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What is an Actuarial Valuation?

= ltis 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 Measuremer —

» Actuarially required nos\:.__o::os 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 aresult, 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

* |n short, the UAL indicates the extent to which the plan’s actuarial liability 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 represent 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 what 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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Key 12/31/11 Valuation

| State

School

_room_
KP&F
Judges

M m<mﬁm3 Totals

*Effective for fiscal year beginning in 2014. (FY 2015 for State and School Groups

and Local KP&F employers.)

Contribution Rates*

Actuarial Rate .

10.80%

15.41%
9.7T%

19.92%
22 .59%

9%50@. _Am,ﬁm

11.27%

8.84%

19.92%

22. mmo\o‘ |

Actuarial Funded Status

C:E:ama >oEm:m_ . Funded
‘Liability - m - Ratio -
e: _<_____o:mv SRR

m\_.\_mm.m 71.3%

$15424  61.2%
$7386  69.8%

mm_ﬂmﬂm i .‘ mN‘_o\o

$26.8 82.5%

State KP&F mBU_o<m_,m_ and Judges. CY 2014 for Local Group

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

. Ve
. Ve
P4 .
Maximum ARC Rate =
17.15% in FY 2022
ARC Rate = 16.87%
ARC Date = FY 2020
== « Baseline Statutory Rate e=====Baseline Actuarial Rate
moéw_ .moa_ _Noﬁ.. _Nogm_ _Noﬁ _ _womm_ _wowm_ _Nomw_ .wowmh _mow\_ | _moww

Fiscal Year Ending In...
Kansas Public Employees Retirement System
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State-School Group
Jaseline Funded Ratio

120.00%

100.00% A Below 80% Funded Ratio for 16 Years

80.00% e
Below 60% Funded Ratio for 9 Years

60.00%

40.00% -

50.7%

20.00% - —=Baseline Funded Ratio

O.OOOAu 1 1 1 ¥ 1 { T T T 1 1 T T T 1 T 1 Ll 1 ¥
2013 2015 2017 2019 2021 2023 2025 2027 2029 2031 2033

Fiscal Year Ending In...
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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

s

L.ocal Group

eline UAL (in millions)

2012

$1,942.59

2014

2016

2018

2020 2022 2024

Calendar Year Ending In...

®m 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 __:.oqmmmm“ thereis a
significant gap between KPERS’ statutory and ARC rates.

* In the current fiscal year, the statutory employer rate for the State/School
Oﬁow: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.

.mﬁmﬁm\mo:oo_O_,oc_ooo:ﬁ:ccmo:wmﬂm_o_,o_.moﬁmo:omsoﬂmmmmgmmbi___o:
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
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