January 16, 2014

Mr. William A. Thielen

Executive Director

Kentucky Retirement Systems

Perimeter Park West

1260 Louisville Road

Frankfort, KY 40601

Re: Actuarial Analysis of House Bill 68/BR 109
AA Statement 1 of 1

Dear Bill:

We have determined the impact on the Non Hazardous Kentucky Employees’ Retirement System of the provisions contained in House Bill 68 (HB 68). The results of our analysis, which include twenty year projections, are presented below.

Effective beginning with the 2015 fiscal year, HB 68 provides additional funding to the Non Hazardous Kentucky Employees’ Retirement System until the funding level reaches 80%. The additional funding is provided through a newly created Kentucky public pension stabilization fund. The amount that will be paid from the stabilization fund has been estimated to be equal to $20.6 million annually contributed to the Fund on a quarterly basis. We have applied the additional contributions to the Pension fund portion of the System only.

The additional contributions provided for in HB 68 in any given year reduce the actuarial determined contributions in future years. As a result the actuarial determined employer contributions to the System decline over time.

Finally, additional contributions due to HB 68 cease when the funding level of the System reaches 80%. In the projections below, the System never attained the 80% funding level threshold over the twenty-year period.

The projections were performed using the June 30, 2013 valuation results as a base, and projecting active and retired memberships for each of the funds over the twenty-year period assuming the active population remained constant in number. We then performed valuations of the populations annually to develop the contribution rates. The rates in future years assumed all actuarial assumptions were met each year and that funding was as currently budgeted through the fiscal year ending June 30, 2014. For years after that, the rates are equal to 100% of the Annual Required Contribution. The changes in benefit structure for those hired on or after September 1, 2008 and subsequently those hired after December 31, 2013 are also
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included in the projection. The insurance rates shown are net of the 1% member contributions paid into the 401(h) account by members hired on or after September 1, 2008. Even though these contributions are technically made to the pension funds, they were considered health care assets for purposes of the projections.

Finally, the results were prepared assuming no ad-hoc COLA’s will be granted in the future.

The results are provided in the enclosed tables. The tables show the contribution rates, dollar amounts, and accrued liabilities for each of the funds over the twenty-year period. Please note that the dollar contributions are dependent on projected payroll. Actual contributions in the future will be based on actual membership statistics, including payroll, and financial information at the time of each annual valuation.

Disclaimers, Caveats, and Limitations

The numerical charts enclosed are based primarily upon the June 30, 2013 valuation results, the actuarial assumptions used in the valuation (other than as noted elsewhere in this letter), and the projections prepared by us. Significant items are noted below:

• The investment return in all future years is assumed to be 7.75% on a market value basis, unless otherwise indicated.

• All demographic assumptions regarding mortality, disability, retirement, salary increases, and termination of employment are assumed to hold true in the future.

• Changes in the plan design and resulting benefit amounts as a result of the creation of the cash balance plan for those hired after December 31, 2013 may have an effect on future termination and retirement patterns. Whether, and how, retirement and termination of employment patterns will ultimately be impacted cannot be known at this time. Therefore, no change in those assumptions was reflected in our modeling results.

• The number of active members covered by KERS in the future is assumed to remain level (neither growth nor decline in the active membership count). As active members leave covered employment, they are assumed to be replaced by new employees who have a similar demographic profile as recent new hires.

• Plan provisions for current members are modified as disclosed earlier in this letter. New hire benefits are as provided under the cash balance plan. There are no other benefit changes reflected in future years.

• The funding methods, including the entry age normal cost method, the asset smoothing method, and the amortization method and period, remain unchanged over the projection period from that required by the statutory changes of SB2 of 2013.

• Projections reflect the budgeted contribution amounts through FY 2013-2014 and actuarially determined contributions thereafter.

Projections are designed to identify anticipated trends and to compare various scenarios rather than predicting some future state of events. The projections are based on the Systems’ estimated financial status on June 30, 2013, and project future events using one set of assumptions out of a range of many possibilities. A different set of assumptions would lead to different results. The projections do not predict the Systems’ financial condition or their ability to pay benefits in the future and do not provide any guarantee of future financial soundness of the Systems. Over time, a defined benefit plan’s total cost
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will depend on a number of factors, including the amount of benefits paid, the number of people paid benefits, the duration of the benefit payments, plan expenses, and the amount of earnings on assets invested to pay benefits. These amounts and other variables are uncertain and unknowable at the time the projections were prepared. Because not all of the assumptions will unfold exactly as expected, actual results will differ from the projections. To the extent that actual experience deviates significantly from the assumptions, results could be significantly better or significantly worse than indicated in this study.

We certify that we are members of the American Academy of Actuaries and that we meet the Qualification Standards of the American Academy of Actuaries to render the actuarial opinion contained herein.

If you have any questions or additional information is needed, please let us know.

Sincerely,

Thomas J. Cavanaugh FSA, FCA, MAAA, EA 

Chief Executive Officer

Todd B. Green ASA, FCA, MAAA

Principal and Consulting Actuary

Alisa Bennett, FSA, EA, FCA, MAAA

Principal and Consulting Actuary

Enc.

KERS Non-Hazardous Members

(Current Plan Provisions)

Fiscal Year

Ending

June 30

Contribution Rate Projected

Payroll

Total

Contribution

Actuarial Accrued Liability

Pension Insurance Total Pension Insurance Total

	Fiscal Year Ending June 30
	Contribution Rate
	Projected Payroll
	Total Contribution
	Actuarial Accrued Liability

	
	Pension
	Insurance
	Total
	
	
	Pension
	Insurance
	Total

	2014
	17.29%
	9.50%
	26.79%
	$1,680,405,508
	$450,180,636
	$11,361,048,136
	$3,125,330,157
	$14,486,378,293

	2015
	30.84
	7.93
	38.77
	1,756,554,297
	681,016,101
	11,386,602,159
	2,128,754,134
	13,515,356,293

	2016
	30.84
	7.93
	38.77
	1,838,801,314
	712,903,269
	11,497,792,002
	2,218,871,950
	13,716,663,952

	2017
	30.75
	7.41
	38.16
	1,924,624,404
	734,436,673
	11,612,538,780
	2,306,174,012
	13,918,712,792

	2018
	30.75
	7.41
	38.16
	2,013,919,704
	768,511,759
	11,730,728,859
	2,390,724,013
	14,121,452,872

	2019
	30.36
	7.03
	37.39
	2,106,967,744
	787,795,239
	11,851,635,848
	2,473,119,146
	14,324,754,994

	2020
	30.36
	7.03
	37.39
	2,204,700,182
	824,337,398
	11,976,174,004
	2,553,643,078
	14,529,817,082

	2021
	29.99
	6.65
	36.64
	2,307,868,988
	845,603,197
	12,103,544,320
	2,631,352,895
	14,734,897,215

	2022
	29.99
	6.65
	36.64
	2,416,476,334
	885,396,929
	12,234,355,407
	2,707,116,647
	14,941,472,054

	2023
	29.63
	6.31
	35.94
	2,530,623,518
	909,506,092
	12,369,191,991
	2,780,958,714
	15,150,150,705

	2024
	29.63
	6.31
	35.94
	2,650,656,442
	952,645,925
	12,508,233,723
	2,852,410,332
	15,360,644,055

	2025
	29.29
	5.99
	35.28
	2,776,947,088
	979,706,933
	12,651,755,926
	2,921,139,015
	15,572,894,941

	2026
	29.29
	5.99
	35.28
	2,908,565,942
	1,026,142,064
	12,800,609,911
	2,985,566,523
	15,786,176,434

	2027
	28.97
	5.71
	34.68
	3,044,874,952
	1,055,962,633
	12,955,359,166
	3,045,311,516
	16,000,670,682

	2028
	28.97
	5.71
	34.68
	3,186,256,776
	1,104,993,850
	13,113,633,083
	3,099,436,881
	16,213,069,964

	2029
	28.72
	5.48
	34.20
	3,333,461,435
	1,140,043,811
	13,275,176,132
	3,146,910,654
	16,422,086,786

	2030
	28.72
	5.48
	34.20
	3,487,272,926
	1,192,647,341
	13,439,240,387
	3,185,733,244
	16,624,973,631

	2031
	28.54
	5.28
	33.82
	3,648,382,836
	1,233,883,075
	13,605,019,358
	3,215,187,312
	16,820,206,670

	2032
	28.54
	5.28
	33.82
	3,817,703,037
	1,291,147,167
	13,771,877,189
	3,233,561,746
	17,005,438,935

	2033
	28.40
	5.09
	33.49
	3,995,488,627
	1,338,089,141
	13,941,276,819
	3,241,158,293
	17,182,435,112
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KERS Non-Hazardous Members

(HB68 – Additional $20.6 Million Contribution From Pension Stabilization Fund

Assumed Payable Until Fund Has Achieved A Funding Level of 80%)

Fiscal Year

Ending

June 30

Contribution Rate Projected

Payroll

Total

Contribution

Actuarial Accrued Liability

Pension Insurance Total Pension Insurance Total

	Fiscal Year Ending June 30
	Contribution Rate
	Projected Payroll
	Total Contribution
	Actuarial Accrued Liability

	
	Pension
	Insurance
	Total
	
	
	Pension
	Insurance
	Total

	2014
	17.29%
	9.50%
	26.79%
	$1,680,405,508
	$450,180,636
	$11,361,048,136
	$3,125,330,157
	$14,486,378,293

	2015
	30.84
	7.93
	38.77
	1,756,554,297
	681,016,101
	11,386,602,159
	2,128,754,134
	13,515,356,293

	2016
	30.84
	7.93
	38.77
	1,838,801,314
	712,903,269
	11,497,792,002
	2,218,871,950
	13,716,663,952

	2017
	30.69
	7.41
	38.10
	1,924,624,404
	733,281,898
	11,612,538,780
	2,306,174,012
	13,918,712,792

	2018
	30.69
	7.41
	38.10
	2,013,919,704
	767,303,407
	11,730,728,859
	2,390,724,013
	14,121,452,872

	2019
	30.17
	7.03
	37.20
	2,106,967,744
	783,792,001
	11,851,635,848
	2,473,119,146
	14,324,754,994

	2020
	30.17
	7.03
	37.20
	2,204,700,182
	820,148,468
	11,976,174,004
	2,553,643,078
	14,529,817,082

	2021
	29.67
	6.65
	36.32
	2,307,868,988
	838,218,016
	12,103,544,320
	2,631,352,895
	14,734,897,215

	2022
	29.67
	6.65
	36.32
	2,416,476,334
	877,664,205
	12,234,355,407
	2,707,116,647
	14,941,472,054

	2023
	29.19
	6.31
	35.50
	2,530,623,518
	898,371,349
	12,369,191,991
	2,780,958,714
	15,150,150,705

	2024
	29.19
	6.31
	35.50
	2,650,656,442
	940,983,037
	12,508,233,723
	2,852,410,332
	15,360,644,055

	2025
	28.73
	5.99
	34.72
	2,776,947,088
	964,156,029
	12,651,755,926
	2,921,139,015
	15,572,894,941

	2026
	28.73
	5.99
	34.72
	2,908,565,942
	1,009,854,095
	12,800,609,911
	2,985,566,523
	15,786,176,434

	2027
	28.29
	5.71
	34.00
	3,044,874,952
	1,035,257,484
	12,955,359,166
	3,045,311,516
	16,000,670,682

	2028
	28.29
	5.71
	34.00
	3,186,256,776
	1,083,327,304
	13,113,633,083
	3,099,436,881
	16,213,069,964

	2029
	27.93
	5.48
	33.41
	3,333,461,435
	1,113,709,465
	13,275,176,132
	3,146,910,654
	16,422,086,786

	2030
	27.93
	5.48
	33.41
	3,487,272,926
	1,165,097,885
	13,439,240,387
	3,185,733,244
	16,624,973,631

	2031
	27.62
	5.28
	32.90
	3,648,382,836
	1,200,317,953
	13,605,019,358
	3,215,187,312
	16,820,206,670

	2032
	27.62
	5.28
	32.90
	3,817,703,037
	1,256,024,299
	13,771,877,189
	3,233,561,746
	17,005,438,935

	2033
	27.34
	5.09
	32.43
	3,995,488,627
	1,295,736,962
	13,941,276,819
	3,241,158,293
	17,182,435,112
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