- 52ND ComPONENT Unit FINANCIAL REPORT
- oF THE TEACHERS” RETIREMENT SYSTEM
R OF THE STATE OF KENTUCKY ©~

- For THE FiscaL YEAR ENDED
- Jung 30,1992

: KENTUCKY TeACHERS’ RETIREMENT SYSTEM
479 VERSAILLES ROAD
Frankrort, Kentucky 40601-3868

‘PAr N. MILLER -
EXECUTIVE SECRETARY

: This report was prin ted on recycled paper, - :
" The cost of printing was paid from state funds pursuant to KRS 57,375



- Certificate of

‘Achievement

for Excellence
in F1nanc1al
Reportlng

Presented to

Teachers Retlrement
System of the State of -
Kentucky

| o For its Component Umt

2 " Financial Report .
| for the Fiscal Year Ended
June 30, 1991 -

A Certificate of Achievement for E.xcellence in Financlal

Association of the United States and Canadato
_government units and public employee retirement
systems whose component unit financial
reports (CUFRs) achleve the highest .
standards In government accounting

" and financial reporting. -

" President

%\m Dlrector

Je e ek e ek ok ek kR k ok ok ko ko Aok T ekkok Rk ek ko kA k kK k ok kK ok

Report!ng is presented by the Government Finance Officers _

B e RIS o DAY
A L P e R S e R o
Rablay 2 R 2 R R
B R L e

T

N

R b S
SR e



TABLEOECONTENTS**************************‘k******

TABLE OF CONTEN'I‘S

INTRODUCTORY SECTION

Page

Letter of Transmlttal O OO PO ettt e eanas eeeetn e e e ae e sn et e s ee e senea et eenRsererer 2
Chairperson’s LEHEr ..o P — R edtasrassaarnassisaraans e 3
Board of Trustees .ivurenne. et bep s e aats wressansensenare et nens reeiasrersrentaess st e s abaee eveievenerers’ 4
Administrative Staff and Professional Consultants et se et Teeressiresninies easretsiibesesrssisnstesnd B
Organizational ChATt .ot Her b TR

- System HighHghts i ST ST 4

. [l FrNaNcIAL SecTioN

Independent Auditor's REPOTt i osmirisiss SOOI s s 12

. Basic Financial Statements ' ' - L ' T

" Balance Sheets: ... .weernmmernesssesmssnsessenssinans rernessannaes ettt st e e s n e raedee e ntes censiersirenrenrsions 13

" Statement of Revenues, Expenses, and Changes in Fund Balances ......... P SO OO PH TR .14
Statement of Cash Flows ... TP e ieisaes errereres ereerr ettt s enr e s sreen 16
Notes to Financial Statements ....o.ovein. evsraiveraneaons N pererearirraeenrans erenersenrarerens eteeresisanes e erenireraiens 17
Required Supplementary Information , : o _ n
Analysis of Funding PTOBIESS ...cwviniiinmitiisssissessises RO s iensnes 27
Revenues by Source and Expenses by Type ..., O 0T AU PO 28

SUPPORTING ‘SCHEDULES

Summary of Investments ............. S PRI S O v 30
Summary Schedule of Cash Receipts and Disbursements ..o e - s 32
Member Reserves ....cveevinee rerreriersantres e orsenenrensenss e reres vevestintensessaseerbnnersissranrasne Cerenrienenns ererresereisesaratenees 33

. Employer Reserves ... FO T OOV OO STVOR U ienrrnnensi oottt e raners e 34
‘Benefit ReSErves ..o e e RO U YU ST RO SOOI R 35
Medical INSUFANCce RESEIVES ..cveeerninisesiesressensenns fveen R SO 1. I
403(b) Program RESEIVES teversiresersersesisssessesses drrervernrsvensessonsenes eerieerenie e st st a s bR sa e s tate earensrsresrrseniases 37

~ Capital Construction Reserves . ' resvriians ' vy e .

: Unallocated ReServes i, e e s e s e e en et bl ST RPION

lACl"UARIAL SECTION

Actuary’s Certification Letter ........... S R [P SPOTP PR oserens 427

SUMMATY Of PHNCIPAl RESUILS ...uucveuseivismmnresrismassssssesssismmssessssssssssnsssssesnmsssismsssssssssesssonses Goresrnsine ooy avsreirenns .43

Membership Data ,..vvvvuvsvusee e sttt R rerserenen s cetverere e seraes 44
ASSELS s O S SO RO SOOI 44

LA R]

ek ok ok ok Ak ok ok ok ok ok ok Rk ki *********************



- TABLE OF CONTENTS (CONTINUED)

. Page'
. Comments OR VAIUAHON - oereseseivmenen SRS pariareene psmrenessssesssa s s sars st ssssaessssinssarsneaseoscsenes 46
_ Contributions Payable Under the System....-;...-..; ...... ZT OO RO sttt sesnsinsesesesnsessees 46
Comments on Level of Fundmg ............... denree e s e s iy desaseen 47
“Accounting Information ........... TR ORI SR NP O e 48
Results of the Valuation Prepared as of ]une 3{} 1991 .......................... i s SRR deroeien 50 -
Outline of Actuarial Assumptlons and Methods ..veevererrvenns venerensanris JERRR rentensbeseese et e ensasaene crevsesisensineen 51
Solvency Test v BT T USRS U UIIUPRI PRI ettt isaene R berraerrernteais ; 53
Schedule of Active Member VaIuatmn Data................,..-....'..‘.......' ............... ST RPN RO e
“Schedule of Rehrants, Beneflcmrles, and Survivors Added to and Removed FrOM ROIIS 1ot rereresionens

STATISTICAL SECIION ‘

Growth i ANNUIEANES (i i s s insiss e se s sas s ebsasss e dorasesaasdasas
Growth in SETvICe REHTEIIEIES L. ieresivsersesriasiusessessesivnisissisasiosisessssonssetsssosionisnsasbosssesssossssessessassansissssssieivareranssains
Average Benefit PAYMENES .. iionrmsivcesmmsrinssissessssnssssessssens S S O ST 57
Average Benefit Payments (all rec1p1ents)
Summary of Revenue by SOUTCE uverirvrersisniveinion S O O OO T O T TP PO OOPRTOPRPOPOE: e D8
Summary of Expenses by Type ........... pernsis PO risrusssassutnndisntsursareininathasassaninnis SNV 58
Geographical Distribution of Retitement Payments ... E T S U TR ST A TOROROR 59 .
Summary Of State Budget Appropriation ......ieireisiesnrereisennisessseans R R, VR SRR .3 |
Total Returi on KTRS INVESHMENES vviviiveiiersienionnimiionises ereeta i resetebranans eereiterrarisrnteseegaenesramaserd enverienienes 61 :
Summary of State Match and Supplemiental Appropnahons....‘.............._...' S TP RO i 62 L
Summary of Retiree Sick Leave Payments ... s tverve e S s e e s R a et sasnes pererrennasaiaes ST - S
School Districts Electing to Pay for Sick Leave i......ccoreursereniie. verveendeneninas TR PR TP v
‘Schedule of KTRS Annuitants by Type of Beneflt et e s sasseies OO
- Distribution of Active MembETS .......ieuieruiinnmensreienees — s reerserienes rveseden vt reraseraseis e 66
KTRS Schedule of Participating Emponers TR IT L s ceestmmieenresesiony 67
INVESTMENT SECTION
© TEIVESEINEIES wevovvnsnsiesseneiassbpsesstosssrasessesessbesesnetnssestonsastsstsssassssamnessstoeissssnssnnsessansensassassassenessesoasossaisnsinsssoecoesssainnsssenes 700
Distribution of Investments ............. reererer et vt aes s ST SeessasmsmsesLerses iR st n e R R R 71
Investment Portfolio Growth .....:......... ........ erenerein S Cevertonsens Cevernens e s rreeseeereseesrerens 72
Investment Thcome GrOwWth ... vemeiesiisinns reresbie s et s e et seass e it srenebaneies 73 -
. Net Indicated Yield on Fixed Dollar ASSets ....wwrerssersesnen SO SO v rerenrsernas rerermsrnrssssrenonnes 74
~ Analysis of Investments Held as of June 30 1992 sttt e bbbt [UUINPRTRON < I
Detailed Listing of Investments ..... ORI S T A A S, s 76
Short Term Investments ... PO BRI wessansesina PP O et i 76,
U.S, Government Obllgahons S SRS iereirerenns Seereeeeesrnnas e
COTPOFALe BONAS coccvvvvvvivssomemsesnissesississssssssisesssisbunisdiniunssusans R, SRR Hresreerinssnse s easiier
. Other Fixed Income INVESIMENtS .ooo..soounissmspessersessmersesssmmsssseasons iarnniindrinnseseras TR NSRRI . S
. Real Estate Equity ., ......... srersbgeniinsaien it e s et R s bpes rniiensennis 86
Common SEOCKS ovsivnnrvesessseeesessssssssent freseesieneansansensensens s sasbanrans prresbensensateneee Garesereirestaianiabiassiapeesresanons rensienns 87

N -

FHKA KKK KRR kKRR Ik A Ak IV hk kA ko ko k ok k kA k* kA KA KK

TEARD D ke ke ok S ek ok ok ok ok ok ok ok ok Kk ok ok ok ok k k& & TABLE or ConTens

A



ko k ok k ok ok ok o ok kK K KK K

E .kThe. Kentucky . Constitutibns of ‘1792 and 1799
‘contamed laws dealmg with horses but made' |
no provisions for pubhc educatlon.

‘ ****‘k‘k*k************* |

- Infon-mt-mn taken from "From the Fort to the F uture: Educating the Cht'!dren‘of :
Kentucky," edited by Edwin Ann Doyle, Ruby Larson and Anne Armstrong
Thompson, p x (Preface).
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TEACHERS' HETIFIEMENT SYSTEM
OF KENTUCKY |

CHAIRPERSON, SOMERSET
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JUDITH R. GAMBILL

VICE CHAIRPERSON, ASHLAND .
X . I PAT-N. MILLER |
RCBERT M. CONLEY, PAINTSVILLE = EXECUTIVE SECRETARY
{602) 6584-3268

EARLE V. POWELL, FRANKFORT
J. KENNETH SHADOWEN, BENTON
BARBARA G. STERRETT, LEXINGTON

-

" EXOFFICID
THOMAS BOYSEN- !
CHIEF STATE SCHOOL OFFICER ‘Berving Ksnrucky Teachers
FRANCES JONES MILLS - Since 1940
STATE TREASURER
‘December 1, 1992

~ Honorable Brereton C. Jones, Governor . T ' T T
- Commonwealth of- Kentucky :

Capitol Building :

Frankfort, Kentucky 40601 a .

Dear Governor }0nes-

Itis. my pleasure to submit the 52nd Annual Report of the Teachers' Retlrement System of the State of
: Kentucky for the fiscal year ending on June 30 1992 ‘

o ' State law provides the_ legal reqmrement for the publication of this report and in addition fequfres an
annual audit of the retirement system. The auditor's opinion letter is in the Financial Section of this report.

" The Board of Trustees has produced an annual réport that will provide you and the General Assembly,
“as well as the general public, with mformatlon ‘necessary to gam a better understandmg of the Teachers’
Retlrement System : :

The audxtor s letter, the financial information, the actuary s opinion and supporting data a!ong with the
statistical data areall presented from the perspective of not just a statutory requirement but rather from the
perspective of providing information that will assist public officials and others not associated with the
Sysl;em onadally basisto prowde the necessary support forthe continued financial soundness of the System.

The Board of Trusteesistotally committed to the conhnued operationof an actuana]ly sound rehrement
system. The support that you and the General Assembly have demonstrated in the past is an essential part
of this commitment, and we look forward.to conhnumg this good relationship in the future.

o~ S

Respectfully submitted

Pat N, Mlller
-Executive Secretary

-
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... CHAIRPERSON'S LETTER | o

‘wowmews  TEACHERS' RETIREMENT SYSTEM |
. VIRGINIA MURRELL ' OF KENTUCKY Lo \ -

CHA{RPERSON, SOMERSET ' _ N

JUDITH R. GAMBILL

‘ LAND -
VICE CHAIRPEHSON. ASH PAT N, MILLER %
. INTSVILLE EXECUTIVE SECRETARY
ROBERT M. CONLEY, PAIN {602) 5643266 . {

EARLE V. POWELL, FRANKFORT
J. KENNETH SHADOWEN, BENTON
BARBARA G. STERRETT, LEXINGYON

-EX OFFICIO-

. THOMAS BOYSEN + N , »
CHIEF STATE SCHOOL OFFICER <. Serving Kentucky Teachers

' Since 1940
FRANCES JONES MILLS :
STATE TREASURER December 1, 1992

Honorable Brereton C. Jones, Governor ,
Commonwealth of Kentucky ' ' -
Capitol Building : - o ' - :
~ Frankfort, Kentucky 40601 _ : e

Dear Governor Jones:

On behalf of the Board of Trustees of the Kentucky Teachers' Retirement System, I am pleased to present
this 52nd Annual Report for the fiscal year ended June 30, 1992. The report pr0v1des an m-depth review of
the financial, actuarlal and investment status of the Retirement Fund,

The financial integrity and actuarlal soundness of the system are attested by the accompanymg reports

of the independent auditor and the consulting actuary o ) o

The Board of Trustees is committed to assuring that the retirement funds are managed in a prudent

mannerand that thesystem remains fiscally sound. Members of the system must continue tolook to the future
with confidence that their contributions, along with those of the Commonwealth, will be utilized to prov1de

the best renrement possable " ‘ '

The Board of Trustees appreciates the cooperahon extended to it by the Governor and the General
: ASSembly This cooperation will help the system to not onIy meet current challenges but to also make timely
provisions for the future.

’ The Board of Trustees pledges to continue toadminister the affairs of the Kentucky Teachers Retirement
System in the most competent and efficient manner possible.

Sincerely,

' 3 L ’ : ' T
Virginia Murrell -

Chairperson
Board of Trustees
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ADMINISTRATIVE STAFF

Kentucky TEACHERS' RETIREMENT SYSTEM
479 VERSAILLES ROAD
FRANKFORT, KENTUCKY 40601-3868

EXECULIVE SECIELALY vovvunneirvrsrimasenssisssassasmosossassasmesnsssisessasenes weeseennenns Pat N. Miller
SR | (502) 564-3266
Deputy Executive Secretary for Administration Billy F. Hunt
. ‘ S ‘ (502) 564-3266

-Deputy Executive Secretary for Investments rervenes SEUATE A, Reagan CFA

(502) 564-2057
P ROFESSIONAL CONSULTANTS
Investment Advisors - Investment Consultant
Fixed Income and Equity Manager -~ Becker, Burke Assomates, Inc
Todd Investment Advisors 5 ‘ Suite 1000
3160 First National Tower =~ N 221 North LaSalle Street
Louisville, Kentucky 40202 : Chicago, Illinois 60601
Fixed Income Manager | Investment Custodian
National Asset Management - Farmers Bank and Capital Trust Co.
101 South Fifth Street \ _ ' Farmers Bank Plaza
Louisville, Kentucky 40202 - : ' Frankfort, Kentucky 40601
Equity Managers , ' Actuary
-Brinson Partners, Inc, - George B, Buck Consultmg
Three First National Plaza o ' " Actuaries, Inc. -
70 West Madison Street, 9th Floor ) Suite 1060 _
Chicago, Illinois 60602 o 200 Galleria Parkway N.W.
' = : ‘ Atlanta, Gedrgia 30339
Invesco MIM INC : _ 2
Suite 500 | N o | Auditor
~ Atlanta, Georgia 30309 , _ " Box 698

Frankfort, Kentucky 40602
Wellington Management Company , .

75 State Street _
Boston, Massachusetts 02109
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BOARD OF TRUSTEES

| EXECUTIVE SECRETARY |
PatN. Miller = .

INVESTMENTS - | | ADMINISTRATION
-~ | - Stuart'A. Reagan :

S :  BillyF.Hunt -
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. | o SysTEM HIGHLIGHTS

ACCOUNTING SYSTEM AND RBPOR’I‘S

This report has been prepared to conform with the principles of governmental accountmg and reporting as established

- bythe Governmental Accounting Standards Board and the American Institute of Certified Public Accountants, Thisreport

was prepared by the Kentucky Teachers’ Retirement System (KTRS) comptroller's section. Responsibility for both the
accuracy of the presented data and the completeness and fairness of the presentation, mcludmg all disclosures, rests with
KTRS. KTRS believes the data, as presented, is accurate'in all material aspects; that it is presented in a manner destgned _

tofairly set forth the financial position and results of operations of KTRS as measured by thefinancial activity of its various

funds; and that all disclosures necessary to enable the reader to gain the maximum understandmg of KTRS's fmanmal
affairs have been mcluded

The accrual basis of accounﬁﬁg is used to record the assets, liabilities, revenues, and expenses of the System. Revenues

of the System are taken into account when earned without regard to the date of collection, and expensesarereécordedwhen -

the corresponding liabilities are incurred, regardless of when payment was made Fixed assets are recorded at cost and
deprec1ated over the estimated useful hves of the assets. :

In developmg and evaluatmg KTRS’s accounhng system conszderatlon is given to the adequacy of internal accounting
controls. Internal’accounting controls are designed to provide reasonable, but not absolute, assurance regarding; (1) the
safeguardmg of assets against loss from unauthorized use or disposition; and (2) the reliability of financial records for
preparing financial statements and maintaining accountability for assets. The concept of reasonable assurance recognizes

* that: (1) the cost of a control should not exceed the benefits likely to be derived; and (2) the evaluation of costs and beneflts c
Tequires eshmates and judgements by management. . - : ;o

All mternal controI evaluatlons ‘occur w1thm the above framework We beheve that KTRS's mternal accountmg controls
adequately safeguard assets-and prov:de reasonable assurance of proper recording of financial transactions.

. _ ; S REVB’NUES
The reserves needed to finance retirement and other member benefits are accumulated through the collection of member
and employer or state contributions and through income derived from investment of reserve funds. Contributions and |
investment income for the fiscal year 1992 totaled $816,051,613. This represents an increase of 9.7% over fiscal year 1991
revenue. The rate of increase for member and employer contributions over fiscal year 1991 was 9.1% and 11.6%
respectively, KTRS's overall revenue growth for the 1992 fiscal year was affected by mcreased employee and employer

' contrlbutions

Exrmsns

T

The pnmary purpose of aretirement system relates to the purpose for whichit wascreated, the paymentof bene fits. These -
payments, along with refunds of contributions to terminated employees, insurance premiums for retired teachers, and
the cost of administering the System, compnse the total expense. Expenses by type for 1992 and 1991 are shown for
comparative purposes. :

Retirce Benefits - b : $ 2320. $ 207.9 $ 241 11.59

Disabilities . - o S 119 . 107 12 | 1121

Survwor/Death Beneflts B o 74 7.1 3 423
" Refunds N . . 65 68 - (3) 441

Medical Insurance : , ' 42,6 365 | 61 16,71

Administration o : 51 3.8 1.3 | 3421

' $ 3055 | $ 2728 $ 32.7 1199
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* Theincreasein medlcalmsurance cost of16.7 percent whllelarge,ls comparable toincreases other medlcalmsurance plans
have incurred, KTRS is reviewing the medical insurance plan to determine if any changes need to be made to the plan _
‘The increase in administrative cost of 34.21% can be attrlbuted to investment counseling and processmg fees mcreasmg
due to a larger 1nvestment portfollo : .

INVESTMsNrs - -

The mvestment portfoho isa substantral contributor to the System Ttis estimated that income from 1nvestments w111 :
provide more thanone-half of the funds thatare paid tothe average retired member. Theinvestment portfolioexperienced .
~ significant growth during the year. The par value of the portfolio increased from $4,320,181,343 to $4,810,134,730 during -
the 1991-92 fiscal year.- The growth of the portfolio is due to higher teachers’ salaries and the corresponding effecton
; contributions, as well as investment income. Resulis for the fiscal year show that investment i income exceeded $372 2

_ ‘mllhon This flgure is somewhat larger than last year’s total of $343 1 m11110n S T

The totaI mvestment income earned by the System canbe attrlbuted to two separate activities. The largest component

$372, 240,446, fesults from investiment income to the System’s investment portfolio. The second item affecting investment .
- income is a special maintenance reserve account that is dedicated to a speclhc real estate holding in the mvestment
portfolio This amount totals $13 752 for 1991-92 '

Accordlng to KRS 161.430 the KTRS Board of Trustees has the authonty to invest the assets of the System The ‘Board of
Trustees, generally, delegates investment authority to an Investment Committee that is cornpnsed of two Trustees and
the System’s Executive Secretary. The Investment Committee works closely with exper:encedmves tment counselors who
are contracted by the Board of Trustees to provrde investment adv1ce L

_ ‘FUNDING.‘ o

The mostxmportant consrderatlon fora retlrement system is thelevel of fundmg 1trecelves Thebetter thelevel of fundmg, L

the larger the ratio of assets accumulated and the greater the level of investment income potenhal ‘Also, a better level of
_funding gives the participants a higher degree of assurance that their pension benefits are secure. The advantage of a well- .
: ’funded plan is that the partlcrpants can look at assets that are irrevocably comrmtted to the payment of benefits.

KRS 161. 550(1) estabhshes the state’s fundmg level at an amount equal to that contnbuted by all members In addmon

to the matching requlrement the state is requ:red to provide a supplemental appropriation of 3.25% of total members” S

salaries. In the event annual appropriations are not sufficient to meet these statutory requn‘ements, the statute requlres i
the state to make up the def1c1t in the next blenmal budget : :

The last actuanal valuat]on was conducted at]une 30 1991. The actuarlal accrued hablhty of the System was $5 716 thhon
Thereservebalancefromparhcrpantconmbutlonsfromemployers,employees,andmvestmentmcome was$4.135 billion.. "
The amount by which the accrued habrhty exceeds the reserves, or the unfunded liability, totaled $1.581 billion on ]une K

30, 1991

CURRsNr AND _FUTURs DEVELOPMENTS

1992 GENERAL ASSEMBL‘! LEGISLATION

The1992 General Assembly approved the Governor' sbudgetrecommendatronof fully fundmg KTRS The Governor
~ also recommended that $20 million of the KTRS appropriation be used to provide much needed relief for the KTRS
- medical insurance plan, KTRS had requested that the employermatchmgratebemcreased Duetothe unavaxlablhty ‘
* of additional state revenues, however, the Govemor and General Assembly dec1ded thata one~t1me dlversmn of -
pension funding was appropriate. ‘ : S

‘ In addit'ion,_ the General Assembly granted anad hoc2% cost-oféliving adjustment for KTRS retirees as of July1,1992
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and 71993. The minimum value for a year of service was increased on July 1, 1992 from $220 _td $240.

KTRS MEeDICAL INSURANCE PLAN

Dunng the 1991-92 fiscal year KTRS medical costs contmued to increase at astronomical rates. KTRS's 1992-94

" biennial budget requested additional funding from the Commonwealth, but due to difficult economic times these
funds were notavailable. The General Assembly addressed the problem by earmarking $40 million of the regular
pension appropriation for KTRS's medical insurance program.

In addltwn the KTRS Board of Trustees estabhshed a cost-sharlng plan requiring retirees to opay a percentage of the
cost of their insurance. :

. TheSystemrealizes that these means alone willnot solve the medicalinsurance fundlng crisis. Additional steps must

- be taken through legislation on both the state and national levels in order for true cost control to result. Meanwhile,
KTRS will address the problem by either increasing revenues to the insurance fund, ad]ustlng coverage to meet -
existing revenues, or a combination of the two. -

PROFESSIONAL SEerces

Profesauonal consu]tants are appomted by the Board of Trustees to perform professmnal services that are essential to the '
effective and efficient operation of the Kentucky Teachers’ Retirement System (KTRS). A certification from the certified

* public accountantand actuary are enclosed in this report All of the consultants appointed by the Board are listed on page
5 of th:s report :

Our GRATITUDE'

Mrs. Arlene Romineof Mt, Washmgton retired from the Board of Trustees effectlve ]uly 1,1992. Herservice began in1977
and besides serving as Chairperson and Vice Chairperson of the Board, she has in recent years served as Chairperson of * -
the Medlcal Insurance Committee, . :

The leadership she has demonstrated will be missed by the Board and the staff of the Systé‘m Many member benefit
improvements took place during her tenure, including an increase from 2% to 2.5% for a year of service in the retirement

~_formula along with the elimination of age 55 for full retirement with 30 years service. In 1988 the 30 year retirement with
~ full benefits was reduced to 27 years. Assets of the System grew from just under $600 million to over $4.5 billion.

Mrs. Romine was a most dedicated member of the Board of Trustees and worked to protect the System as well'as provide
benefits for active and retired members. We wish the Romines many happy and productive years.

BoARD oF TRUSTEES

" AttheJune 15,1992 meeting of the Board of Trustees of the Teachers' Retirement System, Miss Virginia Murrell of Somerset

was elected Chairperson for the 1992-93 fiscal year. Miss Murrell is a retired member having spent most of her careér as
ateacher in the Bellevue Independent School System. She served as Vice Chan’person prior to bemg elected Chalrperson

- Mrs, Iudlth Gamblll of Ashland was elected Vlce Chairperson for the 1992-93 fiscal year. Mrs, Gamblll isanactiveteacher -
- member and is employed in the Russell Independent School System. Mrs. Gamblll has served on the Board of Trustees

since September, 1989.

The election for one position on the KTRS Board of Trustees was concluded June 1, 1992, Chief State School Officer Thomas -
Boysen certified the results of the election to the KTRS Board of Trustees. Mr. Kenneth Shadowen of Benton was elected
as an active member trustee on the board, Mr, Shadowen began his service on the board in 1991 when he was appointed
to fill the balance of Mr. W.D. Bruce's term. Mr. Shadowen's term of office will be from July 1, 1992 through June 30, 1996.

AhkkAhkKhkhkkhkkhkhkkrkkr 9 K K K Kk kK ok Kk ek K Kk ok Kk ok



R -~ GFOA CERHFICATEOFACHIEVBMENT

The Government Finance Officers’ Association’ of the United States and Canada (GFOA) awarded a Certxﬁcate of
Achievement for Excellence in Financial Reporting to the Teachers' Retirement System of the State of Kentucky for its

component unit financial report for the fiscal year ended June 30, 1991. The Certificate of Achievement is the hlghest form
of recogmtlon for excellence in state and local government financial reporhng IR ‘ Ry -

In order to be awarded a Certificate of Achrevement a government unit must publish an easﬂy readable and eff1c1ently
organized componentunit financial report, whose contents conform to pro gramstandards, Such componentunitfinancial
'reports must satlsfy both’ generally accepted accountmg pnnc:ples and apphcable legal reqmrements

A Cerhflcate of Achlevement is valid for a perlod of one year only, The Teachers' Rehrement System has received a

~ Certificate of Achievement for the last four consecutive years (fiscal years ended 1988-1991). Webelieve our currentreport
: continues to conform to the Cerhflcate of Achlevement program requlrements, and we are subrmthng itto GFOA

: ACKNOWI.EDGMENTS

The preparahon of thls rep ort reﬂects the combmed efforts of t‘ne KTRS staff under the leadership of the Board of Trustees.

- Ttis intended to provide complete and reliable information as a basis for making management decisions, as a means of

determining compliance with legal provisions, and as amethod for detemnmng respon51b1e stewardshlp for the assets
. contnbuted by the members and their employers ' : '

_ Th:s report is bemg mailed toaltemployer members of the System They form thelink between KTRS and its membershrp
Their cooperation continues fo contribute significantly to the success ‘of KTRS. Hopefully, the employers and then-
R employees will find this report both informative and helpful. . :
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'*******************w*,
'In 1821 ‘the Kentucky ‘General Assembly took -

. its first steps toward a public school system by

creating a literacy fund for education that was
to be developed from a portion of the profits

~  ofthe Bank of the Commonwealth. Thelegislature

. appo inteda committee to investigate other states’
educational systems in’ order to recommend a
: system for Kentucky. - :

#**#****************”

' Infunnatmrz taker from "The Kentucky Encyclopedm ’ edited by]ohn E. Kieber, p.
745, .




INDEPENDENT AUDITOR S REPORT T -

W?WW "CTM

Certified Public Accouninnis

T 200 WRST MAIN, P.O. BOX 690 . - . ‘ o ) . 7 DONC.GHES, C.P.A.
FRANKFORT, KENTUCKY 40601 . . o e ’ WILIEIAM G. IOHNSON, JR., CF A;
TELEFHONE - {503) 227-119§ S : ‘ ‘ o R ’ GARY 1. HAKBIN, CP.A.
306 CUNDIFF SQUARE : h ' - . © T LARRY T. WILHIAMS, (7.4
“SOMERSET, KENTUCKY §1501 - " T ‘ T IAMES CLOUSE, A

TFtFPHONF  (608) 6344818 - . - ‘ . CHARLES F. WHELAN, C.P.A.
TELECOPIER  (302) 2275003 ' ) ' ' '

_ . : . "CHARLES 7. MITCHELL , C.P.A -
. B _ o _ CONSUI TANT

Board of Trustees
- Teachers’ Retirement System -
~ of the State of Kentucky
- Frankfort, I(entucky 40601

Independent Auditor’s Report

We have audited the accompanymg balance shests of the Teachers’ Retirement System of the State of
Kentucky, a component unit of the Commonwealth of Kentucky, as of June 30, 1992 and. 1991, and the
- _related statements of revenues, expenses, and changes in fund balances, and cash flows for the years then
~ended. These component_ unit financial statements are the I'ESpOIlSlblllty of the Teachers’ Retirement .
System’s management. Our responsibility i is to express an opmlon on these component unit financial
statements based on our audlts L S T :

We conducted our audits in accordance w1th generally accepted auditing standards Those standards

_ require that we plan and perform the audit to obtain reasonable assurance about whether the component
- unit financial statements are free of material misstatement, ‘An audit includes examining, on a test basis, ©
. evidence supporhng the amounts and disclosures in the component unit financial statements. An audit -

~ alsoincludes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall component unit financial statement presentation. We beheve that our aud1ts
prov1de a reasonable basis for our oplmon —

In our opm:on, the component unit f1nanc1al statements referred to above present fan'ly, in all material
respects the financial position of the Teachers’ Retirement System of the State of Kentucky , a component
unit of the Comimonwealth of Kentucky, at June 30, 1992 and 1991, and the results of its operations and
its cash flows. for the years then ended in conformlty w1th generally accepted accounhng prmc:ples.

v

Ourexaminations weremade forthe purposes of formingan opmlon onthebasiccomponentunit f:nanmal '
statements taken as a whole. The supplementary information included in the Supporting Schedules is

- presented for purposes of additional analysis and is not a required part of the basic. component unit -
financial statements. Such information has been subjected to the audmng procedures applied in the
examinations of the basic component unit financial statements, and, in our opinion; is falrly stated inall”
-matenal respects in relation to the basnc component unit financial statements '

- o CharleST Mitchell Company '

October B,1992-

4
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"BALANCE SHEETS

******************w************

]UNE 30, 1992 AnD JuN 30, 1991

AssSETS

- Cash (See Note 2)
. Prepaid Expenses

Receivables:
Contributions
* State of Kentucky
Investment Income

Total Receivables . E

Investments, at Cost-(See Note 2):
Short Term Investments (Market Value $591,820,000 -
in 1992 and $963,060,000 in 1991) ‘ :
Bqnds and Mortgages (Market Value $2,808,635, 069
: in 1992 and $2,363,716,773 in 1991)
. Common Stock (Market Value- $1,502,950,386 in 1992
© 7 and $908,911,109 in 1991) ‘
Real Estate (Market Value $52,415,483 in 1992 and ' .
$37,590,402 in 1991) '

Total Investments

Fixed Assets [Net of Accumulated Deprec1at10n of :
' $729,862 in 1992 and $605,558 in 1991 (See Note 2)]

Total Assets
L
LIABILITIES AND FUND BALANCE

Liabilities -
Accounts Payable -
-Treasurer’s Unredeemed Checks -
~ Insurance Claims Payable (See Note 8)
Amount Due Insurance Carrier
Compensated Absences Payable

Total Liabilities

Fund Balance
Member Reserve
Employer Reserve
Benefit Reserve
Medical Insurance Reserve
~ 403(b) Program Reserve -
Unallocated Reserve
. Administrative Expense Reserve
Cap1ta1 Construetlon Reserve

Unfunded Pension Benefit Obhgation (See Note 6)
Total Fund Balance .
Total Llabillhes and Fund Balance

The accompanymg notes are an integral part of these financial statements. .

$

$

$

$

FINANCIAL SECTION

YEAR ENDED

JunE 30, 1991
(4,189,286)
179,420

17,545,178 -
1,502,584

53,435,534

72,483,296

963,060,000

 2,356,581,225

748,176,190

35,896,976

- 4,103,714,391

- 2,901,560

'$4,175,089,381 -

132,586
6,661

1,384,441
238,982

1,762,670

1,218,852,239
1,255,385,919 -

164,948,995

20,657,295

"~ 14,749,043

1,495,884,157

2,847,510
- 1,553

4,173,326,711
4,175,089,381

*******k*****‘k******** 13 *********************
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STATEMENT OF REVENUES, EXPENSES-
YEARS ENDED JUNE 30,

© . . REsERVES
. ‘ o . - MEDICAL
M"BMPERl - EMPLOYER . BENEFIT " INSURANCE
OPERATING REVENUES _ : ' g R -. —
MemberContrlbutlons : . $ 151,678,458 $ . 238628 - § .  $14,685,806
Employer Contrlbu_tlons o © 157,1989%9 . . o 12,841,310
. Investment Income . L : A ' o . L ' '
'I‘otal Operatmg Revenues Lo _1517,'678‘,'458- N 157,437,587 o L N 27,527,116
OPERAT]NG Expsnsss A S - . T ’
Benefits ‘ S IR C . 251,222,224
- Refunds . - oL T B,804,439 S 3,198 : L : ;
~ Insurance Expenses (SeeNote ) T R L SR 42,598,475 - '
Admjmstratlve Expenses o B C R o B
_ Total Operatmg Expenses . . 5804439 3,198 . 231,222_,224 42,598,‘475: '
Net OperatmgIncome(Expense)__ .. 145874019 - . 157434389 (2_'51,222,224)\‘ ' (15,071,359) -
RESERVE TRANSFERS IR : - Y L ) '
- Retirements by Members .- - - (54,101,341) - (56,206,250) - 110,307 591
Reimbursements ' A ST 166,279,528 L
: Members Who Left System B S (6,274357) - (614,757) - (849)
Interest. Allocations - o . 34,791,920 - 35,817,354 - '6,065468 - 1,199,894
- Administrative Expenses ) ‘ o I
- Other Reclassifications - -~ 7 = (199,562) o 395,639 - (303,762) . 6,863,986 -
' Total Reserve Transfers S - (19508983) . (26,267,614) . 2_81;734,_(_)68' B 8,063,031 .
R Net Fund Balance Addltlons (Reductlons) - 126,365,036 - 131,166,775 ; +30,511,844 4 (7,{)08,328) i
BegmnmgFund Balance * 1,218,852,239 1,255385:919 - 164,948,995 20,657,295 '
- Change in Unfunded Penswn Beneflt | - .L | o
Ob]lgatlon (See Note 6) . L . - . '
| Ending Fund Balance. - . . $1,345217,275  $ 1,386552,694  $ 195460839 $13,648,967

- The aceempanying notes are an integral part of these financial statements.
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" AND CHANGES IN FUND BALANCES

K K % K Kk K dok A d Kk Kk kK K o Kk %k o &k ok o Kk ok k  FINANCIAL Section

1990-91
ToTAL

$ 154,224,277

246,763,577
343,184,213

1992 anD June 30,1991
-~ 403(p) . ADMINISTRATIVE CAPITAL
PROGRAM UNALLOCATED EXPENSE CONSTRUCTION
§ 1768533  § $ - $
: 105,399,473 :

; | 372,240,446
* 1,768,533 477,639,919

98,968

708,793
L 2,029,865 - 3,078204
807,761 T 2,029,865 3,078,204
960,772 475,610,054 (3,078,204)
63,905 (166,343,433)

- 6,889,963 )
1,118,198 (78,992,834), -

: - (2,973,580) 2,973,580, - S
(1,218 (6,753 530) ‘ (1,553)
1,180,885 (248,173,414)- 2,973,580 (1,553)
2,141,657 227,436,640 - (104,624) - (1,553)
14,749,043 1,495,884,157 2,847,510 1,553

$ 16,890,700 $1,723,320,797 $ 2,742,886 $ 0

744,172,067

225,715,859
6,774,864
36,532,845
3,831,107

272,854,675

471,317,392

L

471,317 392

3,702,009,319

$4,173,326,711
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STATEMENT OF CASH FLows ,
YEARS ENDED JUNE 30 1992 AND 1991

YEAR ENDED -

* Juns 30,1991

Cash Flows from Operahng Achvﬂies
Operatmg Income ' :
- Adjustments to reconcile net operatmg income
- tonet cash provided by operahng actlvmes
"Depreciation

Amortization

Gain on sale'of mvestments

(Increase) Decrease in prepaid expenses

(Increase) Decrease in accounts receivable

Increase (Decrease) in accounts payable
- Increase (Decrease) in unredeemed checks’

Increase (Decrease) in insurance claims payable
Increase (Decrease) in amount due insurance carrier -

Increase (Decrease) in compensated absences payable ,

Total Ad]ustments

4

Net cash prowded.by operati\ng'activities

* ‘Cash flows from capital activities: :

Payments for capital acquisiﬁons

" Netcash used for capital activities

Cash flows from 1nvestmg achvmes
Proceeds from sale of investments

Payments for investments

* Net cash used for investing activities

* 'Net cash increase (decrease) for the year :

| Cashatbegmmngofyear | R ) o

" _Cash at end of year

$ 471,31_7,3_92

163,025 -

(17,519,743) . .

- (52,916,696)
(64,856),
10,460,242

. (142,371) 0
6204)

5,336,112
238,982

_ 7(54 450,509)

416,866, 883
(134,561)
(134561)
15,990,751,345
(16,414,470,315)
' (423,718,970)
(6,986,648)

2,797,362

i

" $ (4,189,286)

- The accompanying notes are an integral part of these financial stateménts.
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NOTES TO FINANCIAL STATEMENTS
YeARs ENDED JUNE 30, 1992 aND 1991

NoTE 1: DESCRIPTION oF PLAN

The Teachers’ Retirement System of the State of Kentucky (KTRS) was. created by the 1938 General Assembly KTRS

1, Reporting Entity: I(TR81s acost- shanngmultlp]e employer defined beneﬁtplanestabhshed and adrmmstered

public educational agencies within the state. The System is a component unit of the Commonwealth of
‘Kentucky and is included in the Commonwealth of Kentucky’s financial statements as a pension trust fund.,
KTRS is considered a component unit of the Commonwealth-of Kentucky for the reasons of financial
interdependency, ability to significantly influence operations, and accountability for fiscal matters.

2. Employers: Chapter 161 Section 220 of the Kentucky Revised Statutes stipulates who may become a member
of the Teachers’ Retirement System. Generally, eligible persons areemployed by local boards of education, the
state Department of Education, some state universities, and some nonstate-supported organizations. The
following 111ustrates the partlapatmg employers at Iune 30,1992 and 1991. '

,Kq',zs e e ke Sk S ok ke K sk ko ok ko ok k o % ok k % & FINANCIAL SECTIoN

© is governed by Chapter 161 Section 220 through Chapter 161 Section 990 of the Kentucky Revised Statutes (KRS) :

by the Commonwealth of Kentucky toprovide benefltpensmn plancoverage forlocal school districts and other -

The covered payroll of all participating employers totaled $1 677 794 446 for the year ended ]une 30,1992 and
$1,535,562,959 for the year ended June 30, 1991 .

3. Participants According toKRS161.220 ... Anyregular or special teacher, or professional erhployee occupying
a positionrequiring certification by the state department of education or graduation froma four (4) year college
oruniversity...” is eligible to participate in the System. The followmg illustrates the parhc1pants at]une 30,1992
and 1991, :

yo—
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NoiEe 1:

- DESCRIPTION OF PLAN (CONTINUED)

"INoTE 2:
'A-
B'.

Benefit Provisions: Bmployees are entitled to an annual renrement benefit, payable monthly for life; if they.

either attain theage of fifty-five (55 and complete five (5) years of Kentucky service or complete twenty-seven

(27) years of Kentucky service. Non-university employees receive monthly payments equal to two (2) percent
(service prior to January 1,1984) and two and one half (2 15) percent (service after January 1, 1984) of their final
average salaries for each year of credited service. University employees receive monthly benefits equal to two
(2) percent of their final average salary for each year of credited service: The final average salaryis the average
of the employee’s five (5) highest annual salaries. Employees with less than twenty-seven (27) years of service
may retire and receive reduced retirement benefits. Members’ rettrement benefits become vested when they
complete frve ®) years of credited service.

Contributions: Members are requlred to contribute 9.855% of their salaries to thé System. University members

“are required to contribute8.375% of their salaries. KRS 161.580allows each university to reduce the contribution
. of its members by\2 215%; therefore, university members contrlbute 6.16% of their salary to KTRS.

The Commonwealth of Kentucky is required to contrrbute 13. 105% of salarIes for its non-university members
and:13.84% of salanes for umversrty members / \

’

The member and employer contrrbuhons consist of pension contributions and post-rehrement contrrbutlons
‘The post-retirement conlnbuhon (.75%) ﬁnances KTRS’s retiree medical insurance program. :

If anemployee leaves covered employmentbefore accumulatmg five (5) years of credited service, accumulated
employee contnbuho_ns plus interest are refunded to the employee upon his request. = . :

v

SUMMARY oF SIGNIFICANT ACCOUNTING Pouczes

\

Basrs of Accountmg' The financial statemenhs are prepared on the accrual basis of accountmg
Cash: Effective September 1,1990,a separate bank account wasestablished for KTRS. All transactrons affeclmg
KTRS (except for admlmstratlve expenses) are processed through this account:

As of June 30, 1992 the KTRS cash was as follows: - L o .
) Bank Balance Carrying Value

Deposﬂs (overdrafts) . - - $2,826,127 ! . ($2,185 077)

The dlfference is due pnmanly to outstandmg checks and ltems not yet processed by the bank.

: ********#**‘k******k** 18 *‘k*******'&*#*‘k**k*****
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NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

C. -Investments: Investments in United States Government obligations, corporate bonds, and other fixed income

investments are reported at amortized cost subject to adjustment for market declines judged to be other than

. temporary. Investments in stocks, répurchase agreements, and real estate are reported at cost subject-to
adjustment for market declines judged to be other than temporary. Gains and losses on sales and exchanges

- of investments are recognized on the transaction date. Discounts on zero-coupon bonds and notes are
amortized usmg the effective interest rate method. Premiums and discounts for all other bonds and notes are
amortized using the straight-line method.- Any unamortized prermum or discount is recognized at the time
of sale for bonds or notes sold prlor to maturity.

The following represents the book values of the investments of the Kentucky Teachers Retirement System at ¢
June 30 1992 and Iune 30 1991 :

The System operates a securities lending program whereby for a fee the System lends U.S. Government bonds
to two primary U.S. Government bond dealers. Inreturn, the System receives similar U.S. Governmentbonds

- -thatserveas collateral, The exchanges of securities are temporary, and the market value of collateral as of June
30, 1992 was $368 004 684 which exceeds the market value of the loaned bonds.
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"NOTE 2; SUMMARY OF SIGN__IFICANT AccoUNTING PoLicies (CONTINUED) - - S

On June 30, 1992 and June 30,1991, the followmg values of U.S. Govemment Bonds were on loan They are
mcluded among the investments and assets of the System.

Secuntiesl..oaned S e 1992 "1991
Book Value : o o $356,67655¢4  $103,249,508 .

MarketValue' o I . 362484269 .- 102239620

D. = Fixed Assets: Included in thls classification are furniture, fixtures, equlpment the KTRS office bulldmg and
: land. These items are reported on the balance sheet at historical cost, net of accumulated depremahon These

assets are depreciated on a straight-line basis. Furniture, fixtures and equipment are depreciated over an

' average useful life of five to ten years using teh percent of cost as the salvage value The KTRS office bu:ldlng
is deprecrated overa useful life of forty years, o - : ‘

NOTE 3: DESCRIPTION o"F Funps

MEMBER RESERVE This fund was estabhshed by KRS 161, 420 as the ‘Teacher Savmgs Fund and consnsts of

contributions paid by university and non-university members, The fund also includes interest authorized by the
Board of Trustees from Unallocated Reserves. - The accumulated contributions of members that are returned upon -

- withdrawal or paid to the estate or designated beneficiary in the event of death are paid from this fund.” Upon

- retirement, the member’s contributions and the matching state contributions aretransferred from th1s fund toBenefit

. Reserves, the fund from which retirement bEI\EfltS are paid. . - _ .

EMPLOYER RESERVE This fund was gstablished by KRS 161420 as the State Accumulation Fund and recelves

- state appropriations to the Retirement Systém. The state contributes an amount equal to members’ contributions.

- Actual state approprlahons for the fiscal year 1991-92 were based on estimates of members’ salaries. For the fxscal
year ended June 30, 1992 actual approprlations were under the required appropnahons by $8,849, 167

'BENEFIT RESERVE: Thrs fund was established by KRS 161.420 as the Allowance Reserve Fund the source for.
retirement, disability, and survivor benefits paid to members of the System. These benefits are paid from the retired
" members’ contributions until they are exhausted, at which time state matching contributions are used to pay the
benefits. After an individual member’s contributions and the state matching contributions have been exhausted,
retirement benefits are paid from monies transferred from Unallocated Reserves. Also, death beneflts of $2,000 for .
active members and $2,500 for retired: members are pa1d from this fund
¢ _
UNALLO CATED RESERVE ThlS fund was established by KRS 161420 as the Guarantee Fund to collect i income
from investments, state matching: contributions of members ‘withdrawn from the System, and staté matching
.~ contributions for COLAs; the amortization of the unfunded llabzhty, etc. In addition, it receives money for which -
~ disposition.is not otherwise provided. This fund provides interest to the other funds, benefits in excess of both
members’ and state matching contr:buhons, monies for administrative expenses of the System and def1c1enc1es not
_covered by the other funds. : : : :

403(b) PROGRAMRESERVE: Tlus fund was established as the Voluntary Contribution Fund, operatmg under the

* rulesand regulations of Section 403(b) of the Internal Revenue Code. . Theprimary purposeof the programistoenable |

members to defer payment of taxes on income until after retirement, KRS 161.705 allows members to voluntarily -
contribute part of their annual compensation to separate member accounts. Upon retirement, these accounts may
be used to increase monthly benefits, of they may be refunded to the members. Active voluntary accounts earn
interest at rates approved by the Board of Trustees :

i

'MEDICAL INSURANCE RESERVE: This fund was established by KRS 161 420 as the Medical Insurance Fund
It consists of members’ contnbuttons and state matching contributions and provides health insurance premitums for
retired members and eligible spouses and dependents. At June 30, 1992, the fund’s balance was $13,648,967.

********************* 20 *********************
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" NoTe 3: DuscrierioN oF FUNDS (CONTINUED) |

ADMINISTRATIVEEXPENSERESERVE: This fund was established by KRS 161.420 as the Expense Fund, Monies
transferred to this fund from Unallocated Reserves are used to pay the administrative expenses of the System. The
Board of Trustees annually adopts a budget that, according to KRS 161.420(1), cannot be greater than four percent
(4%) of the receipts of Employer Reserve. _

CAPITAL CONSTRUCTION RESERVE: This fund was established during the 1989-90 fiscal year to pay for
expenses incurred for capital improvements to the system's real property (land and building). The project is now
complete and was closed out in the 1991-92 fiscal year. : :

. INOTE 4: ACTUARIALLY DETERMINED CONTRIBLIIIONS ReQUIRED AND CONTRIBUTIONS MADE

The funding policy of KTRSis to prov1de for periodicemployer pension contributions atactuarially determined rates
that, expressed as percentage of annual covered payroll, are designed to accumulate sufficient assets fo pay the
pension benefits when due. Alevel percentage of payroll employer pension contribution rates are determined using

~ the projected unit credit actuarial cost method. Unfunded actuarial accrued liabilities are being amortized as alevel
percent of payroll over a period of 30 years.

Significant actuarial assumptions used to compute pens:on contrlbutlon requirements are the same as those used to
calculate the pension benefitobligation shown in Note 6, except that KRS 161.400(2) requires that th