 4):

gsecurities

Government National Mortgage

: Asgcciation and similar
gsecurities

Corporate bonds and notes
Convertible bonds

Common stocks

First moritgage real estate loans
. Securities purchased under
agreemeni to resgell

“Cash on depogit with State
Treagurer

" Member and employer contributions
: receivable

Accrued investment income

Other assets

LIABILITIES AND FUND BALANCE

Member refunds, insurance fund
transfers and invegtment
expenses payable

Fund balance (Note 1):
Menbera' Contribution Account
Retirement Allowance Account

STATE POLICE RETIREMENT SYSTEM
BALANCE SHEET
June 30, 1984 and 1983

1984 1983
$14,859,86% $1%,941,158
9,374,768 5,270,523
15,063%,568 15,105,989
- 1,200,000
24,486,570 14,944,951
376,587 440,297
9,419,569 13,399,407
73,580,925 64,302,325
940 272
230, 711 229,876
1,221,067 1,246,091
- 3,805
$75,0%%5,64% $65,782,369
3 5%,126 $ 25,283
15,902,376 13,783,222
59,078,141 51,973,864
74,980,517 65,757,086
$75,0%%,64%3 $65,782,369

See notesg to financial statements.



STATE PGLICE RETTREMENT SYS3TEM
STATEMENT OF REVENUES, EXPENSES AND CHANGES
IN MEMBERZ' CONTRIBUTICN ACCOUNT
for the years ended June 30, 1984 and 1983
1984 198%
Revenuesg:
Member contributions $ 1,695,919 $ 1,585,904
Interest credited to members'
balances iransferred from
Retirement Allowance Account 806,670 694, 200
Total revenues 2,502,589 2,280,104
Expenses:
Refunds to former members 117,414 56,809
Retired members' balances
trangferred to Retirement
Allowance Account 266,021 919,372
Total expenses _ 387,435 976,181
Excegs of revenues
over expenses 2,119,154 1,303,923
Members' Contribution Account at
beginning of year 1%,18%,222 12,479,299
Members' Contribution Account at
end of year $15,902,376 $13,78%,222

wee notvtes to financial statements.




enues:
‘Employer contributions
Investment income
Net realized gain on disposal 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 Mem-
bera' Contribution Account
Administrative expenses
Investment expenses

Total expenses
Excess of revenues
over expenses

~“Retirement Allowance Account at
beginning of year

Retirement Allowance Account at
end of year

-2~

for the years ended June 30,

STATE POLICE RETIREMENT SYSTEM

STATEMENT OF REVENUES, EXPENSES AND CHANGES
IN RETIREMENT ALLOWANCE ACCOUNT

1984 and 1983

1984

$ 4,446,090

1983

$ 4,178,214

6,260,996 5,438,066
91,813 154,653
266,021 919,372
11,064,920 10,690, 305
2,890,091 2,642,581
233,140 185,923
806,670 694,200
11,969 10,158
18,773 10,139
3,960,643 3,543,001
7,104,277 7,147,304
51,973,864 44,826,560

$59.078, 141

$51,973,.864

See notes to financial statements.




STATE POLICE RETIREMENT SYSTEM
STATEMENT OF CHANGES IN FINANCIAL POSITION

for the years ended June 30, 1984 and 1983

Source of funds:
Excess of revenues over expenses
Deduct amortization of invest-
ment discount and premium,
net, not providing funds

Funds provided from
operations

Proceeds from sale, maturity or
exchange of investments,
less net gain of $91,812 in
1984 and $154,653% in 1983,
included above

Decrease in member and employer
contributions receivable

Decrease in accrued investment
income

Decrease in prepaid member
retirement benefits

Decrease in other assets

Increase in member refunds,
insurance fund transfers and
investment expenses payable

Total funds provided

Application of funds:

Investments purchased or
exchanged

Increase in member and employer
contributions receivable

Increage in accrued investment
income

Increase in other assets

Total funds applied
Increase (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.
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1984 1983
$ 9,223,431 $ 8,451,227
437,767 30,753
8,785,664 8,420,474
15,600,084 17,841,469
- 247,848
25,024 -
- 192,729 .
3,805 -
27,843 1,012
24,442,420 26,70%,53%2
24,440,917 26,260,666
835 e
- 44%,9153
- 39805
24,441,752 26,708,384
668 (4,852)
272 5,124
940 272




NOTES TO FINANCIAL STATEMENTS

Significant Accounting Policies:

The financial statements of State Police Retirement Systenm
(the System) are prepared on the accrual basis, and generally
conform to the provisions of the National Council on Govern-—
mental Accounting's Statement 1.

Investments in bonds and first mortgage real estate loans are
gtated at amortized cost. Common stocks and securities
purchased under agreement to resell are carried at cost.
Investments at June 30, 198% include securities loaned under
various lending programs.

Discount and premium are amortized using the straight-line
method from the date of 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. Realized gains
or losses are also recorded for exchanges of investments,
based upon the difference at the time of the exchange between
the carrying value and the market value of the investment
exchanged.

Members' Contribution and Retirement Allowance Accounts are
funded by contributions and investment income. The Members!
Contribution Account represents the accumulation of active
members' contributions plus interest credited to members'
accounts. The Retirement Allowance Account is comprised of
retired members' contribution balances including interest
‘credited thereon and accumulated employer contributions plus
cumulative excess of revenues over expenses less interest
credited to members' contribution accounts.

The System, Kentucky Employes Retirement System, and County
Employes Retirement System are collectively administered by
Kentucky Retirement Systems. Administrative and investment
expenses of Kentucky Retirement Systems are allocated in
proportion to the number of active members participating in
each plan and the carrying value of plan investments,
respectively.

Continued
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NOTES TO FINANCIAL STATEMENTS, Continued

Degcription 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 Plan provides for retirement,
disability, and death benefits. s

Employer contribution rates are intended to fund the Systen's
normal cost on a current basis and one percent (1%) of
unfunded past service costs per annum plus interest at the
actuarial assumed rate. Such contribution rates are deter—
nined by the Board of Trustees of Kentucky Retirement Systems
each biennium. For the years ended June 30, 1984 and 1983,
the employer contributed at 18 1/2% 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 credited
interest at %% compounded annually through June 30, 1981 and
6% thereafter.

Further information regarding the plan agreement and the
vesting and benefit provisions is contained in the pamphlet
Summary Plan Description. Copies of this pamphlet are avail-
able from thne office of Kentucky Retirement Systems.

Accumulated Benefits:

Accumulated plan benefits are those future periodic payments,
jineluding 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 terminated
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 based on their compensation as of the 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 %o
the valuation date.

Continued




NOTES TO FiNANCIAL STATEMENTS, Continued

Accumulated Benefits, continued:

The System's consulting actuaries, William M. Mercer -
Meidinger, Inc. in 1984 and Tillinghast, Nelson & Warren,
Inc. in 1983, estimate the actuarial present value of accumu-
lated 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 (taking
into account mortality) between the valuation date and the
expected date of payment.

Accumulated plan benefit information follows:

dune 30,
1984 1983
Vested benefits:
Participants currently
receiving payments $26,459,102 $22,202,772
Other participants 25,487,230 29,303,216

$51,946, 352 351,505,988

The more significant assumptions underlying the actuarial
computations, including those which enter only into the
determination of funding levels (cost method, turnover,
retirement age, and salary increase), are as follows:

Actuarial cost method - Entry age cost method
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
Salary increase 7 1/2% per annum

Continued
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4.

NOTES TO FINANCIAL STATEMENTS, Continued

Investments:

The approximate market value of investments follows:

June 30,
1984 1985

PR PO

United States Govermmentd

securities $12,500,000 $13,376,000
Govermment National Mertgage

Association and similar

securities 8,451,000 5,483%,000
Corporate bonds and notes 12,872,000 14,748,000
Convertible bonds - 1,620,000
Common stocks 26,059,000 19,088,000
First mortgage real estate

loans 296,000 346,000
Securities purchased under

agreement to resell 9,420,000 1%,399,000

$69,598.000 $68, 060,000

Income Tax Status:

The Internal Revenue Service has ruled that the Plan quali-
fies under Section 401(a) of the Internal Revenue Code and
ig, therefore, not subject to tax under present income tax

law.

Transfers to Insurance Fund:

By action of the 1978 General Assembly, the Kentucky Retire-
ment Systems Insurance 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 Fund is funded by the transfer of a portion of
employer contributions to the retirement system. The per-
centage of creditable compensation transferred %o the
Insurance Fund by the State Police Retirement System was
0.97% for the year ended June 30, 1984, and 0.82% for the
year ended June 30, 1983.
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KENTUCKY RETIREMENT SYSTEMS INSURANCE FUND




KENTUCKY RETIREMENT SYSTEMS INSURANCE FUND
BALANCE SHEET
June 30, 1984 and 1983

ABSSETS 1984 19873
Securities purchased under agreement
to resell, at cost $5,6%6,627 $4,691,128
Cash on deposit with State Treasurer 3 59

Employer contributions receivable 966,574 261,9%4
$4,60%,204 $4,953.121

FUND BALANCE ALLOCATED TO

Kentucky Employes Retirement System $2,560,524 32,863,024
County Employes Retirement Systen 1,880,195 1,983,457
State Police Retirement System 162,485 106,660

34,603,204 $4,953,121

See note to financial statements.
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KENTUCKY RETIRSEMENT SYSTEMS INSURANCE FUND

STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND BALANCE

for the years ended June 30, 1984 and 1983

_ 1984 1983
7ED TO KENTUCKY EMPLOYES RETIREMENT SYSTEM
28 N
59 oyer contributions transferred from
54 Kentucky Employes Retirement Systenm $1,880,023 $1,249,257
L ‘atment income 219,938 268,269
il Total revenues 2,099,961 1,517,526
nses:
aurance premium payments 2,402,461 1,929,311
4 Deficiency of revenues over expenses (302,500) (411,785)
7 .
) - balance at beginning of year _ 2,86%,024 3,274,809
alance at end of year 2,560,552 $2,86%,024
inCATED TO CCUNTY EMPLOYES RETIREMENT SYSTEM
evenues:
ployer contributions transferred from County
Fmployes Retirement System $ 667,073 $ 594,128
nvestment income 176,228 174,352
Total revenues 843,301 768,480
Xpenses:
“Ingurance premium payments 946,943 7H5,883
Excess (deficiency) of revenues over
expenses (103,242) 12,597
Fund balance at beginning of year 1,98%,4%7 1,970,840
Pund balance at end of year $1.880,195 $1,98%,4%37
ALLOCATED TO STATEH POLICE RETIREMENT SYSTEM
Revenues:
Employer contributions transferred from State
Police Retirement System $ 233,140 $ 185,923
Investment income 8,685 4,962
Total revenues 241,825 190,885
BExpenses:
Insurance premium payments 86, 000 150,996
Excess of revenues over expenses 55,825 39,889
Fund balance at beginning of year 106,660 66,771
Pund balance at end of year $ 162,485 $ 106,660

See note to financial statements.
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KENTUCKY RETIREMENT SYSTEMS INSURANCE FUND
STATEMENT OF CHANGES IN PFPINANCIAL POSITION
for the years ended June 30, 1984 and 1983

1984 1983

Source of funds:
Decrease in securities purchased under

agreement to resell $1,054,501 $ 61,872
Decrease in employer contributions

receivable - 117,538
Decreagse in prepaid insurance premiums - 179,626

Total funds provided 1,054,501 %59, 03%6

Application of funds:
Deficiency of revenues over expenses 349,917 359,299
Increase in employer contributions
receivable 704,640 -

Total funds applied 1,054,557 359,299
Decrease in cash (56) (263)

Cash on deposit with State Treasurer at
beginning of year 59 322

Cash on deposit with State Treasurer at
end of year

Jee note %o financial statements.




NOTE TO FINANCIAL STATEMENTS

enificant Accounting Policy and Description of Plan:

ne financial statements of the Fund are prepared on the
crual basis.

‘The Fund was established in 1978 to provide accident and
health insurance for members receiving benefits from the
Xentucky Employes Retirement System, County Employes Retire~
ent System, and State Police Retirement System (Systems).
The Fund and members receiving benefits pay prescribed por-
tions of the aggregate premiums paid to an insurance company
for coverage. ILnsurance premiun 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 approximated
'$2,23%9,000 and $1,816,000 for the Kentucky Employes Retire-
‘ment System, $1,060,000 and $819,000 for the County Employes
Retirement System, and $2,000 and $6,000 for the State Police
Retirement System in 1984 and 1983, respectively. Effective
August 1, 1982, the Retirement Systenm began paying the same
proportion of medical insurance premiums for the spouse or
beneficiary and dependents of retired hazardous members or
hazardous employees killed in the line of duty. The alloca-
tion 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 50% 50%

4 25% 75%

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

June 30,
1984 1983
Non-Hazardous
Kentucky Employes Retirement Systenm 0.29% 0.21%
County Employes Retirement System 0.15% - 0.15%
Hazardous
Kentucky Employes Retirement System 0.78% 0.59%
County Employes Retirement System 0.78% 0.54%
Ytate Police Retirement System 0.97% 0.82%
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ACTUARTAL SECTION
INTRODUCTION

Ammually an actuarial valuation is prepared for each of the three
retirement systems. 2An 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 financial status of the fund to assure the members that
adequate monies will be on hand in the future to meet the obligations
of the retirement systems.

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.

The Board of Trustees elected to engage the services of a different
actuarial firm this year to obtain insight and analysis from a now
perspective. The firm of William M. Mercer-Meidinger, Inc., based in
Iouisville, was engaged to perform the 1983-84 actuarial valuation.

A reproduction of the certification made by that firm for each of the
three retirement systems is found on the next page. The results of
the 1984 actuarial valuations as prepared by the firm follow. The
last item in each section is the Actuarial Assumptions used for
preparation of the valuations. Actuarial Assumptions are modified on
a periodic basis to reflect more accurately the actual experience of
the separate systems and to recognize changing economic trends. The
assumptions used for the 1983-84 actuarial valuation weve adopted in
August of 1981 following a comprehensive actuarial experience study.

These reports indicate that every dollar of future liabilities is
backed by $.85 or more of 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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WILLIAMM,
AERC Elelineen

¥ {]

INCORPORATED

October 26, 1964

Board of Trustees

Kentucky Retirement Systems
226 West Second Street
Frankfort, Kentucky 40601

Gentlemen:

The twenty-eighth annual actuarial valuation of the Kentucky
Employes Retirement System, the twenty-fifth annual actuarial
valuation of the County Employes Retirement System, and the
twenty-sixth 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, 1984,

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 provision
will be made for the funding of future benefits.

The three Retirement Systems are actuarially sound. The Actuarial
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.

Respectfully Submitted,
WILLIAM M. MERCER-MEIDINGER, INC.

() Gl

StepWEn A. Gagel, F.S.K,
Actuary

SAG/cjb
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willlam M. Mercer-Meidinger, Incorporated

KENTUCKY EMPLOYES RETIREMENT SYSTEM
RESULTS OF THE 1984 ACTUARIAL VALUATION

Actuarial Balance Sheet

Table I, which follows, is the actuarial balance sheet of the Kentucky
Employes Retirement System as of June 30, 1584, The "actuarial balance
sheet® of the retirement system displays the fundamental relationship
hetween actual assets, future contributions, and future benefits. The asset
cide of the balance sheet is comprised of actual fund assetls plus the
actuarial present value of future contributions on behalf of current
members. The actuarial present values of all projected benefit payments to
present active and inactive members make up the balance sheet Tiabilities.

Determination of Contribution Rate

The rate of contribution by the State required to provide 8 1/2% of the
Unfunded Actuarial Accrued Liability, the employer share of the Normal Cost,
medical insurance and the expenses of administration, is shown in Table II.
The required contribution 15 expressed hoth in dollars and as a percentage
of the estimated annual State payroll as of June 30, 1984,

The actuarial methods applied to determine the wormal Cost for the year
commencing July 1, 1984 are described on page K-2. These cests 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 between Hazardous and
Non-Hazardous position employes appears in Table ITI.

Accountant's Information

Table 1V contains a calculation of the accumulated value of plan benefits as
specified under FASB Statement No. 35. under this calculation, the present
value of future benafits payable and attributable to the employe's present
accrued benefit is computed. The probabilities of termination, disability,
mortality and retirement are the same for this calculation as those used in
the reguiar valuation calculations. However, future increases in earnings
and additional benefit accruals are not projected beyond the current
valuation date.




william M. Mercer-Meidinger, Incorporated

TABLE I
KENTUCKY EMPLOYES RETIREMENT SYSTEM
ACTUARIAL BALANCE SHEET-JUNE 30, 1984

ACTUARIAL ASSETS

Fund Assets at Book Value* $ 814,553,823
Actuarial Present Value of Future Member Contributions 290,957,681

Actuarial Present Yalue of Future Employer Contributions

For Normal Costs $231,899,726

For Unfunded Actuarial Accrued Liability 201,535,007

Total $ 433,434,733

~ Total Actuarial Assets $1,538,946,237

ACTUARIAL LIABILITIES

Actuarial Present Value of Future Benefits
Inactive Members:

Retired Members and Beneficiaries $309,580,919
VYested Retirement 8,677,654
VYested Membership 2,715,150
Total - Inactive $ 320,973,723
Active Members:
Retirement Benefits $935,325,406
Disability Benefits 84,016,025
Withdrawal Benefits (VYested and
Refund of Contributions) 128,486,016
Survivor Benefits 69,044,841
Total - Active $1,216,872,288
Refunds and Expenses Payable $ 1,100,226
Total Actuarial Liabilities $1,538,946,237

ACCRUED BENEFIT LIABILITY **

VYested Benefits $ 588,815,460
Non-Vested Benefits $ 29,991,130

* The market value of assets as of June 30, 1984 is $779,306,285,

The actuarial value of assets as of June 30, 1984 is $814,553,823 (book
value of assets less refunds and expenses payabie).

The Members' Contribution Account as of June 30, 1984 is $189,421,153,

** present value of accrued benefit deferred to normal retirement date.

A1




illiam M. Mercar-Meidinger, Incorposaled

TABLE 11
KENTUCKY EMPLOYES RETIREMENT SYSTEM

AIHATION OF CONTRIBUTION RATE-JUNE 30, 1984

UNFUNDED ACTUARTAL ACCRUED LTABILITY PERCENT*

Total Actuarial Aot crued Liabitity $1,016,088,830 161.87%

Assets at Actuarial £ 814 553,821 129,76%
Unfunded Actusris wed Liability v 20UV, 535 07 I2%

Contribution - B 1/2% of {nTunded
Actuarial Accrued Liabi ity $ 17,130,476 2.73%

NORMAL COST

Retirement Bensiits $ 33,084,094 5.27%
Disabiiity Bei 3,787,874 0.60%
Withdrawal Be [Vasted and

Refund oi Contr iﬂut?@ﬁ%} 7,310,613 1.16%
Survivor Benefits 2,546 532 0.41%
Total Normal Cost $ dp,/729,113 7. A8
Less: EPamployve Contributions 25,195,469 4,01%

Normal Cost - State

&5

21,533,644 3.43%

TOTAL ANMUAL EMIPLOYE
Non-Harardous DUty

ey

20,860,606 3, 36%%*

17,040,512 2, 75%%*

Aedmindztr 734,452 0.12%%*
fEroup Hos

iﬁg 2,855, 499 0.46%**

Total 1 41,497,069 6.0U%**

Hazardous Duty Cost

Normal Cost g 673,038 9.66%% %%
8 1/2% of UnTunded Actuarial

Accrued Liabili 89,964 1,29% %%
Adminigi Ve Ex 253 8,212 0. 12%%%*
Group Hospital and de1ca?

Insurance Premiums 72,447 1. 04%%*%
Total Annual Cost 3 843,655 IR R F S

*Based on estimated annual salaries of $627,726,168,
**Based on estimated annual salaries of $620,760,732 for Non-Hazardous
Position Fmnl
***%Based on est
Fmploves.

tted gonual salaries of $6,965,436 Tor Hazardous Position
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TABLE III

KENTUCKY EMPLOYES RETIREMENT SYSTEM

CLASSIFICATION OF ACTUARIAL LIABILITIES AND COSTS-JUNE 30, 1984

Mon-Hazardous Hazardous
Position Position
Employes Employes Total

ACTUBARIAL ACCRUED LIABILITY

Active Members

Retirement Benefits

Disability Benefits

Withdrawal Benefits (Yested
and Refund of Contributions)

Survivor Benefits

$ 563,764,206
41,717,210

41,683,347
40,627,161

$ 6,609,269
448,177

(108,201}
373,938

$ 570,373,475
42,165,387

41,575,146
41,001,099

Actuarial Accrued Liability -
Actives $ 687,791,024
Inactive Members

Retired Members and

$ 7,323,183

$ 695,115,107

Beneficiaries $ 305,728,810 § 3,852,109 309,580,919
Vested Retirement 8,646,469 31,185 8,677,654
Vested Membership 2,686,664 28,486 2,715,150

Actuarial Accrued Liability -
Inactives $ 317,061,943
Total Actuarial Accrued Liability $1,004,853,867

UNFUNDED ACTUARIAL ACCRUED LIABILITY
Total Actuarial Accrued Liabifity 31,004,853,867

$ 3,911,780
$11,234,963

$11,234,963

$ 320,973,723
$1,016,088,830

$1.,016,088,830

4 3

*Present value of accrued henefit deferred to normal retirement

less Actuarial Value of Assets 804,377,261 10,176,562 814,553,823
Unfunded Actuarial Accrued

Liability $ 200,476,606 $ 1,058,401 201,535,007
NORMAL COST
Retirement Benefits $ 32,173,390 § 910,704 33,084,094
DisabiTity Benefits 3,693,789 94,085 3,787,874
Withdrawal Benefits {Vested and

Refund of Contributions) 7,264,426 46,187 7,310,613
Survivor Benefits 2,467,518 79,014 2,546,532
Total Mormal Cost $ 45,599,123 § 1,129,990 46,729,113
Less Employee Contributions 24,738,517 456,952 25,195,469
Total Normal Cost - State $ 20,860,606 § 673,038 21,533,644
ACCRUED BENEFIT LIABILITY*
Vested Benefits $ 550,596,719 § 8,218,741 558,815,460
Non-Yested Benefits 26,983,696 3,007,434 29,991,130

date.
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TABLE IV

KENTUCKY EMPLOYES RETIREMENT SYSTEM

ACCOUNTANT'S INFORMATION - JUNE 30, 1984

ACTUARIAL PRESENT VALUE OF
VESTED ACCUMULATED BENEFITS

Active Members
Retirement Benefits
Disability Benefits
Wi thdrawal Benefits (Vested
and Refund of Contributions)
Survivor Benefits

Total Active Members

Inactive Members
Retired Members and
Beneficiaries
Vested Retirement
Vested Membership

Total-Inactive Members
Total Actuarial Present Value of
vested Accumulated Benefits

ACTUARIAL PRESENT VALUE OF
N-VESTED Al LATED BENEFITS

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

Total - Active Members

Inactive Members

Total Actuarial Present Value of

Non-Hazardous  Hazardous
Position Position
Employes Employes Total

$215,700,394 $2,759,841 $218,460,235
7,801,742 221,443 8,023,185
38,874,070 143,725 39,017,795
0 0 0
$262,376,206 $3,125,009  $265,501,215
$305,728,810 $3,852,109  $309,580,919
8,646,469 31,185 8,677,654
2,686,664 28,486 2,715,150
$317,061,943 $3,911,780  $320,973,723
$579,438,149 $7,036,789  $586,474,938
$ 22,861,931 $ 597,380 $ 23,459,311
21,922,913 271,047 22,193,960
3,579,892 20,187 3,600,079
19,174,465 314,197 19,488,662

$ 67,539,201
$ 0

Non-Vested Accumulated Benefits § 67,539,201

NOTE: A1l calculations in this Table IV have been developed as specified under |

FASB Statement No. 35.

-

$1,202,811
$ 0

$1,202,811

$ 68,742,012
$ -0

$ 68,742,012




KENTUCKY EMPLOYES RETIREMENT SYSTEM

ACTUARTAT, ASSUMPTICNS

STATEMENT OF ACTUARIAL ASSUMPTIONS
(1) Mortality:

(a) Active & retired lives ~ 1971 Group Annuity Mortality
Table,. plus a duty death rate of
.0005 per year for hazardous

duty employes,

{b) Disabled lives : - Social Security Administration
Disability Mortality Rates -
Actuarial Study No. 75.

(2) Disablement - Graduated rates.

(3) Termination of employment _ Graduated select and ultimate
rates.
{(4) Retirement - Non-Hazardous:
Age Retirement Rate
55-61 05 |
62 .25 ' |
63-64 .20
65 . 10
66-67 .35
68 .45
69 .60
70 & Over 1.00

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

Hazardous: Assumed that 50% will
retire as soon as eligible for
unreduced benefits and balance
will continue to age 60.

(5) Marital status

{a) Percentage married - 100%.

{(b) Age difference - Males are assumed to be 3 years
older than their spouses.

(6) Investment return - 7.50% per year, net of expenses,
compounded annually.

(7) Compensation progression - 7.50% per year, compounded annually.
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COUNTY EMPLOYES RETIREMENT SYSTEM
RESULTS OF THE 1984 ACTUARIAL VALUATION

Actuarial Balance Sheet

Table I, which follows, is the actuarial balance sheet of the County
Employes Retirement System as of June 30, 1984, The "actuarial balance
sheet" of the retirement system displays the fundamental relationship
between actual assets, future contributions, and future benefits. The asset
side of the balance sheet is comprised of actual fund assets plus the
actuarial present value of future contributions on behalf of current
members, The actuarial present values of all projected benefit payments to
present active and ipactive members make up the balance sheet Tiabilities.

Determination of Contribution Rate

The rate of contribution by the participating Agencies required to provide
8 1/2% of the unfunded Actuarial 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, 1984,

The actuarial methods applied to determine the Normal Cost for the year
commencing July 1, 1984 are described on page C-2. 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 emplioye contributions. A breakdown of costs between Hazardous
and Non-Hazardous position employes appears in Table III.

Accountant's Information

Table IV contains a calculation of the accumulated value of plan benefits as
specified under FASB Statement No. 35. Under this calculation, the present
value of future benefits payable and attributable to the employe's present
accrued bepefit is computed. The probabilities of termination, disability,
mortality and retirement are the same for this calculation as those used in
the regular valuation calculations. However, future increases in earnings
and additional benefit accruals are not projected beyond the current
valuation date.
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TABLE 1
COUNTY EMPLOYES RETIREMENT SYSTEM
ACTUARTAL BALANCE SHEET-JUNE 30, 1984

TUARIAL ASSETS

nd Assets at Book Value* $406,187,431
tuarial Present Value of Future Member Contributions : 185,739,420

tuarial Present Value of Future Employer Contributions

‘For Normal Costs $168,799,049

For Unfunded Actuarial Accrued Liability 15,148,838

otal $183,947,887

Total Actuarial Assets $775,874,738

ACTUARIAL LIABILITIES

Actuarial Prasent Value of Future Benefits

Inactive Members:

Retired Members and Beneficiaries $114,814,974

Vested Retirement 6,660,518

Vested Membership 3,287,561

Total - Inactive $124,762,993

Active Members:

Retirement Benefits $503,777,959
Disability Benefits 47,715,176
Withdrawal Benefits {Vested and
Refund of Contributions) 65,791,656
Survivor Benefits 33,341,108
Total - Active $650,625,899
Refunds and Expenses Payable $ 485,846
Total Actuarial Liabilities $775,874,738

ACCRUED BENEFIT LIABILITY *%*

Yested Benefits $228,730,812
Non-Vested Benefits $ 28,487,202

* The market value of assets as of June 30, 1984 is $385,484,103.

The actuarial value of assets as of June 30, 1984 is $406,187,431 {book
value of assets Tess refunds and expenses payable).

The Members' Contribution Account as of June 30, 1984 is $94,569,487

*% Present value of accrued benefit deferred to normal retirement date.
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TABLE I1

COUNTY EMPLOYES RETIREMENT SYSTEM

DETERMINATION OF CONTRIBUTION RATE-JUNE 30, 1984

UNFUNDED ACTUARIAL ACCRUED LIABILITY PERCENT*

Total Actuarial Accrued Liability $ 421,336,269 104.43%
Assets at Actuarial value 406,187,431 100.68%
Unfunded Actuarial Accrued Liability § 15,148,838 3.75%

contribution - 8 1/2% of uUnfunded
Actuarial Accrued Liability $ 1,287,651 0.32%

NORMAL COST

Retirement Benefits $ 24,072,011 5.87%
Disability Benefits 2,605,489 0.65%
Withdrawal Benefits (Vested and

Refund of Contributions) 4,270,778 1.06%
Survivor Benefits 1,654,644 0.41%
Total Normal Cost s 4922 8.09%
Less: Employe Contributions 16,439,390 - 4,08%
Normal Cost -~ State $ 16,163,532 4.01%

TOTAL ANNUAL EMPLOYER COST
Non-Hazardous Duty Cost

Normal Cost $ 14,765,673 3.80%**
8 1/2% of Unfunded Actuarial

Accrued Liability 1,149,852 0,30%**
Administrative Expenses 601,306 0.15%%*
group Hospital and Medical

Insurance Premiums 1,127,168 0.29%**
Total Annual Cost § 17,643,999 LY VA

Hazardous Duty Cost

Normal Cost $ 1,397,859 9.46%%*%*
8 1/2% of Unfunded Actuarial

Accrued Liability 137,799 0.93%%**
Administrative Expenses 69,948 0,47%+%*
Group Hospital and Medical

Insurance Premiums 134,526 0.91%***
Total Annual Cost 3 1,740,132 TT. 77 %%%*

*Based on estimated annual salaries of $403,461,792,
**Based on estimated annual salaries of $388,678,728 for Non-Hazardous
Position Employes.
*%*Based on estimated annual salaries of $14,783,064 for Hazardous Position

Employes.
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william M. Mercer-Meidinger, Incorporated

TABLE III

COUNTY EMPLOYES RETIREMENT SYSTEM

CLASSIFICATION OF ACTUARIAL LIABILITIES AND COSTS~-JUNE 30, 1984
Non-Hazardous  Hazardous
Position Position
Employes Employes Total

TUARIAL ACCRUED LIABILITY
tive Members

etirement Benefits $214,992,128 $32,771,283 247,763,411
' pisability Benefits 17,721,362 1,116,221 18,837,583

Withdrawal Benefits (Vested

and Refund of Contributions) 14,814,414 181,736 14,996,150

Survivor Benefits 13,986,091 990,041 14,976,132

Actuarial Accrued Liability - '

Actives $261,513,995 $35,059,281 296,573,276

inactive Members
Retired Members and
Beneficiaries $106,547,814 $ 8,267,100 114,814,914

Vested Retirement 6,100,992 559,526. 6,660,518

Vested Membership 3,267,899 19,662 3,287,561

Actuarial Accrued Liability - - :

Inactives $115,916,705 $ 8,846,288 124,762,993

Total Actuarial Accrued Liability $377,430,700 $43,905,569 421,336,269
UNFUNDED ACTUARIAL ACCRUED LIABILITY

Total Actuarial Accrued LiabiTity $377.430,700 $43,905,569 421,336,269
Less Actuarial Value of Assets 363,903,027 42,284,404 406,187,431
Unfunded Actuarial Accrued

Liability $ 13,527,673 $ 1,621,165 15,148,838
MORMAL COST
Retirement Benefits $ 22,051,450 $ 2,020,561 24,072,011
Disability Benefits 2,499,781 105,708 2,605,489
Withdrawal Benefits (Vested and -

Refund of Contributions) - 4,117,745 153,033 4,270,778
Survivor Benefits 1,546,785 107,859 1,654,644
Total‘Normal Cost $ 30,215,761 $ 2,387,161 32,602,922
Less Employee Contributions 15,450,088 989,302 16,439,390
Total Normal Cost - State $ 14,765,673 $ 1,397,859 16,163,532

ACCRUED BENEFIT LIABILITY*
Vested Benetits

Non-Vested Benefits

$205,368,308
19,844,570

$23,362,504
8,642,632

*Present value of accrued benefitadeferred to normal retirement

$ 228,730,812

28,487,202

date.
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© TABLE IV
COUNTY EMPLOYES RETIREMENT SYSTEM
ACCOUNTANT'S INFORMATION - JUNE 30, 1984
Non-Hazardous Hazardous
Position Position
Employes Employes Total
ACTUARIAL PRESENT VALUE OF
e UM ATET BETET
Active Members :
Retirement Benefits - $ 79,314,117 $13,010,698 § 92,325,415
Disabitity Benefits 2,969,295 404,913 3,364,208
Withdrawal Benefits (Vested
and Refund of Contributions) 14,000,078 890,417 14,890,485
Survivor Benefits , 0 0 0
Total Active Members $ 96,274,090 $14,306,028 $110,580,118
Inactive Members |
Retired members and . -
Beneficiaries $106,547,814 $ 8,267,100 $114,814,914
Vested Retirement ' 6,100,992 559,526 6,660,518
Vested Membership 3,267,899 19,662 3,287,561
Total-Inactive Members ‘ $115,916,705  $ 8,846,288 $124,762,993
Total Actuarial Present Value of |
VYested Accumulated Benefits $212,190,795 $23,152,316 $235,343,111
ACTUARIAL PRESENT VALUE OF
NON-VESTED ACCUMULCATED BENEFITS
Active Members , ' 4o
Retirement Benefits '$ 13,495,898  $ 3,384,034 '§ 16,879,932 -
Disability Benefits 10,849,625 583,524 11,433,149 L
Withdrawal Benefits (Vested o
and Refund of COntributions) 4,016,598 12,824 4,029,422 =
Survivor Benefits 6,278,814 757,482 7,036,296 v
Total -~ Active Members | | $ 34,640,935 % 4,737,864 § 39,378,799 é&'
Inactive Members $ 0 3 0 $ 0 i
Total Actuarial Present Value of '
Non-VYested Accumulated Benefits § 34,640,935 $ 4,737,864 $ 39,378,799 i
NOTE: A1l calculations in this Table IV have been developed as specified under '

FASB Statement No. 35.
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COUNTY EMPIOYES RETIREMENT SYSTEM

ACTUARTAL ASSUMPTTONS

STATEMENT OF ACTUARTAL ASSUMPTIONS

1) Mortality:

(a) Active & retired lives

{b) Disabled lives
(2) Disablement
(3) Termination of employment

(4) Retirement

(5) Marital status
(a) Percentage married

(b} Age difference
(6) Investment return

{(7) Compensation progression

1971 Group Annuity Mortality
Table, plus a duty death rate of
.0005 per year for pre-retirement
hazardous duty employes.

Social Security Administration
Disability Mortality Rates -
Actuarial Study No. 75.

Graduated rates.

Graduated select and ultimate
rates.

Non-Hazardous:

Age Retirement Rate
5561 .05
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 assumned 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.

100%.

Males are assumed to be 3 vears
older than their spouses.

7.50% per year, net of expenses,
campounded annually.

7,.50% per year, compounded annually.
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STATE POLICE RETIREMENT SYSTEM
RESULTS OF THE 1984 ACTUARIAL VALUATION

Actuarial Balance Sheet

Table I, which follows, is the actuarial balance sheet of the State Police
Retirement System as of June 30, 1984. The "actuarial balance sheet" of the
retirement system displays the fundamental relationship between actual
assets, future contributions, and future benefits. The asset side of the
balance sheet is comprised of actual fund assets plus the actuarial present
value of future contributions on behalf of current members. The actuarial
present values of all projected benefit payments to present active and
inactive members make up the balance sheet liabilities.

Determination of Contribution Rate

The rate of contribution by the State required to provide 8 1/2% of the
Unfunded Actuarial Accrued Liability, the employer share of the Mormal Cost,
medical insurance and the administrative costs of the System is shown in
Table II. The required contribution is expressed both in doliars and as a
percentage of the estimated annual covered payroll as of June 30, 1984,

The actuarial methods applied to determine the Normal Cost for the year
commencing July 1, 1984 are described on page S-2. 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
empioye contributions,

Accountant's Information

Table II1I contains a calculation of the accumulated value of plan benefits
as specified under FASB Statement No. 35. Under this calculation, the
present value of future benefits payable and attributable to the employe's
present accrued benefit is computed. The probabilities of termination,
disability, mortality and retirement are the same for this calculation as
those used in the reqgular valuation calculations. However, future increases
in earnings and additional benefit accruals are not projected beyond the
current valuation date,
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TABLE 1
STATE POLICE RETIREMENT SYSTEM
ACTUARTAL BALANCE SHEET-JUNE 30, 1984

UARIAL ASSETS

d Assets at Book Value* $ 74,980,517
ﬁaria1 Present Value of Future Member Contributions 19,397,348

uarial Present Value of Future Employer Contributions
For Normal Costs $26,110,226
For Unfunded Actuarial Accrued Liability 16,200,151
Total

ol

42,310,377

tal Actuarial Assets

L)

136,688,242

ACTUARIAL LIABILITIES

Actuarial Present Value of Future Benefits

Inactive Members:

Retired Members and Beneficiaries $ 24,219,992

Yested Retirement 1,232,283

Yested Membership 34,955

Total - Inactive $ 25,487,230

Active Members:
Retirement Benefits $ 99,028,138
Disability Benefits 4,250,739
Withdrawal Benefits (Vested and

Refund of Contributions) 3,508,601
Survivor Benefits 4,360,408
Total - Active

3

111,147,886

Refunds and Expenses Payable

£

53,126

Total Actuarial Liabilities

5

136,688,242

ACCRUED BENEFIT LIABILITY **

Vested Benefits

52,486,463
Non-Yested Benefits

Ly 45

* The market value of assets as of June 30, 1984 is $69,597,388.

The actuarial value of assets as of June 30, 1984 is $74,980,517 (book
value of assets less refunds and expenses payable).

The Members' Contribution Account as of June 30, 1984 is $15,902,376

** Present value of accrued benefit deferred to normal retirement date.

=53~
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TABLE T1I

STATE POLICE RETIREMENT SYSTEM

DETERMINATION OF CONTRIBUTION RATE-JUNE 30, 1984

ACTUARIAL ACCRUED LIABILITY
Active Members
Retirement Benefits
Disability Benefits
Withdrawal Benefits (Vested
and Refund of Contributions)
Survivor Benefits

Actuarial Accrued Liability -
Active

Inactive Members
fetired Members and Beneficiaries
Vested Retirement
Vested Membership

Actuarial Accrued Liability -
Inactives

Total Actuarial Accrued Liability

UNFUNDED ACTUARIAL ACCRUED LTABILITY

Total Actuarial Accrued Liability
Assets at Actuarial Value
Unfunded Actuarial Accrued Liability

Contribution - 8 1/2% of Unfunded
Actuarial Accrued Liability

NORMAL COST

Retirement Benefits

Disability Benefits

Withdrawal Benefits (Vested and
Refund of Contributions)

Survivor Benefits

Total Normal Cost

Less: Employe Contributions

Normal Cost - State Police

-54-

$61,163,261
2,194,759

250,304

2,085,114

$65,693,438

$24,219,992
1,232,283

34,955

$25,487,230
$91,180,668

$91,180,668
74,980,517
52 ?

$ 1,377,013

$ 3,236,920
174,814

281,129
193,433

1.651.703

$ 2,234,593

PERCENT*

257.88%
9.25%

1.06%

8.79%

276.98%

102.12%
5.19%

_0.15%

107.46%
384.44%

384.44%
316.13%

5.81%

13.65%
0.74%

1.18%
0.82%

“16.39%
6.97%

9.42%




william M. Mercer-Meidinger, Incorporated

TOTAL ANNUAL EMPLOYER COST - STATE POLICE

Normal Cost $ 2,234,593 9,42%
8 1/2% of Unfunded Actuarial
Accrued Liability 1,377,013 5.81%
Administrative Expenses 14,282 0.06%
Group Hospital and Medical
Insurance Premiums ' 234,809 0.99% ’
Total Annual Cost ¥ 3,860,697 16.28%

*Based on estimated annual salaries of $23,718,048,
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TABLE TII
STATE POLICE RETIREMENT SYSTEM

ACCOUNTANT'S INFORMATION - JUNE 30, 1984

ACTUA
oLl

STED ACCUWUL

RIAL PRESENT VALUE OF
RO ETET BENEETT

BENEFTTS

Active Members
Retirement Benefits $23,993,955
Disability Benefits 797,161
Withdrawal Benefits {Vested
and Refund of Contributions) 1,667,986
Survivor Benefits 0
Total Active Members $26,459,102
Inactive Members
Retired Members and
Benaficiaries $24,219,992
Vested Retirement 1,232,283
Vested Membership 34,955
Total-Inactive Members $25,487,230
Total Actuarial Present Value of
Yested Accumulated Benefits $51,946,332

ACTUARIAL PRESENT VALUE OF
WON-VESTED ACCUMULATED BENEFITS

Active Mewbers
Fetirement Rensfits

Disability Benefits 1,026,798
Withdrawal Benafits {Vested

and Refund of Contributions) 17,155
Survivor Benefits 1,511,824

Total - Active Members

Inactive Members

Total Actuarial Present Value of
Non-Vested Accumulated Benefits

$ 5,171,190

$ 7,726,967
$ 0

$ 7,726,967

NOTE: A1l calculations in this Table III have been developed as specified

under FASBE Statewent No. 35.
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STATE POLICE RETIREMENT SYSTEM

ACTUARTAL ASSUMPTICNS

TEMENT OF ACTUARTAL ASSUMPTIONS
¥ Mortality:

(a) Active & retired lives

(b) Disabled lives

Disablement
Termination of employment

Retirement

Marital status
{a) Percentage married

(b) Age difference

Investment return

Compensation progression

oY

1971 Group Annuity Mortality
Table, plus a pre-retirement
duty death rate of .0005 per
year.

Social Security Administration
Disability Mortality Rates -
Actuarial Study No. 75.

Graduated rates.
Graduated rates.

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

100%.

Males are assumed to be 3 years
older than their spouses.

7.50% per vear, net of expenses,
campounded annually.

7.50% per year, compounded
annually.




INVESTMENT SECTION
INTRODUCTION

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 Retivement Systems. Consistent
with this provision and because the management of the several funds demands
current attention, the Board annually adopts a resolution directing its
Chairperson to appoint an Investment Committee with full power to act for
the Board in the management of investment activities. The Investment
Committee consists of three members of the Board of Trustees and regulat-
ly reports its activities to the full Board for review and approval.

In conjunction with the Investment Committee concept, the Board also adopts
an "Investment Policy” which defines cbjectives and guidelines for the
operation of the Investmwent Committee. This policy is reviewed and updated
on a periodic basis. At June 30, 1984, the investment philosophy as stated
in the "Investment Policy" reads as follows:

"The Board of Trustees of the Kentucky Retirement Systems
recognizes its fiduciary duty not only to invest the
systams funds in formal compliance with the Prudent Man
Rule but also to manage those funds in continued recog—
mition of the basic long term nature of those systems.
The Board of Trustees interprets this to mean, in addition
to the specific guidelines and restrictions set forth in
this document, that the assets of the three Systems shall
be actively managed - that is, investment decisions
regarding the particular sccurities to be purchased or
sold shall be the result of the conscious exercise of
discretion. Iurther, the Board of Trustees recognizes
that, commensurate with its overall objective of maxim-
izing long-range return while maintaining a high standard
of portfolio quality and consistency of return, it is
necessary that proper diversification of assets be main~
tained both among and within the classes of securities
held. Within this context of active management and the
necessity for adherence to proper diversification, the
Board of Trustees relies upon appropriate professional
advice."

This year, the Board of Trustees undertook a major revamping of the invest-
ment management program. The purpose was to provide greater diversification,
to increase the rate of return and to reduce volatility. Working with the
assistance of William M. Mercer-Meidinger, Inc., an investment consulting firm,
the Board adopted a more progressive policy for investing retirement funds.

The major new features of the investment management program include egtablish-
ing an Active Bond Portfolio, an Index Equity Fund and an Opportunity Equity
Fund. The Board also authorized real estate investments for the first time.
Assets of the systems will be allocated among the various investment components
as shown on the following page.
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ASSET COMPONENTS PORTFOLIO ADVISOR

‘Balanced Portfolio 65% Capital Supervisors, Inc.
-.Active Bond Portfolio 18% Ioomis, Sayles & (o.
 Index Equity Fund 10% In-house

.Real Estate Portfolio 5% Heitman Advisoxy Corp.
Opportunity Equity Fund 2% (1)20th Century Growth Fund

{2)Acorn Fund

In addition, the Board approved the creation of an Investment Section within
the Kentucky Retirement Systems to closely monitor the various asset components.

The following charts clearly illustrate the greater diversification that will
be achieved when the new structure is fully implemented.

ASSET ALLOCATION GUIDELINES
{Book Value)

1983 (ACTUAL) 1984 (OBJECTIVE)

FIXED

FIXED CASH INCOME

EQUIVALENTS
16 %

CASH EQUIVALENTS

INCOME 27 % CPPORTUNITY EQUITY

57 9%

INDEX EQUITY
ACTIVE

8GNDS
18 %
REAL ESTATE

The total rate of return (income plus realized and unrealized capital
appreciation or depreciation) for the entire portfolio for the vear was a
negative 1.5%. While this is considerably less impressive than 1983's return

of plus 38.2%, it shows the strength of Kentucky Retirement Systems when compared
to other performance indicators. The S5&P 500 Stock Index was down 4.6% the Dow
Jones Industrial Average was down 2.8% for the same period and the Lehman,
Government-Corporate Index showed a slight gain of 1,8%.

An examination of the tables presented on pages 62 and 63 will indicate that the
retirement systems are continuing to realize positive growth in both portfolio
size and portfolio income.
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Capital Supervisors, Inc./ 20 North Clark Street, Suite 700, Chicago, |llinois 60602 / Phene (312} 236-8271

August 14, 1984

A. Lee Thurow
President

Board of Trustees

Kentucky Retirement System
226 West Second Street
Frankfort, Kentucky 40601

During fiscal 1984 we purchased $47.4 million in stocks. We sold

$46 million with a gain of $8.2 million. Net for year we were neutral
in common stock allocation. The market declined during the period so.
our posture of not being aggressive on stocks was warranted.

The fixed income segment of the portfolio remains active with purchases
in excess of $80 million face value at average yield just under 13%.
During this same period maturities and repayments of about $10 million
occured on coupons wnder 10%, thus continuing the trend of improving
overall yield.

We also had bond swaps involving over $65 million at face value that in
all cases matched or improved yield to maturity. In the process of
doing the swaps, we also slightly improved overall quality and
marketability.

2s of June 30, 1984, cash equivalents represented 6% of assets at market
value, stocks 42%, and bonds 52%; overall yield on these assets was 9%.

Iast year we talked about absolute gains with the portfolio increasing
38.2%. 'This year we have to emphasize relative performance. The total
portfolio declined ~1,7% this fiscal year. This campares with total
returns of -4.6% for the Standard and Poor's 500, -2.8% for the Dow
Jones Industrial, and -6.2% for Salomon Brothers Long Term, High Quality
Bond Index.

June 30 this year was the wrong date for evaluation as both bonds and

stocks were near their lows for the last 12 months. If we used today's

prices for our evaluation, the portfolio would have positive mumbers.
Respectfully sulmitted,

CAPITAL SUPERVISORS, INC.

By: Bee T Meeromer—

“Tee Thurow

President

A

re R, ‘Tonneman
Executive Vice President
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BOSTON
CHICAGO
DETROIT
LOS ANGELES

OOMIS-SAYLES-&-COMPANY SR
: INCORPORATED p;.ﬁEADEuI}H‘A

SAN FRANCISCO
INVESTMENT COUNSEL WASHINGTOM

400 RENAISSANCE CENTER
SUITE 2770
DETROIT, MICHICAN 48243
AREA CODE 3 567-3700

July 23, 1984

d-of Trustees

icky Retirement Systems
West Second Street
kfort, Kentucky 40601

r Trustees:

ing the nine months of your past fiscal that we have had the opportunity to
“with a portion of your fixed assets, the bond markets have retraced a good
ortion of the strong gains achieved in 1982/1983 fiscal year. Below is a
ilimpse of the fixed markets during the past year:

Year Ago 6/30/83 - 4:p.m. Close 6/28/84
90 Day Treas. Bills 8.75% 9.83%
Long Treasuries 11.19 13.63
AA Utilities 12.00 14.90
AAA Industrials 11.40 14.30

ring this bond market decline we have focused our efforts on shorter, less
vulnerable maturities in an attempt to increase yvield while shortening the
uration (volatility) of the portfolio. As shown below through May of this year
he portfolio experienced a substantial increase in short maturities while yield-

maturity and current yield have increased. Even though average maturity
ncreased from 7.24 to 8.02, duration fell from 4.51 to 4.25 indicating a Tess
latile more defensive portfolio.

KENTUCKY RETIREMENT SYSTEMS FIXED INCOME

- 10/31/83 5/31/84 - 6/30/84
otal Fund Market $205,743,891 $218,530,573 $201,858,630
ne Year Maturities 13.8% 9.8% L07%
Short Term 22.5% 32.0% 37.09%
Medium Term 30.6% 27.9% 30.15%
' 33.2% 30.3% 32.69
Avg. Maturity {(Yrs.) 7.24 8.02 8.65
. i 4,51 4,25 4.62
Yield-to-Maturity 11.42% 13.54% 13.69%
Current Yield 8.97% 10.38% 10.66%
Governments 72.7% 63.8% 69.3%

Portfolio 9 month total rate of return -.7%

Since May, our strategy continues to place an emphasis on shorter maturities with
small cash reserves until better evidence is available that a sustainable decline
in interest rates is at hand.

st regards,

-61- e

Let Munder




PORTFOLIO INCOME GROWTH
(interest and Dividends)
6/30/65 through 6/30/84
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PORTFOLIO GROWTH
{at book value)
6/30/65 through 6/30/84
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STATISTICAL SECITON
INTRODUCTION

Several statistical tables are presented in this section of the report
to accommodate the reader who has more than a cursory interest in the
operations of the retirement systems. All tables present a data analysis
as of June 30, 1984, and in rost cases, several years of historical data
are available for comparison purposes.

Retirement Payments

The benefit payments as of July 1, 1984, 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 Fmployes Retirement System, State Police Retirement System
and Kentucky Teachers® Retirement System for purposes of determining
eligibility and amount of benefits. For example, an amplovee with an
account in the Kentucky Employes Retirement System and the County Employes
Retirement System will have these accounts consclidated to determine the
five high yvears 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 situations where a worker has only a few
months service in a system. These small benefit allowances are important
to the 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 from 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 disbursed.

Table 1 provides a graphic display of the average monthly retirement
benefits received from each system based on the years of service for those
receiving benefits as of June 30, 1984,

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 the beneficiary. If "Member" is shown, the retiree is receiving monthly
payments. If "Beneficiary” is shéwn, the beneficiary is receiving the
monthly payment as a result of the death of the member.

The several options available upon retirement enable the retiring public
amployee to select a plan that best suits his needs and those of his
family after his retirement. Tables 2, 3 and 4 reveal that 57% of the
recipients selected period certain or survivorship options with the
remaining opticns payable in full during the recipient's lifetime.
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The 1982 General Assembly enacted legislation which provided all
recipients benefit increases on July 1, 1982 and July 1, 1983. The
1982 increases ranged from 1% to 15% and 1983 increases ranged from
.5% to 9.5%, depending on how long the recipient had been receiving
benefits.

Table 5 provides a geographic distribution by county of the
retirement payments that were made during 1983-84 fiscal year.

Membership Statistics

Table 6 provides a graphic presentation of the membership in the three
separate systems. Statistics are presented from 1965 to June 30, 1984,
and each membership classification (active, inactive and retired) is
separately identified.

financial and Actuarial Statistics

Statistical data for the last seven fiscal years is presented in Tables
7 through 9 to indicate the financial and actuarial progress attained
by the three retirement systems.

A review of the actuarial data presented in these tables clearly
demonstrates that the separate retirement systems remain financially
sound. Funding levels are in accord with the statutory provisions
and all three systems have a positive rate margin.

Source and Use of Funds Since Inception

This statement (Table 10) indicates the value of a funded retirement
system. Observe that since inception, employer contributions account
for 39% of revenues, and investment income accounts for nearly 32% of
revemies.

Investment 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
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.

Mdministrative Expense

An itemized report on administrative expenses for the past seven years

is shown in Table 11. The lower portion of this table indicates how
administrative expenses were allocated to the three separate retirement
systems. Administrative expense per account in 1984 was $9.96. When
considering that the average account has a value of more than $10,800, the
administrative expense per account is less than one-tenth of one percent
of the average account value.
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tural Arrangements

- Aéﬁprovided in KRS 61.645, the Kentucky Retirement Systems had
contracts in place during 1983-84 with the following fimms or
individuals to provide the services indicated.

Actuarial ServiCeS.,rccsevessaasssvonns William M. Mercer-Meidinger, Inc.
2600 Meidinger Tower
Iouisville, Kentucky 40202

Auditing ServiceS.seeseeerrssnccnanons Coopers & Lybrand
3500 First National Tower

Iouisville, Kentucky 40202

Investment Counseling Services........ Capital Supervisors, Inc.
20 North Clark Strect

Suite 700
Chicago, Illinois 60602

foomis, Sayles & Co.

400 Renaissance Center
Suite 2770

Detroit, Michigan 48243

Heitman Advisory Corp.
1800 North LaSalle Street
Suite 3600

Chicago, Illinois 60601 -

Custodian of SecuritieS...veeirecneea- Farmers Bank & Capital Trust Co.
Farmers Bank Plaza
Frankfort, Kentucky 40601

Asset Management :
Consulting Services.....ceiraasrass William M. Mercer-Meidinger, Inc.
400 Renaissance Center
Suite 800
Detroit, Michigan 48243

Medical EXamMiNerS..escscecesessnasonss Provided by private physicians
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