MEMORANDUM
To: House Pensions and Benefits
R
From: Alan D. Conroy, Executive Director
Date: January 21, 2015
Subject: | Committee Requests

At the January 14™ meeting of the Pensions and Benefits Committee, several requests for
additional information were made. Responses to those requests are included in this
memorandum. :

KPERS Plan Design Comparison

The System administers three “tiers” within KPERS retirement:
o KPERS 1 —membership prior to July 1, 2009
s KPERS 2 —membership between July 1, 2009 and December 30, 2014
e KPERS 3 —membership on and after January 1, 2015

KPERS 1 and KPERS 2 are traditional defined benefit plan where a member’s benefit is
calculated using the formula: Years of Service X Final Average Salary X Multiplier.
Differences between KPERS 1 and KPERS 2 are generally requirements for normal
retirement and final average salary calculations.

KPERS 3 is a cash balance defined benefit plan, which combines aspects of defined benefit
and defined contribution plan. Member contributions and retirement pay credits funded by
the employer are tracked for each member in a notional account. At retirement, the balance
of the member’s notional account are converted into a lifetime annuity. Attachment A is a
table that compares the plan design of all three KPERS groups.

Death and Disability Moratoriums

The System has managed the death and long-ferm disability benefit program for active
KPERS members and certain other groups of active employees since 1966. This program
has been an employer-provided benefit since its inception. For over 20 years, the employer
rate was set statutorily at 0.6 percent of payroll. The employer contribution rate was raised
to 1.0 percent by the 2005 Legislature, effective in FY 2007.

Due to budget shortfalls, the Governor proposed and the Legislature adopted 27 months of
moratoriums on employer contributions to the Death and Disability Fund (Fund) between

KPERS

e



FY 2000 and 2004. These moratoriums resulted in multi-year budget savings of §100.3
million - $78.5 million for the State and $21.8 million for local governments.

As aresult; the Fund’s balances were nearly depleted by FY 2004, leading to enactment of
a package of plan design and cost containment measures. In conjunction with the increase
in the employer contribution rate, these measures stabilized the plan’s funding. Fund
balances began to grow modestly because actual claims expenses were lower than
originally projected when the 1.0 percent rate was established. However, the program
effectively shifted from being pre-funded on an actuarial reserve basis to a “pay-as-you-
go” program. '

Following the economic downturn in 2008, the Legislature again approved moratorioms
on employer contributions to the Death and Disability Fund. Between FY 2009 and FY
2013, the Legislature approved 16 months of moratoriums. Attachment B shows the history
of the approved moratoriums since FY 2000.

In 2013, the Governor recommended and the Legislature approved a reduction in the
contribution rate from 1.0 percent to 0.85 percent for FY 2014 and FY 2015. This approach
was simpler and more efficient from an administrative standpoint than periodic
moratoriums. The rate is scheduled to return to 1.0 percent starting in FY 2016.

FY 2014 and CY 2014 to Date Investment Returns

As was reported at the January 14™ meeting, KPERS had an 18.4% investment return in
FY 2014 and a CY 2014 investment return through September 30% of 4.9%. Comparing
the difference between those two numbers is difficult because the two time periods are not
equal (12 months and 9 months respectively) and any discussion of investment returns is
very time sensitive.

For more information, Attachment C shows the quarterly returns for both FY 2014 and CY
2014 through September 30 as calculated by KPERS’ custodial bank. In addition, the
policy index for those same quarters has been included to show KPERS’ investment
performance compared to the benchmark.

As you can see in the attachment, there are five quarters reported between the July 2013
and September 2014, The strongest returns were experienced between July and December
2013, which are included in the Fiscal Year total return but not included in the Calendar
Year to date return. Also the weakest quarter of the five reported was the third quarter of
2014, which is included in the Calendar Year to date return but not in the Fiscal Year total
return. While it is true that the CY 2014 to date return is less than the FY 2014 total return,
it is not unusual to see a high level of variance when selecting different time periods for
comparison. '



Change in Active Membership

The committee requested additional information regarding the change in active
membership. Information for the last eight calendar years from 2006 to 2013 was readily
available and is compiled in Attachment D. '

Generally active membership has grown since 2006, from 149,073 to 155,446. This is an
increase of 6,373, or 4.3% over the eight-year period or about 800 new active members per

year.

The State/School Group has grown from 106,503 active members to 109,254, an increase
of 2,751 members or 2.6 percent. Active membership of the state group has declined by
1007 members, or 4.2 percent, during the period between 2006 and 2013. The School
Group increased by 3,373, or 4.1% during the same period.

I would be happy to respond further to any questions the Committee may have.

Attachments
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Attachment B

Historical Moratorinms on Employer Contributions

Death and Disability Fund
Year Length of Moratorium
2000 3 Months
2001 12 Months
2002 6 Months
2003 6 Months
2009 4 Months
2010 3 Months
2011 3 Months
2012 3 Months
2013 3 Months

January 21, 2015



$10¢T ‘1T &renuef

SUADIY

PazZijenuue Jou aJe Jea) | uey) s5of Spolsd oj suInIay] 'SI9SSY (101, JO LNy [RI0], 4

KepUIAMIOd B SHILH W xapup Afod B SN M
Ojof404 je30L PTOZ 'OfISquldes  pTOZ DESUDf  PTOZ TEWMEN  ET0Z TE9GWIVQ ETOY ‘0F MSGlusydes
- : %00 %0°Z-
%0'T %UT-
w0z %00
oo %0°L
W'y L i
%y ws %o's
.“aﬂ 5 . N - %ea %'y
918(1 O] JeBL JEPUI|ED +PTOT/0%/6 9180 01 Jeay Iepua|e)
HBpU§ >u=...un§ S¥gdym Xapu) Az0d W ELEEE] B
oohicafeol - o VIOZ'0Eoquisites  FTOZOESMNL  PIOZTEUNSA  EYOT‘TE10qWd3sq £107 0 iSqueades
#oT
%0y %01
my %t
%0'8
%001 %o'e
%0TT
%OPY - %0t
....... sy : %TFy,,
| %91 o By o
¥ %0'8T
#BLE: sper. %007 IV Sgi9g %0°9

»10Z Jeaa |eosid ¥PT0Z Jesj [eIs]d

Y10T ALAD PUE $10T Ad

SIUBULIOLIA] JUIW)SIAN] WASAS JUOWAANIY seakojdwr dyqng sesury]

) JUDILPIEN Y



Attachment D

Active Membership Changes by Group
CY 2006 - CY 2013

State School Local KP&F Judges Total

Starting Count (12/31/2006) 24,124 82,379 35,544 6,772 254 149,073
New actives 19,712 76,663 40,335 4,104 a9 140,913
Nonvesied Terminations 5,548 31,179 14,025 1,443 - 52,195
Elected Refund 4341 10,634 8,979 790 4 24,7148
Vested Terminations 4,158 13,260 7,256 503 12 25,189

Total Withdrawals 14,047 53,073 30,260 2,736 16 102,132
Deaths 322 629 464 56 7 1,478
Disabilities 588 807 539 184 - 2,118
Retirements 5,676 16,471 5,608 980 81 28816
Other/Transfer (86) (310) 80 304 16 4
Ending Count (12/31/2013) 23,117 85,752 39,088 7,224 265 155,446
Change (1,007) 3,373 3,544 452 11 6,373
% Change -4.2% 4.1% 10.0% 6.7% 4.3% 4.3%

LIKPERS

January 21, 2015 lof2



Active Membership Changes by Year
CY 2006 - CY 2013

ggregate
2006 2007 2008 2009 2010 2011 2012 2013 2006-2013
Starting Count 149,073 151,449 153,804 156,073 160,831 157,919 155,054 156,053 149,073
Additions
New Active Members
State 2,169 2316 2,282 3,623 2478 2,099 2472 2273 19,712
School 11,094 11,015 10,601 7,071 7,974 8717 10,298 9,893 76,663
Local 4,086 4077 4,078 8,482 4,530 4,768 5,090 5,224 40,335
KP&F 639 527 453 208 514 533 574 564 4,104
Judges 10 11 7 17 3 12 15 24 99
Total New Actives 17,998 17,944 17,421 15,451 15,499 16,131 18,449 17,980 140,913
Total Additions 17,998 17,944 17421 19,491 15,499 16,131 18,449 17,980 140,913
Subtractions
Withdrawals
State 1,671 1,492 1,271 1,313 1,978 2171 2,044 2,107 14,047
School 7,043 7,028 6,918 6,736 7,091 6,621 6,661 6,975 35,073
Local 3,431 3,062 2,850 2,716 4,676 4,576 4,398 4,451 30,260
KP&F 359 309 308 315 356 396 376 317 2,736
Jadges 2 2 - 4 3 2 2 1 16
Tota] Withdrawals 12,506 11,893 11,447 11,084 14,104 13,766 13,481 13,851 102,132
Deaths
State 21 22 36 32 67 52 45 47 322
School 62 65 54 54 119 101 95 79 629
Local 50 35 45 45 61 71 79 78 464
KP&F 9 6 8 2 6 9 9 1 36
Judges - - - - - 1 4 2 7
Total Deaths 142 128 143 139 253 234 232 207 1,478
Retirements/Disability
Stats 628 634 613 6035 789 1,691 494 810 6,264
Schoal 1973 1,964 1,960 1,984 2,409 2,229 2,268 2,491 17.278
Local 626 670 618 703 845 852 818 1,015 6,147
KP&F 116 109 118 152 155 176 145 193 1,164
Judges 5 10 8 18 2 9 12 17 81
Total Retisements 3,348 3,387 3,317 3,462 4,200 4957 3,737 4,526 30,934
Total Subtractions 15,996 15,408 14,907 14,685 18,557 18,957 17,450 18,584 134,544
Other/Transfer 374 (181) (245) (48) 146 (39 - 3 4
{Ending Count 151,449 153,804 156,073 160,831 157,919 155054 156053 155446 | | 155,446 |
Change 2376 2355 2,069 4,758 (2,912) (2,865) 999 607 6,373
Percent Change 1.6% 1.6% 15% 3.0% -1.8% -1.8% 0.6% 0.4% 43%
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