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KPERS Overview

KPERS is a fiduciary providing retirement, disability and survivor benefits to
our members and their beneficiaries with a 97-member staff.

Administers three statewide, defined benefit plans for public employees.
» Kansas Public Employees Retirement System

» Kansas Police and Firemen’s Retirement System

» Kansas Retirement System for Judges

Partners with more than 1,500 state and local government employers.

= State of Kansas

» 286 school districts

= 105 counties

= 418 cities and townships

= Other employers include libraries, hospitals, community colleges and conservation districts

Kansas Public Employees mmﬂ:mBma System + 3
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Who Are Our Members
= More than 281,000 members
» State of Kansas is largest single employer
» More than half of active members employed by school districts
» Nearly 90% of KPERS retirees are in Kansas

Active Membership

264

® Schools

g State of KS
. Locals

| KP&F

Judges

Total Membership

Kansas Public Employees Retirement System + &
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How KPERS Works

Legislature defines benefits and funding

Actuary estimates how much benefits will cost
Employers and members make contributions

membership eligibility

vesting’

employee and employer contributions
benefit formula

service credit

retirement eligibility

KPERS invests the money over time
KPERS pays benefits with contributions + investment earnings

KPERS is not like Social Security
= Social Security utilizes contributions from current employees to pay the

benefits of current retirees

= KPERS benefits are “pre-funded”; current contributions are invested to pay

benefits down the road

" Kansas Public Employees Retirement System ¢
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How Benefits

Contributions + Investments — Expenses = Benefits

» Qver the years, investment returns make up m_o_oﬂox_BmﬁmE_@o.o percent of revenues

= Staff of 8 internal investment _u_jodnmmm_o:m._m, over 100 years of combined experience

= 3 investment consultants and 33 investment managers

» Work together with disciplined, diversified and long-term investment approach

» Manage investment of more than $13 billion of trust fund assets in the Uu.S. and

international markets
= Use atarget asset allocation

Target Asset Allocation

International
Equity 29%

._u_xma Income

15%
Domestic Real _Mm:::
Equity 8%
30%

Real Estate 12%

Cash 1% Alternative
Investments
5%

3¢

paby

| Net Asset Value: FY 2000 — 2012 (in billions)

3141

$133 $30

112
$10.4

A0 i accs W e did it

Kansas Public Employees Retirement System ¢
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Contributions + _3<mmﬁ3m2m|mxﬁm:mmm = Benefits

» Total investment fees for FY 2012: $29.4 million

= 22 basis points on $13.1 billion in assets

= Total benefit administration expenses for FY 2012: $10 million

Kansas Public Employees Retirement System + 11
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All in a Day’s Work
Fiscal year 2012 by the numbers

= 972,000 retirement benefit payments
totaling over $1.2 billion

= $9.4 million in active member death
benefits

»  $24 million in benefits to 3,000
disabled employees

» 6,464 new retirees

= 23,000 member enrollments and
transfers

41,500 beneficiary designations
processed

10,000 members withdrew their
contributions ($50 million)

92,000 incoming calls
(average wait time 11 seconds)

13,000 e-mail requests

Kansas Public Employees Retirement System « 13
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What is an Actuarial Valuation®

= |tis a “snapshot” measurement at a point in time (the valuation date), for
the purpose of —

» Calculating a best estimate of ultimate costs

= Project future benefits using actuarial assumptions, such as mortality rates,
investment returns, salary increase rates, and retirement rates

= Calculate present value of future benefits (what they are worth in today’s dollars)

= Apply an actuarial cost method to allocate those costs to periods of service
= Measuring actuarial assets and liabilities

» Actuarial assets do not equal the market value of assets

« An asset valuation method is used to “smooth” the effect of market valuations and
produce more stability in rates.

= The difference between the assumed rate of return (8%) and actual returns is
spread over five years — “smoothed” or recognized evenly over that period.

Kansas Public Employees Retirement System + 15
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Long-Term Funding

nts

» Actuarially required contribution rate (ARC) — the contribution rate determined
by the valuation to prefund benefits if all the actuarial assumptions are met.

KPERS contributions are subject to statutory caps on the annual increase in rates.

As a result, the State-School Group and Local Group statutory rates are less than the
ARC rate.

Employers pay the ARC rate for the KP&F and Judges plans.

» Unfunded actuarial liability (UAL) — the difference between the actuarial
accrued liability and the actuarial valuation of assets

In short, the UAL indicates the extent to which the plan’s actuarial __m_o___E is not
prefunded through accumulated assets.

The existence of a UAL is not in itself bad, any more than a mortgage on a house is
bad.

UAL does not _,m__o_jmmm:ﬁ a debt that is payable today.
What is important is ability to amortize the UAL and trends in its growth.

» Funded ratio — actuarial assets divided by the actuarial liability

There is no universally accepted standard for <<:mﬁ constitutes a “healthy” funded ratio
for a public pension system.

There is consensus that a funded ratio below 60% is a cause for concern and
remedial action. Kansas Public Employees Retirement System + 17
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Contribution Rates*

Actuarial mmﬁm_ |

State 10.80%
School  15.41%
| Local m.ﬂwo\o

KP&F o 19.92%
Judges 22 59%

System Totals

Key 12/31/11 Valuation Me:

Statutory Rate

11.27%

8.84%

. \_mmmnxu
22.59%

Actuarial Funded Status

C:_“c.,Jamm_v,oEm:m_ |

e e  Liability -~
O G Millons)

$1,122.8

$1,542.4

- $738.6

$26.8

ﬂcsama.y
- Ratio

71.3%

- 521%

61.2%

69.8%

82.5%

59.2%

*Effective for fiscal year beginning in 2014. (FY 2015 for State and School Groups, State KP&F employers, and Judges. -CY 2014 for Local Group

and Local KP&F employers.)

Kansas Public Employees Retirement System
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20.000%

18.000%

16.000%

14.000%

12.000%

10.000%

8.000%

6.000%

4.000%

2.000%

0.000%

State-School Group
Baseline ARC Date & Rate

Maximum ARC Rate =
17.15% in FY 2022

ARC Rate = 16.87%
ARC Date = FY 2020

== + Baseline Statutory Rate e=====Baseline Actuarial Rate

2017 2019 2021 2023 2025 2027 2029 2031
Fiscal Year Ending In...
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120.00%

100.00%

80.00%

60.00%

40.00%

20.00%

0.00%

State-School Group
RBaseline Funded Ratio

=D

Below 80% Funded Ratio for 16 Years

Below 60% Funded Ratio for 9 Years

50.7%

-=Baseline Funded Ratio

2013

2015 2017 2019 2021 2023 2025

Fiscal Year Ending In...

2027 2029 2031 2033
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$2,200.0

$2,000.0

$1,800.0

$1,600.0

$1,400.0

$1,200.0

$1,000.0

$800.0

$600.0

$400.0

$200.0

$0.0

Local Group
UAL (in mi

2012

$1,942.59

2014

2016

2018

2020 2022 2024

Calendar Year Ending In...

B Baseline UAL

2026 2028 2030 2032
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Employer Contributions

= A fundamental principle of sound funding for a defined benefit plan is to
consistently pay the full ARC rate. -

= Due to the 0.6% statutory cap on employer rate increase, there is a
significant gap between KPERS’ statutory and ARC rates.

= In the current fiscal year, the statutory employer rate for the State/School
Oﬂo.v:u is 70% of its ARC rate (9.37% statutory rate vs. 13.46% actuarial
rate). |

= The Local Group’s statutory rate is 84% of the ARC rate in CY 2013 (7.94%
statutory rate vs. 9.43% actuarial rate).

= Last session’s KPERS bill (2012 HB 2333) raises the cap on employer
contribution increases, beginning FY 2014.

= As a result, employer contribution growth will accelerate.

= State/School Group contributions are projected to increase by $54 million
from FY 2013 to FY 2014.

= Between FY 2016 and FY 2017, the increase would be almost $80 million.

= Accelerating employer contributions in the near term can help reduce
contributions paid over the longer term.

Kansas Public Employees Retirement System -« 27
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Long-Term Funding

» These changes, along with later mxvm:m:om losses and other factors

adversely affecting liabilities contributed to long-term funding issues that
emerged in 2001-2002. \

= By 2001 and 2002, actuarial projections indicated

= The statutory rate would not reach the actuarial rate before the end of the
amortization period in 2033.

» The UAL had reached $2.6 billion.

» KPERS began working with the Legislature to develop a plan to address
the shortfall and bring the Plan into actuarial balance.
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16.00%

14.00%

12.00%

10.00%

8.00%

6.00%

4.00%

2.00%

0.00%

State/School Group
Actuarial Versus Statutory Rates: FY 1993-2015

N

7995 799, 995 995 7995 799 999 g, <%, w@w gy 00 . Vo Vg5 ~005 “0gg gy <07, <07, &0 <0;, <0y, e “O7s

=== State School Combined Actuarial Rate =m=nState School Combined Actual Rate
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R I
Impact of 2008 Crisis

= Unprecedented investment market declines in 2008

» Substantial negative impact on KPERS’ long-term funded status
= |nthe 12/31/08 actuarial valuation report for the entire System

» 12% decline in funded ratio to 59%

= $2.7 billion increase in UAL to $8.3 billion

» Actuarial value of assets significantly greater than the market value
» About $2 billion in deferred losses (averaged in over next four years)

= On a current market value basis, a funded ratio of 49% and a UAL of $10.3 billion

= Statutory and actuarial contribution rates for school m.Bv_o<mqm no longer
projected to converge

Kansas Public Employees Retirement System + 35
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Legislative Response: 2011-z

m_E% Commission recommended a hybrid cash balance/ defined contribution
plan

= Employer contributions funded a cash balance plan with pay oaa_ﬁm based on years of

service

= Employee contributions funded a defined contribution plan

= Required employer contributions to rise to actuarially required rate immediately

» [ncluded increases in current member contributions or reductions in future benefits

When the Study Commission bills did not receive favorable action, the
Legislature renewed review of multiple options

» Increased focus on a cash balance element as new plan design foundation for future
members

» Cash balance plan only (House Committee bill)
» Member election of cash balance or defined contribution plan (House floor)
» Variation on Study OoBB_mm_os hybrid plan (Senate floor)
Compromise
= Raise cap on employer contribution increases (1.2% annually by FY ‘17)
= Higher contributions or lower benefits for active members
» Cash balance plan for new members (effective 1/1/2015)

Kansas Public Employees Retirement System  +
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Fiscal Year Cap

2013 0.60%
2014 0.90%
2015 1.00%
2016 1.10%

2017 and later ; 1.20%

FY 2020: Statutory/actuarial rates

converge

Employer Contributions
= Raises statutory cap on employer contribution increases:

‘ Statutory rate
9.37%
10.27%

11.27%

12.37%
- 13.57%

16.87%

>,o€.,m1m._ ‘_ﬁm.ﬁm

| 13.46%
13.83%
14.34%
15.34%
16.59%

16.87%

~ Projected actuarial rates

= Provides contributions from the Expanded Lottery Act Revenue Fund

= Beginning in FY 2014

. dedicates 50%

$10.5 million to higher education programs

» Continues until KPERS reaches 80.0 percent funding ratio

of ELARF revenue after a_miccﬁ_:@
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» For all retirements on or after 7/1/12, cost of living increase is eliminated
= For all retirements on or after 1/1/14, multiplier increases to 1.85% for all

service

6% contributions 6% contributions

CurrentTier2

1.75% multiplier 1.85% multiplier for all service,
starting with January 1, 2014,
retirements |

Includes cost of livingincrease  Eliminate COLA, first effective for

- July 1, 2012, retirements

Kansas Public Employees Retirement System
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What Is a Casl| lance Plan?

» Cash balance plan design features affecting benefit
» Total pay credits attributed to employee’s cash balance account

* Interest credit
» May be fixed or tied to a benchmark
= May include discretionary dividends
» Annuitization versus lump sum
» Availability of employer credits for distribution to members terminating before retirement

» Must offer an annuity option
» Annuity factors (interest rate and mortality)

= Plan design features can reduce employer risks and costs

» |nterest crediting rate

» |f lower than investment return assumption, can provide margin and/or reduce employer
contributions

» Annuity factors (e.g., set interest rate below assumed investment return)
= Distribution options

» Restrict distribution of employer account balance prior to retirement
» Minimize lump sum distributions

= Flexibility to change pay credits, interest credits and annuity factors _oﬂomvmo:<m_<
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What H

IB 2333 Accomplishe

Employers and current employees take shared steps toward a funding
solution

= Higher statutory cap on increases in employer contributions, beginning FY
2014 | |

= Current employees pay additional contributions or accept reduced benefits
(future service)

Future employees in cash balance plan share :mx to a m:mmﬁmq degree
than in a traditional DB plan

Greater flexibility to change new cash balance plan design to manage
future affordability and sustainability issues

Existing DB plan stays OPEN — no adverse impact on cash :oé asset
allocation or investment return assumption

Guaranteed lifetime benefit as the basic foundation for retirement
income

Reduce total employer contributions over long-term
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