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FOREWORD

The eontinued suceess of the Teachers’ Retirement System de
pends npon the interest of the participants. The purpose of this bul
letin is to stimulate interest and eonstruetive thinking; to serve as ¢
point of departure in directinig study and thought in terms of a per
manent long-time program of retirement, which when taken as ¢
whole will serve our public school system, both teachers and pupils
to the best interest of all.

‘No effort is made to reach conclusions or to present solutions of
problems, real or imaginary. Further study is deemed necessary. Al
the end of the fifth fiseal year a thorough actuarial study will he
made. Needed amendments may then be recommended with safety.

Our Retirement Liaw is a good one, but it is not perfect. In
amending it we must realize the Retirement System is like a hugt
balance wheel; to add a little here, take off a little there will certainly
throw it out of balanee. Whatever may be done, it must be left in

- “‘balance.”’

The Fourth Annual Report of the Teachers’ Retirement System
is ineluded. '

Jourw FrED WILLIAMS
Superintendent of Publie Instruction
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PART 1.

A DISCUSSION OF STATE TEACHER RETIREMENT
KENTUCKY TEACHERS' RETIREMENT SYSTEM

Introduction

Since early in the present century, the teachers of the public schools
of Kentucky have shown varying degrees of interest in a plan of refire-
ment. In May, 1912, the Teachers’ Annuity Fund of Louisville was estab-
lished in accordance with the Act of the Legislature of 1912, In Septem-
ber of that year feachers began to contribute to it. Contributions were
limited: Teachers with fiffeen years or less of service paid one per cent,
but not more than $10.00 per year; with more than fifteen years of serv-
ice, two per cent, but not more than $20.00 per year. The annuity to bhe
paid any feacher was $400.00 for forty years of service or more and a
proportionate amount for less than forty years of service. There was
great interest and enthusiasm in the retirement plan. .

Under other Acts® of the Legislature, retirement systems were et up.

in Bowling Green, Covingion, Frankfmt Hopkinsville, Lexington, New-
port, and Paduecah,

Statewide Systems. Interest continued to inerease among teachers
and citizens, culminating in the establishment of a statewide retirement
system under an Act passed by the General Assembly in 1938°, amended
and made effective by a substantial appropriation in 1940°,

As provided in the Act of 1938, a Board of Trustees of the Teachers’
Retirement System of the State of Kentucky was elected and gualified.

This Board as a continuous body has met and handled the business
of the Retirement System since July 8, 1939, the date of the first meeting,

The State Teachers’ Retirement System became operative as to mem-
bership and receipt of contributions July I, 1940, It became operative
as o retirement and payment of annuities July I, 1942,

Retirement Office. 'The Board of Trustees employed personnel and
opened an office in the State Capitol Building July 1, 1940,

Local Systems Liquidate. As provided in Section 4506b-49, Ky,
Stat., the local relirement systems about over the state merged with the
State System by petition signed by a majority of their mémbers. The
assets of the local systems were not turned over to the State Systems, but
were held in trust by the local board of education for the purpose of
paying the annuities of teachers who had previously retired under the
provisions of the loecal retirement system. Any surplus was returned fo
the teachers who held local membership in proportion to the amount
contributed to the fund by each up to July 1, 1940,

1 Acts of 1912, sec. 2978d-1 to sec. 2978a-18.

* Acts of 1914, ¢, 17, p. 62; 'nniemleﬂ 1926, c, 88, ». 301,

$ Acts of 1938, ist ex. 8, ¢
4 Acts of 1940, ¢. 192, p. 742,
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All Equal. Former members of local retirement systerns came into
membership in the State System on the same basis in _eizery respect as
other ieachers. : : . )
The advantages of the new State Teachers’ Retirement System were
A quickly recognized by the teachers, and by the close of the fArst vear of
operation approximately 96% of all {eachers eligible were in active par-

+ ticipation. Under Section 4506b-28, Ky, Stat., any teacher could “decline”
memberhip, but comparatively few did so, and apparently only those
not expecting to remain in the profession.

Service Records. No state has been more successful in having its
teachers file the sevvice form, giving the necessary data. By July 1, 1941,
17,393 teachers had filed the informafion on Form A-1 and Membership
and Prior Service Certificates were issued as of July 1, 1941. Form A-1
or A-2 should be promptly filed by each teacher coming info active
service, Accurate experience tables depend upon the filing of these
forms, During this first year of operation, 18,530 teachers paid contribu-
tions into the Teachers’ Savings Fund of the Retirement System. This
attests further to the interest. of teachers, administrators of school Vs
tems, and colleges. :

First Appropriation. The Retirement Act of 1938 was passed after

-the :tate budget had been made and no appropriation was made to im-
plement it. . S

Upon amendment of the Act of 1938 in 1940 at the regular session,
one million dollars was appropriated for the Retirement System for the
ensuing hiennium. - : ’

This and subsequent appropriations have been used as shown’ in
Table A, '

Table A. Distribution of Appropriations 1949-4¢

State Accumulation Fund

. = _- . For
Year Amonnt %,He"]be
(1) 2) l:l;m Subsequent Prior
) (3) Service Service
4 : (&)

| E ,

1040-41 $600,000.00 r $23,669.88 476,089 .49 o
o 1941-42 500, 000. G0 18,232.93 481,7i%.03

1942-48 850, 000,00 22,319,239 559,672.38 68,007.83
1943-44 650, 000. 0¢ 24,464, 74 546,396.68 . T9,138.58
104445 798,000.00 28,000. 00* i 656, 000.00* 116,000.00%
1945-46 823,000, 00

F

28,000.00% ) G0, 000.00% 135,000.00%

* Estimates,

For the biennium 1942-44, $1,300,006.00 was appropriated, and for
the biennium 1944-46, the Iast General Assembly appropriated g total of
$1,622,000.00, . :

Fuiure Appropriations. Because of the wide participation of the
teachers coming under the purview of the Retirement Act, these generous
appropriations are barely sufficient to “match” the teachers’ contribu-
tions and pay for the prior service of the teachers now retired, As
salaries increase and as additional teachers reach vetivement age and
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retire, larger appropriations will be absclufely necessary lo keep the
Retirement System a going concern, financially sound.

If, for example, only three-fourths of the teachers participated, that
is, one-fourth “declining” in the heginning as many people had antici-
pated, the obligation of the state for prior service would have been one-
fourth less. As it is, the full benefit of the Retirement System is being
realized by the feachers and the state. Approximately 212,000 years of
prior service credit has been given the experienced teachers now in
service, _ .

Management and Contrel. 'Teachers have also participated in the
control of their Retirement System. The Board of Trustees consists of
seven members, four of whom are elected by the teachers and three of
whom arve ex-officio. By 'means of a mail ballot, the active members
elect one member each year to cerve for a term of four years, Three of
the elecled irustees must be members of the profession whe hold mem-
bership in the Retirement System. One elected trustee must be a layman
and not a 'member of the profession. The ex-officio members are the
Superintendent of Public Im:truction (who is always z member), the
Attorney General, and the State Treasurer.

A greater number of teachers receiving the mail ballot should vote.
By the exercise of thig right, they will retain and strengthen it,

One of the teacher-elected members of the Board is Chairman and |
anothey is Vice Chairman.

Faithful Service, All members of the Board of Trusiées serve with-
out pay. They have a keen intere:t and make a conscientious effort to
gserve faithfully and well. It is often necessary for trustees to make a
sacrifice in order to attend the meectings and perform other duties in
line with this service. A better board could not be chosen for this work.

Administratien. With the opening of the office of the Retirement
System, it was necessary to prepare forms to be used in its operation; to
fit its financial transactions into the routine required by the State Budget
Law, the Division of Accounts and Control, and the office of the State -
Treasurer. This has been done,

It was also necessary to prepare the general books to<receive the
credits and debits of the five funds in which the assets of the Retirement
System are held. The whole office routine had to he worked oul to
handle a large volume of bu:iness, all handled by mail. Because of the
many funds and accounts, the calculation of inferest on individual, as
well as fund accounts, the matching of contributions, the transfer of
funds from one fund to another, the calculation of annuities, the making
of refunds, the reinstatement of withdrawn teachers, the investment of
surplus in all funds excepting the Expense Fund, the bookkeeping is
intricate and fechnical and so is much of the other work in the office.

Adequate general books, ledger -accounts, and bond ‘registers are
maintained. Algo, an extensive and carefully worked out filing system
for teachers’ documents, whether active or inactive, and cald indices
containing more than 50,000 cards.

The Board of Trustees fouhd it necessary to adopt the followmg
1ules and procedures not _inconsistent Wlth the Retirement Act for the
guidance of all interested persons.
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RULES AND REGULATIONS
of the
Teachers’ Retirement System of the State of Kentucky

I. Rules and Educafienal Units:

Independent distriets, county disiriets, institutions and depart-
ments having teachers participating in the State Retirément Sysem
are refjuested to modify their respective riules, if necessary, so as fo
bring them into harmony with the Teachers’ Retirement Act, (Sec.
45060-1 to and including Sec. 4506b—51, Ky. Stat.)

II. Fractional Year:
Practions of a year of service shall be indicated to the near est
tenth. ‘

ITI. Swubstitute Teachers;

Substitute teacherz when legally employed may have contribu-
tions deducted from the salary in the usual manner and teceive
service credit for the fraction of a year taught and. paid for.

If & subsiituie teacher teaches a semester (or half school term)
or more, she is a regular teacher during that vear, and membership
is compulsory._ :

IV. New Enirant:

Professional Service Form A-1 or A-2 shall be completed and
* filed with the chief school officer of the educational unit at the time
the new (entrant) teacher signs her first annual contract with the
employing board.

V. A Special Teacher; Definition: :

A special teacher is one legally employed at a fixed calary and
who performs dutfies within the purview of the Retirement Aect, and
membership is reguired.

Salary and certificate are subject o the approval of the Depart-
ment of Education.

VI. Member with Thirty (30) Years of Service Credit:
A member with thirty (30) years or more of acceptable service

is not required to teach consecutively the last five (5) years before
retirement. (Secs. 4506b-41 and 4506b 42, Ky. Stat.)

VII. To Retain Membership:

In all cases excepting those designated in Section 4506h-42, Ky.
Stat.,, a teacher to retain membership shall téach at least three years
of each six-year period, provided the Board of Trustees reserves the
right to extend this time in such cases as may, in its judgment, war-
rant such extension and, provided further, teachers in military
service are excepted.

VIII. Prior Service:

No credit for prior service shall be given unless anhd until the.
present teacher ghall have been a contributing member for at least
one scholastic year,
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Prior service shall be granted upon the following additional
conditions:

1. To members who taught at any time during 193940, (a) and
. who become memnbers during 1940-41, and (b) who did not
decline membership. (Seec. 4506b-31, Ky, Stat.)
2. To members who have taught three years or more of the six-
year period ending July 1, 1940. (Sec, 4506b-32, Ky, Stat.}
3. To members who taught a full year during 1940-41.

(By order of the Board (January 26, 1942) the following modifi-
tion of Rule VIII'i; made effective:

That the benefit of Priof Service Credit be extended {o all
teachers who return to their profession during the war emer-
gency, and that at the cloge of one year of active service for
which the required coniributions have been made the Prior
Service Certificate be issued in the- same manner as for

© “present” {eachers,

This rule shall be in force for the duration of the emergency
unlegs sooner revoked by the Board).

IX, Credit for Service: .

In all cases where any member having a legal right to pay
‘coniributions to the Retiremeni System pays the same according
to Law, the amount of service credit paid for shall be added annually
io his service record and in no other cases. See, 4506b-42, Ky. Stat.)

X, Individual Contributions: _

Members on leave of absence and on military duty may pay |
their contributions, based upon their last annual contract, directly
to the Teachers’ Retirement System during such period of leave of
absence or military duty. In such cases, receipt shall be given the
“member as and when payment is made.

X1, Leave of Absence:

No leave of absence shall be granted for a longer period than
one scholastic year, provided the employing board may extend any
leave of absence annuaily, but in no case for more than three years
in any ten-year period. .

‘Written notice of the granfing of leave of absence and the
extension of the same shall be filed in the office of the Board of
Trustees within two weeks after such action is taken by the employ-
ing board and shall be subject to the approval of the Secretary or
Board of Trustees before such leave shall be effective for retire-
ment purposes. - :

XII. Membership: ' :

No Membership Certificate and/or Prior Service Certificate shall
be issued to any teacher who has not complied with the reguire-
ments of legal employment and pzid coniributions for at least one
full school term, or the equivaleni, excepting in those districts or
other employing units in which the annual salary for fhe school
term is paid in eleven (11) or twelve (12) equal instalments.

In such cases, ten (10) monthly contributions must have been
paid currently, and the remaining instalments shall be paid not later
than August 31 . -

XIII. Refunds: ,

Refunds fo beneficiaries or administrators on account of death
of members and refunds to former members who have withdrawn
from the teaching profession may be made upon approval of ap-
plications for the same by the Secretary.

It is the policy of the Board of Trustees that such refunds shall
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be made mot later than during the calendar month following the
date of approval: : .

The Secretary shall report to the Board of Trustees upon such
“refunds at each quarterly meeting; i e, four times per year,

XIV. Remiittance of Contributions: )

Employing boards, through - their respective treasurers, shall
remit promptly to the Retirement System all contributions due to
be deducted from feachers’ salaries, as and when deducted, as re-
quired by Section 4506b-38, Ky, Stat. Since failure o do so. affects
the teacher’s account and service record adversgely, boards so offend-
ing are lizble to the-Commmonwealth and to the teachers affected
for any and all such losses sustained by reason of- violation of said
section,

. XV.’ Report ¢f Conirvibutions:
Employing boards. shall cause to be submitted to the office  of
the Board of Trustees with each echeck for teachers’ coniributions

for any and every payroll a detailed report by school months on
a form approved by the Department of Education. Teachers’ hames
shall, as far as practical, be entered on said form in alphabetical
order. In case any teacher’s name appears on the payroll more than.
onee, said teacher’s name shall be listed on consecutive lines to
facititate the posting of his account and calculating of interest.

As far as practical, the teachers’ names should appear in the
same order from month to month, , -

XVI. Inaetive Acceunts: : ‘

Regular interest shall be credited to all inactive accounts an-
nually for a period of threo (3) years, after which no interest shall
be credited with respeet to any year until the account bhecomes
active, - after which date the regular interest shall be credited
annually, (Sec. 4506b-33, Ky: Stat) ' .

HVIL Service Benefils:

Prior service benefits shall be based upon the average annual
‘S‘é?:lar)y for the last five years of prior service. (Sec. 4506h-31, Ky.
at, : -

Subsequent service benefitz shall be based upon the average
annual galary for the last five years of subsequent service.

‘In either case, when there is less than fve years of prior service
or subsequent service, the average of such years shall be taken as
the factor in determining annuities. .

XVIIL. Application for Retirement:

No retivement benefits shall be granted without written ap-
plication filed on blanks furnished by the Teachers' Refirement
System. Data requested on such forms shall bhe furnished in com- .
piete and acceptable form, . :

Applications for retivement July I, 1942, may be filed with the
Secretary at any time during the year 1941-42, (Obsolete).

- _Applications for retirement during subsequent years may be
filed at any time during the preceding yvear.
XI¥. Anbuities:
Annuities shall be based upon three factors:
1. Age of retirement. (Sec: 4506b-43, Ky. Stat.)
2. Years of accredited service. (Sec. 4508b-31, Ky. Stat.}

3. Balary as defined in the Law and as designated in the rules
gf th)c Board of Trustees. (Sec. 4506b-2, paragraph 10, Ky.
tat. ’
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XX. Payment of Annmhes‘

Annuities shall be paid guarterly in the months of Septembel
and/or Oectober, December and/or January, March and/or April
and June and/or July.

No annuity shall be retroactive, but shall be paid in the ﬁISt
desigriated month for payments of annuities after the application
has been approved and payment authorized,

No annuity shall be paid without the approval of the Secretary
and the express authorization of the Board of Trustees, which
authorization shall appear in the minutes of the Board, provided
that, after the application has been approved and the annuity
authorized as provided above, the SBecretary chall, without further
authorization, cause the quarterly checks to be issued regulariy
during the life of the annuitant.

The last quarterly check shall be issued for the amouni, of the
accrued annuity to and including the date of the death of the
annuitant, (Sec. 4506b-48, Ky. Stat.)

XXI, Annuitant’'s Aecount:

For each annuitant, the Secretary shall set up and maintain an
account, showing the accumulated contributions of the annuitant, the
amount contributed by the State on his behalf to the State Accumu-

- lation Fund and the amount contnbuted by the State in ifs fem-
porary appropriaion for “prior service.

Regular interest shall be credited to these accounts.

XXI1. Statement of Aeccount:

Upon written request, the Secretary shall, ag.soon as plactlcai
mail to any member or anntitant requesting the same a .atatcment
of his account for the preceding or current ﬁscal Vear.,

XXIII. Retived Teachers Teaching:

In no case shall a superannuated f{eacher, who has heen granted
an Emergency Certificate, receive an annuity during the scholastic
year, or fraction of a scholastic year that he teaches; and waiver
thereofhshaH be signed as a condition of employment and the right
to teach.

Such teacher shall not pay his usual contribution and shall ot
receive subgedquent service credit for the time taught.

The Secretary of the State Board of Education is reguested io
certify the names and location of such teachers who ‘have been

granted Fmergency Certificates so that annuities may be suspended
during the period of employment ‘

'Teachers’ Savmgs Fund. On July 1, 1944, the Teachers’ Savings
Fund held assets of $2,029,435.46 distributed to approximnately 29,000 in-
dividual ledger account cards. Iach: feacher’s aceount is individualized
and handled as it might be in a savings bank. The ledger account cards
are kept in fireproof containers when not being used. Each active ac-
count is crediled with 3% interest each month of the year and interest
is compounded on July 1.

During 1943-44 the aggregate amount of interest credited to teach-
ers’ accounts was $49,252.62. This amount will increase constantly and
rapidly if the teacher remains in the profession. The amount of one dol-
lar per annum at 3% compound interest is in thirty years $49.00.

A contribution for each teacher for each month of employment is
certified to the Refirement System when he is paid at the end of the
month. This monthly contribution is immediately credited to his account
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and it beging to draw interest én the first day of the next month. If such
contributions and the check for the. aggregate amount deducted on the
pay roll are delinquent in any month, it necessitates about three times
as much work on the part of the bookkeepers to make the proper entries
and adjust the interest. Also, the teacher loses.interest on the monthly
payment or payments for the period of delinquency. Prompt handling in
the office of origin would obviate these losses of time and interest.

The state does not match teachers’ contributions until they are re-
ceived in the Retirement office.

Withdrawals. When a teacher leaves the profession, he may with-
draw his account and the accumulated interest. He must surrender his
retirement certificate for purposes of identification, No funds can be
paid to the wrong person, hence the need for positive identification in
writing.

Comparatively few teachers have “permanently” left the profession
and withdrawn their accounts. Teachers’ accounts are credited with in--
terest during three consecutive years of absence. There are approxi-
mately 2,000 accounts on which interest has stopped for this reason,

In case of death before retirement, the account is paid to the bene-
ficiary, if one has been previously designated; if not, to the adminisfra-
tor of the estate of deceased upon proper appointment by the court and
qualification to the satisfaction of the court.

Transiers. Each participating unif, as Adair County or Eastern Ken-
tucky State Teachers College, constitutes a control in the handling of
teachers’ contributions. The teachers’ ledger account cards are grouped
under county and other units for convenience in handling. When a
teacher {ransfers from one school system to another, it is necessary
that the Retirement office have thig information so that his ledger ac-
count card may be transferred likewise, This notice of transfer prevents
the setting up of a new account in the school system or ¢ollege to which
the teacher transferred. Some teachers have transferred four or five
times since entering the Retirement System. If notice of transfer has not
been sent each time, such a teacher may have several accounts in the
Teachers’ Savings Fund. .

It is the responsibility of the administrative office of the unit and it
is the responsibility of the teacher whose account is involved to give
notice of the transfer, An individual carrying life insurance notifies his
life insurance company when he changes his address. The same care
should be exercised by the teacher when he moves ﬁ om one school gys-
tem to another,

The Teachers' Savings Fund and its operation and control will com-
pare favorably with that of the largest savings banks in the state.

Contro! accounts are mam‘samed and the fund bqlanced monthiy,
quarterly and annually,

State Accumulation Fund. Interest is also credited to the State
cumulation'Fund and the amount in this fund balances with the total of
the Teachers’ Savings Fund, Assets are drawn from the appropriation
monthly.

Allowance Reserve Fund. When a teacher retires, his account is
“transferred to the Allowance Reserve Fund, A like amount deposited
concurrently by the state is transferred from the State Accumulation
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Fund to the Allowance Reserve Fund. The sum of these amounts plus
~ the amount necessary to pay his prior service benefits constitute the re-
serve from which his annuity is paid. The reserve divided by the life
expectancy gives the annuity, roughly speaking. The earlier the teacher
retires, the greater {he life expectancy and the less the reserve; there-
fore, other factors being equal, the earlier the retirement, the less the
annuify. T ’
Compulsory retirement at 65 would in no way increase annuities;
it wottld on the contrary greatly reduce average annuities because:
1. The teacher’s reserve would receive contributions for five years
less, from 65 to 70, in many cases.
2. A feacher retiring at 65 will receive more annual payments than
a teacher retiving at 70; and, therefore, each payment would
“have to be smaller than if she retired at 70,

Table B., upon the recommendation of the Actuary, has been ac-
cepted as our Annuity Mortality Table, It is for select groups like teach-
ers and is a 3% table. The columns under “age’” mean ‘age at retirement”
and other column is the amount neecssary to pay an annuity of $1.00 per
year for the life of the retirant. It is a dollars and cents column,

Table B, Teachers’ Retirement System of the State of Kenfucky
Standard Annuity Mortality Table 193%

. Age
- : 3%
Male o Female ix
x ' 50 17.84064
X - .51 17.50283
X 52 17.156249
X 53 16. 79884
x 54 16.44204
50 56 16.08248
51 56 15.92020
53 57 " . 15, 85668
53 58 14, 98869
54 59 14. 62080
55 0 : 14. 25107
56 81 - 13.88028,
57 : 52 13.50872
58 63 13.13677
59 : 64 12.76477
60 65 12, 39309
1 66 12.02211
62 67 11.65224
63 : 68 11.28881 -
64 69 ‘ 10.91726
$5 70 , 10,5529
66 . 71 . 10.19131
67 . 2 9.83271
68 : 7 9.47754
69 74 _ 9.12620




Table ‘B. Teachers’' Retirement System of the State of Kentucky
* Standard Annuity Mortality Table 1937—(Continued)

Age 3%
ix
MMale Female
70 75 8.77904
71 76 §.43646
13 7 $.00883
73 7% 7.76647
74 7 7.43995
75 80 7.11886
76 81 6.80441
7 82 6.49642
78 . 83 G.19521
79 34 5.90105
20 85 5.61416
st 86 5.33473
82 87 .5.06292
83 88 4.79888
84 b 4.54273
. 85 90 4,29464
86 9 4.05435
87 92 3.82214
88 93 3.50792
8% 94 3.38154

Life expectancy at age of retivement is greater for females than for
males. In calculating the necessary reserve; we use the apprepriate col-
urn, but in all other actuarial caleulations we consider all membership
as female. Our Retirement Act makes no distinction between male and
female members and it is assumed that the male members pay slightly
more than the female and draw slightly less, but since many positions
pay beiter salaries to men than to women, it is on the whole equalized.

Annuities Will Increase. The Retirement System cannot be evalu-
ated and judged by the annuities paid at this time; it must be evaluated
by the annuities it will be able to pay fifteen or twenty-five years hence.

The 415 members who have retired have been in membership from
one to four years and at best have made only “token” contributions te
their respective reserves, This may be illusfrated by taking two cases,
one drawing the present maximum annuity of $630.00 and the other the
minimum of $100.00.

The annuifant drawing $690.00 contributed $80.00 a year for four
years and has an accumulated total account of $337.89, This will be ex-
‘hausted in two quarterly payments. The reserve required, {on the aver-
age), to pay this annuity is $7,282.00. From this it is clear that he has
contributed less than 5% of the amount necessary to pay his annuity,

The annuitant drawing the $100.00 per year may have contributed as
little as $16.80, which plus interest would be $17.08. This will be more
than exhausted in one quarterly payment. The reserve required to pay
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his annuity is $1,055.30 and he has contributed 1.6% of the amount. All
other cases fall between these two.

The foregoing described condition will in the years ahead be greatly -
improved.- As tachers who will retire accumulate larger reserves and
more years of subsequent service credit, the annuity due them will in-
crease until, in 1954 and thereafter, teachers under optimum circum-
stances can retire on half pay or $1,000.00, whichever is the smaller. It
is noted, however, that such will have contributed fourteen years and
there will be an accumulation of compound interest for fourteen years
on the teacher’s and state’s contribution, For the average teacher in this
class, the state’s obligation for prior service will still be guite consider-
able, being approximately the present worth of $5,802,72, the difference
between the total of his contribution plus the state's contribution and
the reserve required {o pay his annuity.

Obligation for Prior Srvice. The state’s obligation for prior service is
measured by an annual appropriation of 2% of the aggregate of all prior
service salaries as defined, There is now approximately 212, 000 years of
prior service credit outstanding. The aggregate of all prior service sal-
aries is in round numbers $16,000,000, Two -per cent of $16,000,000 is
$320,000.00. In no year vei hiag the state been able to make its appropria-
tion large enough to cover this amount as permitted in the law.

All teachers with prier service will not retire; some will ‘die, others
withdraw. Making due allowance for this contingency, not less than a
pregent worth value of $3,863,715.65 will be needed to pay these teachers’
prior service benefits. Of this amount, the state has appropriated $147,-
146.21 to July 1, 1944, and an estimated $398,146.21 to July I, 1946,

Appropriations for this purpose must be inereased temporarily in
the future. :

Time a Factor. Table C iliustrates the -rate at which contributions
increase .at 3%. compound interest, In the end, the teacher’s annuity
must depend upon the amount of his contribution and the regularity
with which it is paid over a period of years comparable to a life spent
in his profession.

Any joint contributory retirement system has a permd of compara-
tively low annuites for the frst several years.

Improvements in the basic law should be made only after considera-
tion from the long-view standpoint.

~ Minimum Apnuity. It is quite evident that the minimum annuity
is too low. It is also evidenf that the state is not at this time ‘meeting its
obligation for prior service fast enocugh.

Somewhere between the two concomitant forces is the proper place
{o cet the minimum annuity and to sée that the General Assembly and
the public ar€ informed as to the necessity for taking care of it.

The exira burden of a higher minimum annuity should become less
as each year passes, just ag the burden for prior service should become ‘
less with each passing year, ending at the retirement of the last teacher
having eredit for prior service,

Adeqguate salaries for teachers will go a long way in guaranteeing
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Table C.

Three Per Cent

Compound Interest and Disecount Table

Amount Present Amount Present
~ of $1 Value of of $1 Value of
Years in $1 Due Per Annum $1 Per .
N Years N Years in Annum for
@ 3% Iience N Years N Years
1 1.030 L §700 i 1.03 1.009
2 1.061 .0426 .08 1.971
3 1.093 0151 3.18 2.913"
4 1.126 . 8485 - 4.31 3,529
B 1.168 L8626 5.47 4.71%
i 1,194 . 8375 G.66 5.580
T 1.230 , 8131 7.8% 6.417
8 1.267 L7894 ) 9.16 7.280
5. 1.305 7664 10,48 8.020
10 1.344 L7441 11.81 8.786
11 1.384 7224 - 13.19 9,530
12 1,428 . LTOLE 14.6% 10.253
13 1,469 L6810 . 16.0% 10,954
14 1.513 .B61L 17.64 11.635
15 1,568 L6419 19.18 12294
16 1.6056 L6232 20.76 12,938
17 1.603 L6050 23,41 18.561
i3 1.702 .BBT4 24.12 14.166
19 1.764 L5703 25,87 14,754
20 1.806 5837 : 27.68 15.324
21 1.860 L5376 29,54 15.8%7
2% 1,916 . .b219 . 31.46 16.415
23 1.974 L5067 33.43 16,937
24 . 2.083 L4919 35.48 ! 17444
25 2,054 . AT76 37.65 . (E7.536
30 2.427 4120 ' 449.00 20.138
35 2,514 . 2864 62.28 28,132
40 3.262 . 3066 77.66 . 23.808
45 3.782 L2644 05.50 25,254 -
50 . 4,384 .2281 116.18 26, 50%
' : f

adequate anndities, Whatever the percentage of increase in average
salaries, until $2000 is reached, there follows the same percentage of
increase on subsequent service benefits. Increase in salaries now does not
inerease prior service benefits,

- A Long-Time View

The time wiil come when all service will be subsequent service and
all teachers, practically, will have come into membership -under the
age of 30 and will, therefore, contribute 2%, but not more than 2% of
$2000, which is $40.00 per year.

At that time the sfate will have no obhgatwn for prior service, and
if 2% is found to be too small {o provide the benefits the typical teacher
desires, the state should be able to match a larger percentage.

392




The state may be able now to match a larger perceniage of con-
tribution if the need is properly presented. Recent increaces in salaries
have required an increase - in the state’s matching contribution from
$479,061.24 in 1940-41 o $546,804.72 in 1943-44. If the $3,000,000 deficiency
appropriation had not been exempted from the Refirement Law, the
latter figure would have heen $85,500 larger, a total of $632,304.72, From
this it is obvious that it will require a further increase in 1944-45, since
the amount spent for instruction cannot be less according to law. -

Table D indicates that a contribution of 2% is not sufficient to pay
the annuity now provided by law. This does not necessarlly mean the
Retirement System will be unsound.

Table D. Contribution of State an® Member Compared with Required
Reserve

Age at retirement . . ‘ 60 66 1]

48%:% 50%
.63 $ 750,00

Per cont of salary due as annunity at re-
tirement
Annuity at specified age __.

Accumulated conlribution by membeL

and state . .| 4,273.80 5,283.00 6,452.49
Reserve required for a man ] .| 5,208.05 7,667,564 6,584.28
Reserve reguired for a woman 6,082,323 §,992.80 7,914.72
Life expectancy {A.IG.T, of MM.) . 14.10 11.10 8.48
Amount necessary to pay .0 per annum

—man 12%.30308 10. 55296 877004
Amount necessary to pay $1.00 per annum

—woman - | 14,25107 12.35309 10.55296
Age at retirement GO - j G4 69
Per cent of salary due as annuity at re- !

tirement - - 2815 % 31150, 50%
Anpnuity at specified age ... 1§ 427.50 $ 472.50 $ 750.00
Accumulated contribution by membher '

and state .._. 4,278.80 5,068 80 6,204.60
Reserve required for a man . _| 5,298.05 5,157. 4] 6,844.65
Reserve required for a woman ... | 6,092,383 ° 6,032 8,187.95

Table D applies to a new member, entrance age 22 (paying 2%),
with a constant salary of $1500 per year

The amount paid in by the member and the state plus interest
accumulations at 3% does not appear to be sufficient to pay the annuity.
However, an actuarial study might find such payments sufficient due to
the influence of other factors, such as withdrawals and deaths. The
purpose of this table is to show that apparently the amount contributed
currently by the teacher and the state does not equal the amouni re-
quired to be set up in the reserve for the payment of the annuity at
retirement.

Table D may be reconstrucied as shown in Table DX, 1t is known
that alt present members will not retire; however, the percentage is
indeterminate at this time. The State Accumulation Fund, therefore,
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contains an indeterminate amount of assels that may later be made
available to supplement the teachers’ contribution and the “normal”
contribution of the state. Under the present plan of accounting, the
amounts available would be transferred to the Guarantee Fund and
malke a probable surplus in that fund, to be transferred to the Allowance
Regerve Fund. .

The deficits indicated in Table D are pmvlded for in Table DX by
taking fthem out of the State Accumulation Fund. For example, the
teacher referred to will contribute $2,641.50 by reaching the age of 65,
but if she retires at that time, 14 will be necessary to draw $6,351.30
instead of $2,641.50 from the State Accumulation Fund in order to pay
the aggregate of her annuity at 65, which is $8,992.80. KRS 161.420,
paragraph 3 reads as follows: )

*  “The state accumulation fund shall consist of the siate’s appropria-
tions to the retirement system, excluding money assigned to the expense
fund, together with interest assigned by the board of irustees from the
guarantee fund., At the time of the retirement of a member by reason
of superannuation or digability there shall be transferred from the state
accumulation fund an amount which together with the sum transferred
from the teachers’ savings fund will be sufficient to provide the member
the aliowance granted in KRS 161.620 and 161.660.”

The Actuary is of the opinion.the Retirement System will, in this
way, be able to meet the annuity peymernts without any increase in the
contribution for subsequent service, either by the teacher or state; and
therefore, in case such increases are made by amendment to the present
Law, such increases would buy proportionately larger annuities.

The first actuarial report substantiates this view, Table DD and
* Table DX are given as a basis for further thinking or investigation on
this point. . '

Table D provides some information on which to evaluate the sound-
ness of the present Retirement Law after the obligation for prior service
no longer obtaing, It is not conclusive. It considers subseguent service
enly and the contribution of a teacher entering the Retirement System
at the age of 22 and teaching without loss of time until she retires, Since
$1500 is arbitrarily taken as her salary from the beginning, she would
contribute $30.00 per year and so would the state, At age 60 her accumun-
lated contribution plus that of the state is $4,273.80; her annuity is
$427.50 and life expectancy, according to our table, is 14.1 years. The
reserve required to pay her annuity is $6,092.33, which is $1,818.53 larger
than the amount provided for_ that purpose. The condition is worse if
she teachey five years longer, retiving at 65; but is improved somewhat
if she teaches until 70 because of the 50% maximum.,

It apparently was assumed by those who wrote the Retirement Bill
that this deficiency would be made up by interest earnings in excess of
3% and a surplus created by the transfer of funds caused by withdrawals,
Under present economic conditions, 2.5% is the maximum a refirement .
system. can make on investments, Those realizing a greater return are
doing it on investments made in the 1930’s or earlier.

If she retires at 64 rather than at 65, which very few will do because
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Table DX. Coniribution of Retirement System and a Member Entering
as a New Teacher Age 22 With a Constant Salary of $1500 Per Year*

Age at retirement 60 i1 70
Por cent of saliry due as annuity at re- .

tivement ..______ 2814 % 4834 % 50%
Annuity at spemﬁed age $  427.50 3 %25.63 % 750,00
Accumulated contribution by member._ i (2,136.90) (2,641.50) (3,226.20)
From State Acecumulation Fund for a man| (3,161.15) (5,016.04) (3,358.08)

Total | 5,208,05 % 7,657.54 ° |[$ 6,584.23

Reserve required for a man . .__..|% 5,288.05 $ 7,657.54 % 6,584.28
Accumulated contribulion by nmmbex ] (2,136, 50) (2,641.50) (3,226.20)
rom State Accum=ulation Fund for a .

woman .30) (4,688.52)

Total S .80 $ 7,914.72

Reserve required for a woman - .80 § 7,014.7%
Life sxpectancy (A,1B,T. of M.} .10 8.48
Amount necessary lo pay $1.00 per | i

annum-—man ... - 12.29309 10.65296 8. 77904
Amount necessary to pay $1 ()0 per

BNRUNL—WOMAL oo e 14.25107 12.39309 10.56296
Age al retirement . &0 64 i1:]
Per cent of 'sa]ary duze as annulty at re- .

tirement ... . 28%% % 313%% 50%
Annuity at specified age ... 1% 487.50 §  472.50 $ 750,00
Accumulated contribution by membel,,,, (2,136.90) (2,534,40) (3,102,207

rom. State Accumulated ¥und for a mant (3,161.15) (2,628.01) | (8,74%2.35)

Total e ¥ 5,208.05 % 5,1567.41 $ 6,844.65
Reserve reguired fm a man _._ i B,298.05 5,157.41 6,844,665
Accumulated contribution by member .| (2,136.9¢) (2,534.40) (3,102.30)

From State Accumulation Fund for a
{3,955.43) {3,407.95) (5,085.65)

WOMAN e
Total ._._ $6,082,35  [§ £.187.95
Reserve vedquired for A WORAN oo $ 6,032,365 $ 8,187.95

1The amount provided from State Accumuiation FPund to make up the re-
serve required for a man or woman will be larger than the amount provided by
the member’'s acceumulated contributions, The State Accumulation Fund should
be sufflcient to meet these excesses for retiring members since the matching eon-
E;Ebu§10n§ by the State on account of members dying and withdrawing augment
s fun

of the disproportionate difference in the annuity, her deficit will be
'$963.55, the lowest for any year at which she 'may retive.

If the teacher’s confribution is 3% instead of 2%, the reserve in -
each case will be increased 50%-—at 60, $6,410,70; at 65, $7,924.50, and
at 70, $9,678.60, Since the teacher retiring at 70 would not be able to
draw all of his reserve, that surplus would autematically go to liquidate
the deficit in the caSe of a teacher refiring at 65. If, therefore, appears
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that a contribution of 3% would be sufficient to provide the annuity to
be paid under the present law, without taking into consideration the
- Tactors of death and withdrawal. ) '

The only factor used that could cause ervor in these caulculations is
the {able of life expectancy, which is ‘a modified table based upon the
American Experience Table of Mortality with adjustments to conform
to the experience of certain older teachers’ retirement systems.

The salary taken here is a constant salary. In practice salaries
increase from the beginning of service to the end. There is na ap-
. preciable reduction in salary just before retirement, although there is-
the possibility of it. This being true, the deficits deseribed would tend
to, be greater in actual experience. .

Any modification of the Retirement Law should take this into
consideration.

Additional Contribution. There is some demand for the privilege
- of paying an additional contribution over and above that 'matched by
the state for the purpose of purchasing an additional annuiiy at retire-
ment. This is practical. Such payments would be credited to the mem-
ber on a separate ledger account snd would be invested in the same
manner as other funds of the Retirement System. The net interest
earned would be credited to the account of the individual and com-
pounded on July ! of each year. This should he done without cost to
the member and an insignificant cost to the state.

" Upon retirement, the additional annuity bought wozﬂd be added $o

- the regular quarierly annuity check during the life of the retired mem-
ber. Upon withdrawal or death before retirement, the accumulated
amount of the account should be refunded.

The annuity should be increased by a proper factor so that none of.
this additional account would be refundable upon death afier retire-
ment.

There are advantages to the teacher in the higher salary bracket in
stich a privilege. Private life insurance companies can and do provide
excellent service for people gso cituated. The cost is a little greafer, but
life insurance and annuity companies can provide for a definite number
-of annuity payments “certain” to be paid even though the apnuitant is
deceased, and this a retirement system cannot practically do.

Options, After the Teachers' Retirement System has been in
operation long enough for members to have adequate individual reserves
built up, provision can be made under Section 161,630, KRS, for one or
more dependants. The retiring member options a smaller annuity at
time of retirement, leaving a predetermined annuity for his beneficiary
or beneficiaries. The total of all annuities would equal the actuarial
value of his benefits under Section 161,620, KES.

Oul of State Service. Present teachers have 6,356 years of out of
state service, This is not quite 04 of all prior service and if equally dis-
tributed, would not constitute a problem. It is, however, held by a
comparatively few members and in many cases it tends to deprive them
of the benefits of the Retirement System. Such members should at last
have the privilege of validating this service, or as much thereof as they
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may, by paying the present worth of the calculated increase in anuity at
age 60. Such costs would be comparatively high, but not prohibitive.
Such validated service should be treated as prior service. The advan-
tages, to the member, of such service are great, over and beyond the
increase in annunify that such validation would provide. Such a plan
would cost the state no outlay of money. A more liberal plan may be
found desirable,

Disabilily. There is the satne service requirement, twenty years,
for refirement for permanent disability as for superannuation. The only
‘difference is in the minimum age; 50 for disability, 60 for super annuation.
This requirement is high because such cases ave treated in the same
manner as cases retiring for supérannuation so far as annuity, contribu-
tions, and reserve are concerned. No additional contribution seems
necessary as long as the minimum service requirement is 20 years. If
the minimum remains at 20 years, the age requirement of 50 years
might be reduced or eliminated.

The disability annuity ranges from 10% of average salary as defined
in the law to about 21%. A majority of dlsablhty annuitants at this time
draw the minimum of $100 per year. .

Some retirement systems have a sickners, acc1dent and disability -
- feature for which its members make an additional contribution. It is
difficult of administration. Our permanent disability retirement feature
is easy of administration and cost: nothing extra.

Out of 415 retirements, 24 have been for permanent disability,

Superannuation, The minimum service requirement of a majority .
of the states is 30 or more years. For Kentucky it is 20 years. The
states are practically agreed that 60 is the correct 'minimum age for
voluntary retirement., Taking the United States as a whole, the average
age for voluntary retirement is near 66. For Social Security retirement,
it is 65. It is observed that members who are well and vigorous do not
want to refire even at age 70. When our Retirement Act went into
effect, we had teachers as old as 85 teaching regularly. The average
age of members retiving July 1, 1942, was 71.125 years, There were 168
teachers 70 or over in active service, _

If a member accumulates 30 years of service credit before reaching
the age of 60 he may, if he so desires for any reason, withdraw from
the profession, but not withdraw from the Retirement System, continu-
ing to pay his usual contribution direct to the Retirement office until
he reaches the minimum retirement age, at which fime he would be
retired, _ .

A member with 30 years or more of service credit is not reguired
to teach the last five years, immediately before retirement, consecutively.
He remaing eligible to retire during an absence of nonpayment of con-
tributions for not more than three years. -

Membership is malntamed by teaching three (3) years out of each
G-year period.

With the member with less than 30 years of service credit, apphca-
tion for retirement must be filed within one scholastic year affer he
quits teaching in order to be eligible for retirement.
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In any case dues may be paid under “leave of absence.” If dues are
50 paid, it has the same effect as teaching. The Retirement System will
recognize three (3) years of “leave” during each 10-year period.
) The board of trustees hag the authority to validate service credit for
not more than 6 years of absence from the profession, If the member
may pay contiributions, no such validation is necessary.

Service Credit, Many members place foo low a value upon their
service credit. Recently a member surrendered her credit of 24 years
in order to draw out her account of less than $50.00. Her reason being
that she could not {each for three years. In reality she could have
- arranged for an absence of 6 years and refain her service credit, which
at age 60 would have a retirement value of $1400. No arrangement was
necegsary for an absence of 3 years. '

Members should write the Secretary for advice, when in doubt. The
interest of the member will be fully and prompily explained.

Members in regular cervice who have reached retirement age have
from one to three years in which to decide whether they want fo volun-
tarily retire. Once‘the application for retirement is approved, it is as-
sumed by the Retirement Law thal the member cannot return actively
to the plofessmn An exception .is made for emergency conditions, but
the Retirement System is not an unemployment plan, but is a retirement
plan.

Problems, At this time there are two major problems facing the
Retirement System: ‘
1. What is an adequate retirement allowance?
2, Can the members and the state maintain this allowance?

The first shoﬁld be answered by the profegsion, and the obligation
under the second equitably divided between the members and the state.

The trend is toward the determination of the feacher’s contribution;
the state’s contribution, and the teacher’s annuity by exact actuarial
calculations.

The teacher’s confribution could be determined by calculation from
the annuity which is considered adequate and desirable, fixed arbitrarily,
The state’s contribution could then be defermined therefrom by calcu-
lating the amount needed to supplement the teacher’s contribution in
order to make the predetermined annuity possible. When the teacher
retires, the annuity would then be determined by dividing the reserve
built up by teacher and state by the pr oper factor of life expectancy at
age of retirement,

All other ways of calculations are mere devices for reaching the
same conclusion,

What other state ret1rement systems are domg may indicate what\
we 'may underfake to do.

Tables E and F show roughly what others are doing.

The data given in Table I were collected recently by means of a
questionnaire suggested by Mr, John W. Brooker of the Kentucky
Fducation Association. Thirty-one states sent replies to one or more of
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Table E. Membership, State Contributions and Annuities of Certain
States With Teacher Retirement Systems July 1, 1944

No. of Srate or Annuities Paid
State Active - Contri- - - Remarks
Members ]1_39‘}4%1_042 | Mmimum | Meximum nf‘ilf;;er
Arkansas ...__..__.._._E{ 11,800 I| $ 540,000 I[ $ 180.00 | $ 600,00 I{ 3 324.0C ) ]
Arizona . -] 8,500 100,000 — . _ Annuity not reported.
California 54,000 1,000,000 240.00 1,350.00 | = | Average not reported.
Colorado ... — 4,922 } 23,862 ‘ e | Mo annuities paid until 1949.
Cox}necticut — .__‘ 9,982 l 1,324,165 500.00 3,733.02 [ 664.97 -
Florida —w.. I[ T 14,240 i] 109,000 ‘ 64.92 1,009.20 392.28
Minois - S— 35,000 2,429,200 122.60 1,500.00 J 500.00
KENTUCKY? ___.\ 27,859 ( 650,000 100.00 630.00 ( 276.36 | Not included in totals and averages.
Kansas e 18,000 60,000 ) 24.00 204,00 180.00 .
Lowigiang e - 17,569 } - 949,182 ) §.16 | 2,835.17 418%.69
B0 -1 7 — , 85,000 | 143,473 | || ( Annuities on actuarial basis.” Not re-
Maryland — - 7,000 710,650 69.60 6,339.48 $00.00 { ported.
Massachusetts 21,245 ! 1,805,544 ’ 177.52 b1,972.68 1,174.04 :
Michigan —.. 28,000 g 750,000 600.00 1,200.00 800.00
Minnesota 8,014 1 264,872 80.00 2,206.32 1 736.18 .
AMentana u_.__]| 6,085 i 150,000 l‘ 12¢.00 I 150,00 ] 390.00 .
New Hampshire |- 474 38,000 | 51.05 51.05 51.05 | Annuities paid on actuarial basis.
T New Jersey _ﬁmﬂg 30,762 [ 6,512,601 | 152.28 ‘ 5,268.80 [
WNevada e ] 200 44,630 600,00 816.00 600.00 Over 80% of pensions are $600.00.
North Caroling ... | 56,000 f 2,000,000 11.52 ' 1,500.00 300.0¢ | Teachers and State employees.
North Dakota -_.__.’ 12,000 | 100,000 ]f . 238.00 | 510.00 | —eee. | Counties pay 20c a child. .
New Mexico — . 3,985 e 45000 | 1,500.0C " 67800 Superannuation. ‘Teachers. do not
L0731 SV T— | 44,000 .| 2,760,000 | 44.88 | 1,355.08 791.67. { contribute.

1 ot included in totals and averages.
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Table E. Membership, State Contributions and@ Annuities of Certain
States With Teacher Retirement Systems July 1, 1844-—Continued |

42,626.09 - 23
11,518.81 = 20

! 1,708.00 ’ | Maximum average annuity,
| | 575.94 [ Median average annuity.

State of . .
No. or District Annuities Paid )
. State Active Contri~ - Mod Remarks
MMembers bution T . : . edian or
‘ 164744 Minimum Maximum Average
1 i o

Oklahoma 10,750 | 100,000 | | ... | No one retired until 1947.
Fennsyivania . 85,564 | 1,335,000 | 173.24 | 2,756.45 | . 1,215.00 | :

I J | | .
Rhode Island o] 485 | 538,600 | 500.00 700.00 R | No coutributions by teachers.
South Dakota ] | E—— | Net in operation yet.
Ttah - 5,000 [ 431,200 \ 360.00 | 1,200.00 % 750, 00 | Average for disability $389.16.
Vermont .. 482 | 27,500 | 192.00 1,200.00 | .. |
Washington 13,000 ] o 1,125,000 , 120.00 600-00 ‘ 463 00 |

: J [ : l l

West Virginia . 18,324 | ° _1,300,000 | 50.00 1.274.84 453.85 |
Wisconsin ... 17,284 1 2,570,472 ‘ — | gBeneﬁts on Actuanal basis. Not re-
: | | [1 ported. :

| 541,767 | $30,654,051 | $5,158.17 $42,626.09 $11,518.81 E

‘ | | ' T | :

$30,654,951.00 - 537788 = | 57.00] | | {Average contribution by the State per

[ | | ) |7 teacher.®’

5,188.17 = 25 ’ | 205.52 | Minimum average annuity.
I
\

i
l
|
[

Source of data: Questionnaires returned by secretaries of retirement systems.
2 The avérage in Kentucky in 1943-44 was $650.000.00 = 27859 — $23.33.



the guestions asked. "The data are for the last ficcal year of the state
reporiing.

The active membership reported may include members not teaching
at this time, but still in membership. For example, Kentucky has about
18,250 teaching positions in which the feacher holds memberzhip, but
we have 27,859 teachers holding membership as defined in the law.

With the excepiion of five states, no apparent effort is made to keep -
the minimum annuity up to a definite standard. In nine. states the
minimum annuity granted for last year was less than $100.00.

The maximum annuity for any retirement system is not. highly
important unless it is comparatively near to the average or median
annuity. Only a few feachers receive the maximum annuity in cases
where it is comparatively high, as in Maryland. The true measure of
the value of the Maryland Retirement Systém is in the average or
median annuity of $600. In Connecticut, for example, the minimum
annuity of $500.00 and the average or median annuity of $664.97 are
both highly significant, while their maximum of $3,733.02 is not.

In Michigan, for example, the maximum annuity is significant of
the value of their retirement system because many teachers can and
will receive this maximum.

The maximum annuitly is highly important in Kentucky because it
is based upon half pay of all individual calaries of $2,000 or less and
is in the reach.of all teachers, not now, but when the Retirement
System reaches its maturity.

In comparing the maximum annuity granted in Kentucky with that
for other states, it should be kept in mind that the maximum in Ken-
tucky is nol yet reached and will not be until 1954, This is alze true
in the case of some of the other states. A high percentage of teachers
in Kentucky will be able to receive the maximum annuity when then
Retirement System becomes fully effective.

The average maximum annuity for the states 1ep01tmg, excluding
Kentucky, is $1,705.00.

The average minimum is $205.52, a little more'than twice that of
Kentucky which is $100.00. The case of Kenfucky is in a class by itself.
About 15% of the 1et11ed teachers in Kentucky are 1ece1vzng this mini-
mum.

More than 46% of our retired teachers are at this time 1‘ece1v1ng
less than $205.52, the average minimum for all the states. The number
receiving this low annuity is decreasing, but this does not help those
who are on the annuity roll or who will be placed thereon in the near
future, .

The number retiring to receive the mimimum is by years: 1942,
twenty-five; 1943, twenty-six; and 1944, eight. The number receiving
between $100.00 and $200.00 is by years: 1942, eighty; 1943 forty-three;
and 1944, fifteen,

This low annuity in Kentucky is due {o the low salaries paid, the
maximum. limit of 30 years credit for prior service and the small amount
of subsequent service earned.

Sadlaty inereases such as-recently obfained and the fu1ther accuniu-
lation of subseguent gervice will ameliorate the condition,
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Table ¥, Normal and Deflcxency Contributions By Certain States And
Their Members’ Conrtibutions Expressed in Percenfage of
Salary Where Possible

Per Cent y .
Siate,, | dn | et .
State Contributions Momber| Saiary Explanation
Ncu‘mal\ Dery, | Cont. | Base
Alabama 5 2.55 3.44 3.5 | ,
Arizong 2.566 a a $2800 1 a. Actyarially determined.
Avrkansas 4.00 1.5 4 2500
Califoruia b 4 b. %1% per teacher per year plus
Colorado? 3.5 3.5 .5% of inheritancse and trans-
: - fer tax.
Conanecticut, .. c e, 5 ¢. Amount needed to make re-
Florida 2.82 3.66 a - gerve sufficient,
" Georgia .. 4.10 5 |
Ilinois [ 4 | e Actuarially determined,
. Member pays " for prior
Indiana e f f a service,
Kansas ... g | 4 3000 | f. Proceeds of certain taxes.
IKentucky? . 3— 2 3— 2000 | g, 'Transfers from school fund,
Louigiana 2.57 2.90 4
Maire ... [ S 5
Maryland __ 3.18 3.83 a
Massachuselts a a & o
Michigan . I 3 3000 ' h.  $300,000 per year.
Minnesota __ i [} 2060 | i, Maxkmum $250,000 per year.
Montana a bt 5 2000
Nevads J o] e B j- 3¢ tax on $100 assessment,
New Hampshire; b R 5 2000
New Jersey 3.58 5.33 a
New York . a & 4 -
North Carolina a a 4 3000
North Dakofa . i 1to2 k. 20c per child per year.
Ohio e[ 2.5 1.5 4 2000
Oklakoma, 1 [ 4 1. 1943-1945 $100,000 per year.
Pennaylvania . * 3.2 ] = 2,13 fo 4.14.
Sbuf;h Dalkota m m n ni, State will appropriate funds.
TeXas . B 5 3600 |[n. Members may elect annuity
of $100 to $300 and pay ac-
- Utah 5 6 2500 . cordingly,
Vermont 5 b 2000
Virginia, .. 2.67 3 a 2000
Washington m m a 2000
West Virginia | 4 4 2500
Wisconsin _. t JR— 5
Wyoming . lto2 1

Data presented in Table I are compiled from Statutory Analysis of Retire-

ment Provisions for Teachers and Other School ¥mployees.

January, 1944,

N. K. A. Bulletin,

1With the exception noted, states like Colorado and New Hampshire make
the normal contribution sufficient to include the funds for the deficiency appro-

priation,

2 gtatutory provisions.
cording to age of entrance.

We are not able to segregate the percentages.
Two per cent, three per cent,-

Average member's contrlbution slight]y less. than

or four per cent ac-

three per cent and the state matching said contribution.
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In the meantime if the minimum annuity is placed at $200.00, a suf-

ficient appropriation should be obtained to pay the difference and to

make it apply also to those already retired, As the years pass, the neces- -

sary additional appropriation would decrease. The -cost could he defi-
nitely caleulated and included in the obligation for prior service,
The median annuity is a better figure to use than the average an-
nuity, but this could not be obtained from all the staies, hence the ne-
cessity of using either as reported. 'The average of the median or aver-
' age annuities as reported by twenty states is $575.94. The average for
Kentucky is at this time for all teachers who have retired $276.36.
The average for those refiring July 1, 1944, is $343.27. The average
for Kentucky will increage ag salaries increase and as the {eachers ac-
cumulate subsequent service credit. As in the case of average minimum

annuities, this average for Kentucky is less than half the average for .

the states reporting. In time the average for Kentucky may be expected
' to compare favorably with that of Illineis, Ohio, Maryland and others
of the older retirement systems,

State support figures large in each of the state teachers retirement

systems:. In New Mexico the state pays the entire annuity, the teacher
making no contribution. For the states reporting, the average contri-

bution per member by the state for 1943-44 was $57.00; on the same
bagis the average for Kentucky was $23.33. If we consider the teaching
and contributing membership of Keniucky as 18,250 instead of 27,859,
the average contribution per member by the state is $35.62, If we ude the
appropriation for 1944-45, the per member average is $43.78. The aver-
- age contfribution paid by Kentucky teachers during 1943-44 was $30.00.

Compared with the average of all other states, Kentucky is low in
either case,

If Kentucky had appropriated during 1943-44 the full amount al-
lowed by law, it should have been $50.00 per member for 18,250 mem-
bers, an increase of $14.38 per teaching member.

There are certain -factors such as salary, feacher turnover, health,
average retirement age which might make a smaller per member ap-
propriation for Kentucky suificient.

It is to be noted, however, that on the three points of comparison;
average minimum annuity, average median annuity, and per member
support, Kentucky is low in comparison with the average of the states
studied.

Roughly defined, the normal contribution is the contribution for
subsequent gervice, and the deficiency coniribution is the contribution
for prior service. As in Texas, for example, some states make one con-
tribution which in pl‘actlce includes both the normal and deficiency ap-
propriation,

For Kentucky, the normal contribution is the one which “matches”
the teacher’s coniribution held in the State Accumulation Fund account
number one; and the deficiency coniribution is 2% of members’ aggre-
gate prior service salaties. The normal contribution is a little less than
3%, and the total statutory state contribution is therefore approximately
 8%. This percentage compares more or less favorably with percentages

paid by other states, as for example, Ohio. The tendency is toward de-

termining these percentages actuarially at stated intervals. However,
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when this is done the combined percentages of state support is about the
same gs that for Kentucky. It is obvious that the deficency contribu-
tion gradually decreases as the state’s obligation for prior service is
paid. In Kentucky the percentage is constant, but the base decreases
each year as.teachers with prior service die, withdraw, or retire, The

. percentage provided f01 in the Kentucky Law seems to be sufficiently

high to meet the standard for actuarial soundness if the 2% is promptly
and regularly paid.

In a joint contributory system like that of Kentucky and . thirty-six
other states, the normal contribuiion should approximate the contribu-
tion paid by the teacher, Table F seems to indicate that in many states
the teachers’ contribution is greater than the normal contribution paid
by their respective siates. In Kentucky the normal contribution has been
paid regularly, promptly and in the exact amount due each month since
July 1, 1940,

If in Kentucky the teachers’ contribution is increased in per cent, it
would seem fair to increase .the state’s percentage of normal contribu-
tion; especially during present conditions under which the Guarantee
Fund must depend heavily upon the State Accumulatlon Fund in order
to meet interest requirements of 3%.

In normal times, if and when, 3% can be earned on, investments, the
state’s normal contribution might be reduced with safety and the System
remain actuarially sound, Such action does not appear to be advisable at
this time, .

The data indicate that in round numbers 10% properly distributed
as to normal contribution, deficiency contribution and teachers’ contri-
bution is a maximum amount necessary in any state. No doubt 8%
would be found sufficient affer the burden of the prior service obliga-
tion is sufficiently reduced. The percentage for Kentucky is at this time

slightly under 8%.

Table G. Biennial Budget Requests For The Kentucky Teachers’
Retirement  System By Years

Year | Tot-a.l Reguested } Minimum Specified Appropriation
1940-41 i $ 500,000.00% $ 500,000.00 % 500,000.00
1943 -42 500,000.00% 500,000.00 590, 000. 00
19042-43 §65,320.00 |- 6560,000.00 650, G00. 00
194344 854, 280.00 658,000.00 650,000.00
1944-45 972,625,00 799,000.00 799,000,00
1945-46 972,625.00 8323,000.09 823,000.05
Totals . 34,664,850, 00 $3,923,000.00 §3,922,000.00

* Amount specified in Act of 1940, Sec. 4508h-37,

Those charged with the responsibility of .preparing the state budget
must require the services and agencies of the State Government to submit
budget request in November before the General Assembly meets in
January, The Retirement budget is determined principally by the amount
needed to match teachers’ contributiens and to pay for the. pr101 service
of those who retire,
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To estimate these amounts eight months and {wenty months in ad-
vance of the beginning of the fiscal year for which appropriations are
sought is precarious business to say the least. Eight months and twenty
months, respectively, before the per capita allotments can be deter-
mined, the amount needed to match contributions based thereon must be
arrived at.

The number of members who will retire durmg the biennium must
be estimaied and the part of their total annuities derived from prior ser-
vice credit calculated.

These two subtotals plus the amount needed for administrative ex-
penses, which amount cannot exceed a sum equal to 4% of the receipts of
the “matching” fund, make the total budget. N

These figures must be justified before the Legislative Council and
other budget officers. Their questions relative fo the need of a specific
amount must be answered satisfactorily.

The Retiremeni System each biennium has been requested to sub-
mit for consideration two budgetary amounts: (1) the maximum amount
provided for in Seciion 161.550, KRS, and (2) the amount required to
match teachers’ contributions and pay the annuities of retired teachers
for the biennium. Appropriation has always been made for an amount
not less than (2), but never near enough to (1) for the besi interest of
the Retirement System,

However, each appropriation has heen increased over the preceding
one, and this is another factor in the constant gradual 1mp10vement of
the Retirement System,

Trirst Aetuarial Report. At the close of the firgt year of operation,
an actuarial study was made and a balance sheet prepared for the Re-
tivement System. It is presented as Table . While if appears {o be
accurate, it can scarcely be expected to be as accurate a guide as the one
which is to be prepared at the close of the Tifth fiscal year. -

It should be recalled that before the Retirement Bill was written a
careful and detailed study covering tenure, teacher-turnover, ages of
present feachers, average salaries of teachers, and related factors was -
made by the K. E. A. and the University of Kentucky.

" This stiady was actuarially. interpreted, and upon the findings- the
present Retirement Law was based.

The actuarial study made at the end of }940 41 in all pr mmpal pomts
verified the former study.

In order to prepare this balance sheet, it was necessary to prepare
fundamental tables on at least four factors affecting termination of active
mempership. Since the membership has a high percentage of women,
all members were freated as women in preparing these four tables. This
results in a margin of safety, since lifé expectancy for men is the lower.

The four factors are w1thd1awal death, dlsablhty, and superannua-

ation.

The termination of membership by leaving the profession is a highly
important factor in making calculations with reference to our Relirement
System. Table J is based upon the experience of other retirement sys-
tems, It appears that the number indicated as withdrawing per 1000 in
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Table H. Valuation Balance Sheet Approximate Liabilities and Assets
of the Teachers’ Retirement System of Kentucky®
. as of July 1, 1941

' . 3% Interest Rate

PRIOR SERVICE
Liabhilities .
Present Value of:
Benefits Mandatory hy Reason of Prior Service . . $2,517,718.37

Benefits Mandatory by Reason of Prior Service for
members eligible to rvetive - 1,345,997.28

Total Liahilities by Reason of Prior Service... ... $3,868,715.65

Assefs
Present Value of:
State’s Accrued Obligations for Prior Service Credits 33,863,715.65

Total Assets by Reason of Prior Service ..o $3,863,715_.65'

In accordance with Section 4506b-87 of the Law,
the State undertakes to contribute a temporary .
amount annually “in order {o gover the obligation
assumed by the S8iate for Prior Service Credits,”
The ohligation of the State is equivalent in
amount to the liabilities for prior service credits.
Ths law attempts to measure this temporary
annual appropriation by an amount equal to two
per cenium of the salaries of all present teachers.
Hsing the current silary seale of all present
teachers as a guide, and obtaining a present
value based upon 2% thereof, we find that such
approximate present value is apparently insuf-
ficlent to discharge the State’s accrued obliga-
tions. It also appears that a measure of the
present value based upon salaries of present
teachers will regult in a diminishing return, thus
weakening the dependability of the approximate
present value. The indicated deficiency is not of
immediate concern, bhut should be taken into
consideration in future valuations,

State’s accrusd obligations for Prior Service $3,863,715.65
Approximale present vaiue of State’s fempo-

rary annual appropriation .. 3,669,282,23
Indicafed deficit ..o §104,483.42

1 From Actuarial Report on the Teachers’ Retirement System of Kentucky,
September 26, 1941, L. C. Cortright, Actiuary.

SUBSEQUENT SERVICE
Liabilities
Present Value of: .
Beneflts Mandatox'yﬂ by Reason of Subsequent

Service . .-.$10,438,189.10
REstimate to cover Memboers' withdrawable funds
Tunds (Prior to 60) . . ... Z,804,999.53

Total Iiability by Reason of Subsequent Service...... $12,743,138.68
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Table H. Valuation Balance Sheet Approximate Liabilities and Assets
of the Teachers’ Retirement System of Kentucky!
as of July 1, 1941— (Confinued)
Asgets
Present Value of: . . .
Members® Contributions by Reason of Subsequent
Service, including funds subject to refurn in .
event of death or withdrawal prior to age 60— _ 3 7,390,242.61
State’s Contributions by Reason of Subsequent
Hervice, none of which is subject f{o return by
reagson of death or withdrawal of members prior
to 60 . - : 5,852, 896.02

N

Tetal Assets by Reason of Subseguent Service ... . $12,743,138.63

The law specifies that in the eveat of with-
drawal from the system, or death of the mem-
ber prior to age 60, a member's contribution
shall be refunded, together with interest ac-
cumulations thereon at 2%. Accordingly, in eal-
culating the present value of members’ contri-
butions as a part of assets by reason of subse-
quent service, due allowance has been made for
this contingency. Idkewise an equivalent allow-
ance as an estimate has been glven consideration
in connection with Lisbilities by Reason of Sub-
saquent Service,

) CONSOLIDATED VALUATION BALANGCE SHEET
Liabilitles
Total Liabilities by Reason of Prior Service_______§ 3,868,715.65
Total Idabilitles by Reason of Subsequent Service .. 12,743,138.63

Tolal Ldabilities ... i o ¥14,606,854.238
Ass_ets )
© Poial Assets by Reason of Prior Sevvice oo % 3,868,715.65
Total Assets by Reason of Subsequent Serviee .. 12,743,138.63
Total Assets .. R : 216,600,854.28

Table J is smaller than the present experience indicates;’however, our
tables of experience covering the war peried may not reflect conditions
in normal times. A high withdrawal rate favorably affects the balance
sheet of the Retirement System. Since the coniribution of the with-
_ drawing teacher only is lost, the remainder in the retirement gystem
funds is increased per member. It leaves a larger amount with which
to discharge the obligations of the Retiremnt System to the remaining
membership, .

Table J may be read as follows: out of a group of 1,060 active {each- -
ers ages 20 to 24, 7.65 will withdraw, 2.2 will die, and 0.5 will become
disabled during any given year,

Our members may withdraw their accounts upon leaving the pro-
fession and surrendering their Retirement Certificates. They must, of
course, certify that they are leaving the profession permanently. Allow-
ance must be made for changes in circumstances over which the individ-
ual has no control, so there is provision for the re-establishment of the
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Table J. Number of Withdrawals, Deaths, gnd_Disabilities Per 1,000
_Active Members by Age Giroups

Age Withdrawal Death Disahility
.20 7.65 2.2 0.5
25 .69 2.5 0.6
30 3.28 3.0 0.9
35 4.27 3.0 1.4
40 .96 4.4 © &5
45 .40 5.6 4.9
50 .15 7.3 11.2
56 .03 1¢.6 19.3
7 Y 19.3 29.8
6| 35.5 45,2
70 _ 62.3 66.0

account of the withdrawing teacher if she returns to the profession with-
out an absence of more than three scholastic years. In order to bring
her ‘account up to where it would have been had it not been ‘withdrawn,
3% compound interest must be returned with the principal. '

Since July 1, 1940, 2,656 members have withdrawn their accounts
and 20 of this number have re-entered the profession within three years
and returned their accounts. Our Retirement System has approximately
1,500 accounts of teachers who have not taught for three school terms,
and approximately 9,000 who have been absent from teaching less than
three years. In the four years of its existence, the Kentucky Retirement
System has held the membership and account of not less than 30,000
diffe:ent individuals, almost {wo for each teaching position in the State.

The Board &f Trustees may upon request extend the period of ab-
sence fo six years, but this does not apply to a member who has . with-
drawn his account. .

Losses by Death, The mortality raies used in making the foregoing
valuation balance sheef of liabilities and assets are derived from exper-
ience tables of select groups of annuitants. Modification has been made
tor recent trends. From July 1, 1940, to June 30, 1944, 153 deaths have
been reported to the Retirement office. Many have not been reported.
These figures do not include deceased retired teachers,

Upon the death of a member before retirement, his account consisting
of his contributions and interest at 3% compounded annually is returned -
to hig beneficiary.. The contribution of the state plus its interest is trans-
ferred to the Guarantee Fund.

Upon the death of a retired member, the unused balance, if any, of
his own account is paid to his beneficiary; and the accrued pari of his
quarterly benefit payment is paid to his estate, Both amounts should be
paid either to his beneficiary or to his estate, '

After a retired teacher’s account is transferred to the Allowance -
Reserve Fund, it accumulates no additional interest for the prospective
beneticiary. Interest earned afier this transfer remains in the Allowance

- Reserve Fund. Three per cent interest is credited to the Allowance

Reserve Fund each July 1 from the Guarantee Fund.
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When the Retirement System has reached its maturity, the retiring -
teacher's accumulated account alone will be sufficient to pay-the annuity
for approximately four years. A retirement system does not well per-
form the function of life insurance.

Conelusions. I is not advisable to try to formulate conclusions on
the bas's of the data presented here. These will be greatly augmented as
a result of the thinking of interested members and friends and fo a
greater extent by the results of the aciuarial study provided for in Sec-
tion 161.400, KRS, which will be made at the end of the fifth fiscal year.

Discussion

The presenfation and discussion” of the following numbered state-
ments have been requested, :

1. A 100% reserve basis with reference to our Retfirement System.
~ To be on a 100% reserve basis, there must be in the Allowance Re-
serve Fund a sufficient amouni of assets to- pay the annuities of all
retired teachers for their aggregate life expectancies. The amount now
needed to pay the.annuities of all retired teachers is $796,871,96. There
is now in the Allowance Reserve Fund $24,913.50, and the Allowance
Reserve Fund will receive about $116,000.00 during 1944-45- as a mini-
mum. Depending upon a very liberal interpretation of the Law, the
amount contributed by the state for prior service during 1940-41 and
now in the State Accumulation Fund may be considered or thought of
as a credit to the Allowance Reserve Fund, reducing the deficii in the
Allowance Reserve Fund to $217,5568.46. .

No new legislation is needed to correct this condition. TI{ can be
corrected under authority of Section 161,550, KRS, :

2, The annuity of the typical teacher retiring at age 65.

Based upon the average prior service salary for the state, which is
$902.60, and a subsequent service salary of $1,208.00, the average for
1943-44, (unofficial estimate) the annmty will be $523.00, or 43% of the
subsequent service salary. -

The typical teacher will retire.25 years hence.

A teacher retiring July 1, 1944, age 65, prior service 30 vears, sub- |
sequent service 3 years, would receive $243.72, less than haIf as much as
the teacher retiring in 25 years.

.The solution of this problem, “How to increase annuities arbitr arlly'
until the Reti 1ement Law becomes fully eifective?” is not readily
apparent,

Tf this teacher continues teaching until 70, retiving July 1, 1949, she
would receive $395.56, an increase over the age 65 annuity of about 60%.

If prior service counted as much as subseguent service, she would
receive at 65, $345,19, and ‘at 70, half pay.

3. The guestion of “out of state service.”

There i§ no provision for validating out of state service for retirve-
ment benefits in Kentucky.

A teacher who comes to Kentucky with years of experience is due
some considération. Since all members do not have out of state service,
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the siate should not be expected to pay the whole increase of annuity
based upon validated ouf of state service. All validated ouf of state
service should have the value of prior service.

Out of state service, if validated or counted, will increase the an-
nuity. The teacher, or the state and the teacher, should deposit in the
Retirement System the present worth of such increase. Members have
8,356 years of out of state service. .

Teachers in county districts have 3,019 years, and teachers in Inde-
pendent districts and colleges, 5,337.

The validation of out of gtate service is worth more than the increase
of annuity it makes, If may be the only means by which a teacher may
secure sufficient years of service credit to gualify for retirement.

Under varying conditions, 23 states give more or less credit for out of
state service. Indiana allows a maximum of 8 years of such sefvice, but
the member must make up contribution at 4%; Illinois, 10 years, for
which member must have made payments; and Ohio by full payment for
any reasonable number of years.

4, Investments.

To date all invesiments have been made in U. 8. Government bonds,
At this time interest rates on good bonds of any sort are very low. Triple
AAA municipal bonds yield about 2%, often less. U. S. Government
bonds yield on the average about 24 %. On June 30, 1844, the amount
so invested was $4,061,207.23, on which the average net yield wag 2.475%.

The Kentucky Retirement System may invest in voied bonds issued
by first, second, and third class cities of Kentucky, and in bonds of other
states It cannot purchase revenue bonds of any kind, nor county bondg
of any kind or clagsification. ‘

No investment shall be made unless authonzed by the Board of
Trustees. The Board of Trusiees hay a Finance Commitiee consisting of
the Chairman, the State Treasurer, and the lay member who is a banker,
The Secretary recommends amount, time and manner of investment to
the Board and to the Finance Committee. After authgrity is given, the
Secretary makes the investment, The Finance Committee has an ad-
visory group of five leading bankers and brokers of Kenfucky.

Since the interest return is supplemented heavily by transfers from
the State Accumulation Fund, due to withdrawing members, the present
rate of interest is sufficient to enable the Retirement System to operate
as a 3% annuity system. .

5. ‘Transfers to Fort Knox school, the Schools of Reform at Green-
dale, the Laboratory School of the Umvers1ty of Kentucky, and Lincoln
Institute.

. Members {ransferring to these above named schools cannot pay their -
contributions while teaching there, but hold membership for three years,
Since the schools employ public school teachers, they ghould be included
by the Retirement Act.

Many members of these faculties want retirement privileges.

6. Increasing the 2% contribution to 3%.

It is doubtful that a 2% contribution by the member plus a 2% con-
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tribution by the state will provide the annuity expected by the teacher.
This does not require immediate attention. It might be found that 2.5%

would be sufficient. Careful consideration from every Standpomt, not-

only actuarial, should be given.

At the present time the teacher’s income tax is very high; there are
fewer people coming into the profession as a life work; and Congress
may pass a Social Security Aect requiring a further outlay of contribu-
- tions.

It is possible that a social security program might be acceptable to
teachers and effectively supplement their refirement programs. ¥In any
case, a social security program, destined for the benefit of the public at
large, cannot meet the needs of feachers and other specially skilled
groups, but it may provide a floor fo their retirement program.

After the state has more fully met ifs obligation for prior sevice,
there would be time to consider such a modification. Af that time the
state might be able to make a proportionately larger normal contmbutlon
that iz, larger than the contribution made by the teacher.

7. The last five. years of subsequent service salary as a base for
annuities.

All teachers’ salaries fixed on the salary schedule make no reference
to age, and we find that there is no general reduction in the older teach-
ers’ salaries.

If the subsequent service salary is reduced during al or part of the
last five years of service immediately before retirement, and such reduc-
tion makes the salary lower than $2,000.00, this would disproportionately
reduce the annuity based thereon. This could happen for the whole
state at large or for any school system, as well as for an individual. in
some particular position, like that of principal. _

On the whole, subsequent service salaries are larger than prior
service salaries. '"He average increase for teachers retiring July 1, 1944,
was $75.24 per year, excluswe ‘of the incease given by the $3,000,000. Ol}
deficiency appropriation.

Tt is doubtful that any law could be devised that would prevent a
decrease in the annuity, since the contribution is based upon the salary,
and the reserve would therefore be less. However, the decrease in
annuity in extreme cases could be lessened by averaging more than the
last five years; say ten years. In 99 cases out of a 100 under the present
law, the teacher gains by averaging the last five years only; it is the
exceptional case that suffers. Averaging ten years would equalize the
differences in annuities,

If the annuity could be determined by dividing the reserve by the
amount necessary to pay an annuity of $1.00 from the age at retirement,
the annuity determined would still be lower than if there were no reduc-
tion in salary.

Most boards of education are mlndful of this problem and take cara
of it for iteachers with long local tenule, the teacher who has had to
transfer gets no such congideration, usually. -

The same problem of “individual cages” oblains in other phases of
the law: 1If a teacher with one year less than the minimum of service'
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credit required becomes permanently disabled, she is deprived of retire-
ment benefits. )

It is always difficult to provide for certain individual cases, which
are exceptional, under any genecral law. This problem will, however,
not bz as severe, even in exceptional cases, as appears at first. In some
cases the member may find it is more profitahle to retire than reduce
hig salary base by teaching., If he has 30 years of service credif and is
not yet 60, he could be allowed by proper authority to pay on his old
salary base until aged 60.

8. Delinquent monthly pay roll reports,

The teachers are penalized when boards, treasurers, or administra-
tors are delinquent in Sending in the teachers’ contributions. ‘The teacher
is helpless to remedy this condition. '

Section 161. 560, KRS., is specific, buf there is no penalfy for violation
and no interest charged the district for the time it holds the teachers’
money. ’ .

On the whole, this phase of the work is handled in a most satisfactory
manner, buf sometimes an administrative unit has not realized the im-
portance of prompt and accurate reporting of the money due each

teacher’s account,

Suggestions for Reporting Teachers’ Contribufions.

{1.) Use Form F-40, supplied free by the State Department of Educa-
, tion and the teachers’ Retirement System, or a form that con-
forms in size and information given,

(2.) In the preparation of the report, see that names of the teachers
are writien legibly. Use typewriter if possible.

(3.} List the names of teachers in alphebetical order according to the
last name of the teacher. This will be found to be very easy if
a card list of teachers is kept. These cards can be arranged in
alphabetical order in a very few minufes just before preparing
the pay roll. In the larger school systems, it may often be a good
plan fo list the teachers in alphabetical order according fo the
school in which they teach. The report should show the name
of the school at the head of the list.

(1.) Be careful and consistent in naming the teachers on your report,
The Retirement System must handle many thousands of accounts
for the teachers with no way of knowing that Mary Smith ap-
pearing on- one report and Mrs. Jobn W. Smith on another are
one and the same person, Give the former as well as the present
name of a newly married teacher., Do not use her title and hus--
band’s name; that is, use Mrs. Jane Wilson Moore rather than
Mrs. John C. Moore, Use a complete rather than an abbreviated
or abridged name. “Mac” for McGump and “Sister Mary” for
Sister Mary S. Barton may be perfectly clear to the administrator
in whose schools they teach, but are wholly inadeguate to enable
the Retirement System fo handle the accounts of these teachels
with accuracy along with many thousands of others.

(5:) If a teacher receives more than one check during any month, Iist
. the checks together on the report rather than at widely separated
places. To say the same thing in a different way-—if it is neces-

sary to repeat a teacher’s name on a report, place the repetitions
close together without intervening names. If your system pays

ifs. teachers twice & month, it will be much better if the teacher’s
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fotal deduction for that month be takeh from one payment rather
- than half from each of the two payments.

(6.) Malke reports of teachers' contributions promptly and regularly,
one each month for teachers and administrators paid during that
month. Include all contributions in ohe monthly report, and not
part of them in each of several reports, ‘Do not let reports ac-
cumulate. To do so increases very greatly the fime and difficulty
in handling them, and causes the teachers to lose interest on their
contributions. .

(7.} Indicate salary changes This is necessary in order to assure that
- the teacher will receive refirement benefit to which she will be
entitled.

(8.) Indicate the names of teachers whe will no longer appear on
your payroll and new teachers who are appearing for the first”
‘time, For new teachers please indicate where they taught before
coming to your system. This is of great importance in enabling
the Retirement System to handle the teachers’ accounts accu-
rately and cannot be overemphasized,

(9. Check carefully the calculations of deductions from teachers’
salaries and the addition for tolal deduction. We ghall be glad
if you wiil send us the adding ma_chine tape.

(10.) Write check for the total amount of deducations from t{eachers’
- salavies. Make the check payable to T. W. Vinson, State Treas-
urer, and attach if {o the report. Mail the report and check to
N. O, Kimbler, Secretary, Teachers’ Retirement System, Frank-

for, Kentucky

Cooperation in following these foregoing sﬁggestions will enable us
to render a superior serv1ce to your teachers and all the teachers of
Kentucky

9. The one year between age 84 and age 65 and between age 69 and
age 70 makes too much difference in the respective annuities.

A teacher now 64 years old with 30 years prior service, 3 years sub-
sequent service, and salary of $1,000 would receive $172.50; at 65, $270.00;
at 69, $315.00; and at 70, $435.00.

The result is that teachers make too great an effort to teach to 65 or
to 70, not wanting to retire at 64 or 69.

Thig could be best corrected by smoothing the curve of increase in
value of service. At 80 each year of prior service is .5 of one per cent.
For each year of age, this could be increased 1/20 of one.per cent.
At 65 it would be %% and at 790, 1%, which is the amount in the present
law,

Likewise the value of subsequent service could be increaged 3/40 or
075 of one per cent per year and at 656 it would be 1% %, and at 70
11%4% as in the present law, ‘ ;

This would be cumbersome to calculate, but it would make a smooth
increase. It would cost congiderably more,

10, Pengion or annuity.

Vith reference to retirement systems, “pension” usually refers to
that part of the benefit paid wholly by the state. In Kentucky it is,-
roughly speaking, the part of the retirement “annuity” based upon prior
service, -
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“Annuity” refers fo the part of the relirement benefit based upon,
subsequent service and paid for currently by the member and the state.

At this time the retired teacher’s “annuity” 'in Kentucky is 94% or
more “pension.” At some time in the future it will all be “annuity.”
(The year 1940-41 is a prior service year, but members and the state
both contributed).

Principles

The Board of Trustees hag formulated the following principles for the
guidance of all citizens who are interested in the Retirement System,
Most retirement systems accept these prineciples:

1. That the benefits of the Retirement System are a part of the con-
sideration for which a teacher trains himself and remains in the
teaching profession.

2. That the percentage of salary paid by a teacher and matched by
the Slate should be held in trust, intact and properly invested until
that particular teaghers dies, leaves the profession, or retires,

3. That when a teacher retires, the present worth of the whole amount
of his anhnuities, based upon life expectancy, should immediately be
set Up in the Allowance Reserve Fund and held for his benefit until’
death,

4. That in consideration of the advantages and provisions of the .
Retirement Act, the teacher-member make a definite coniribution
of salary mor_lthly or annually,

5. That the State’s contribution is not a gift or a pension, but a con-
sideration for which the public gets “value received” due to the
provisions of the Retirement Act and the like contribution of the
teacher,

6. That the Membership and Prior Service Certificate, legally issued,
constitute a valid contract with definite considerations by both
parties—the teacher and the Commonwealh of Kentucky,

7. That the Retirement System shall be so supported and operated
that it will be actuarily sound according to the best standards at
all times, i
8. Thail individual accounts be maintained for each teacher-member
: and that same together with aggregate matching contribution be
held in trust for said teacher-member until his severance with the
Retirement System by withdrawal or death or until his retirement.
9. That the account of one teacher cannot be used to pay the annuity
of another teacher, but that maintenance of annuity payments
shall be made through the Allowance Reserve Fund. :

10. That if a greater annuity than the one now provided in the Re-
tirement Act be authorized by the General Assembly, same be ac-
companied by an appropriation (temporary) sufficient to pay the
increase.

11. That unless the State complies fully with Section 161.550, Ken-~
tucky Revised Statutes, the State will become delinquent in its
obligation for Prior Service.

The future of the Retirement System may be considered in the
“frame of reference” of the following:

Retirement on half pay at 65 or 66 is usually taken as satisfactory.

It is customary and best for the state to supplement the annuity until
teachers have had 15 to 20 years in which to build up individual reserves,
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This is usually done by paying for “prior service” or setting a mmimum
annuity, the excess cost of which is paid by the state.

The teacher's accumulated contributions plus the state’s matching
contribution make the reserve for the individual :

The reserve divided by the life expectancy at timme of retirement
should give the annuity, approximately. (The annuity is not calculated
by this method).

There must be some relation between the teacher’s contribution and
his annuity.

It is assumed that the state is econommaily able to support a satis-
tactory retirement system not only for teachers, but for all state workers,

_ We should determine the maximum amount the state can contribute
for retirement without decreasing the amount available for the per capita
distribution. We should keep our needs below such a maximum. Our
requests for appropriations ghould be supported by actuamally sound
data. .
The annuities of many teachers in the lower galary ranges is a sav-
ings to the Welfare Department.

OQur $100.00 minimum annuity may be too low. However, many good
retirement systems have no legal minimum,

The annuities of our retired teachers follow roughly the normal
curve of distribution in the same pattern as their respective salaries. In-
creased salaries will increase annuities.

Any actuarially sound 1et11ement system puts a plemlum on late
retirement.

Of two teachers, age 60, one retires at 60 and the other teaches until
she Is gixty-five, The latier is continuing to build up her reserve, while
the other is drawing out her reserve. Late in life the compound interest
accumulations increase more rapidly than at the beginning of econtribu-
tions, 'There will be a considerable difference in benefits for this reason.

The maximum percenfage of salary due at 60, 65, and 70 for a teacher
with 20 years prior gsevvice is respectively 22%, 341%%, and 50%. If all
the prior service were subsequent service, the perceniages would be
281% % at 60, 483;% at 65, and 50% at 70. If the average salary is $1,500,
the reserve required for a man teacher is as follows: '

Retiring at 60, reserve $5,208.05; at 65, $7,657.54, and at 70, $6,584.28,
The amiount of his contribufions plus state’s contribution, both at 3%
compound interest, are as follows: At age 60, $4,273.80;, at age 65,
$5,283.00; at age 70, $6,452.40,

The account of an aclive teacher cannot be used to pay the annuity
of a retired teacher. Teachers’ accounts are kept individually and the ag-
gregate constitutes the Teachers’ Savings Fund, which is a trust fund.

Tre State Accumulation Tund which *matches” the Teachers’ Sav-
ings Fund is also a trust fund. Assets of these trust funds dre available
to pay annuities as, and to the extent of, the credits of teachers who re-
tire, only.

There is no surplus in the Retirement System. There will be a. sur-
plus when the income of the Guarantee Fund is greater than required to
pay 3% to the teachers’ accounts, the State Accumulation Fund, and the
Allowance Reserve Fund. _

Assets on July 1, 1944, were $4,192,625.14, Assets should increase at
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about a million dollars a year for perhaps twenty to twenty-five years,
At that time disbursements should equal receipls from all sources.
Teachers should be expected to retire at the average rate of about
100 per year until there are 1800 approximately, on the annuity roli,
This includes disability retirements. Due to death, the maximum of 1800

- will not be reached in 18 years.

The experience of our Retirement System is the best guide.

No general law will take care of special cases.

There has been a gradual improvement of all state teachers’ retire-
ment gystems, '

A retirement svstem does not take the place of life insurance,

Seme Goed Features of the Kenfucky Refirement Law

1. The teachers elect four ‘'members of the Board of Trustees, Three
of these members are teachers. The Superintendent of Public Instrue-
tion 15 the fourth professional (teacher) member,. The ieachers, through
the Board, conircl the operation of the Retirement System. The State
Treasurer and Attorney General, two important officers of the state, are
also members of the Board of seven, This makes a strong and effective
Board of ‘Trustees, sympathetic toward the teachers; advised as to the
law; and the safely of the retirement securities and funds.

2. ‘Investments are made by the Board of Trustees. Smce they are
interested and dlrectly responsible, the wisdom eof this should be ap-
parent,

3. All new teachers must come inio membership. This gives strength
through numbers and volume. The future of the young teacher is pro- -
tected. - The profession is practically 100% covered.

4, Our older teachers receive up to 30 years of prior service credit.
It all had to enter the Reétirement System without prior service credit, it
would he many years before the System would be effective.

5. The state ‘matches the teacher’s- contribution. This enables the
teacher’s contribution to be lower than it would otherwise be. The total
of the teacher’s and the state’s current contributions is, therefore, 4%
6%, and 8% of the salaries of the respective age groups, plus the state’s
2% for prior service, For teachers in the 4% bracket, for example,
10% is contribuied. ' _

6. The state assumes the obligation for prior service. For example,
a teacher age 70 receiving $400.00 per year paid to the Refirement Sys-
tem $110.20. If he lives a normal length of life, he will receive $3600.00.
The state pays $3379.60 for his prior service.

7. If a teacher dies or leaves the pi‘ofession before retirement, his
contributions and inferest are refunded. : ‘

8. The state: pays all the cost of admmlstzation This saves the-
teacher money.

9. After a teachetr has 30 years of service credit, he may continue to
pay his contribution, regardiess of kind of employment and rece.ve an
annuity from the age of 60 during-life. This protests the faithfu? teache1
who began teaching. early in life,

10. By action of-the Board of Trustees, optional plans of annuities

418 -




__.may be provided for the aid of the retired teacher's dependents. The
retired teacher would draw a smaller annuity, leaving a part of his re-
serve for someone designated by him and surviving him.

"The funds of the Retirement System are in the hands of the Re-
tir el_‘nent System currently, The state -matches teachers’ contributions
monthly. The appropriation is drawn upon quarterly for prior service.

12, The Retirement System is sitafewide in its scope and operation,
This is cheaper and better than having many local retirement systems.
A teacher can freely move from one school system to another in the state
“without loss of gservice credit or membership,

13. The State Accumulation Fund is the same gize as the Teachers’
Savings Fund. Not all teachers will retire, The funds held for those
who die or withdraw before retirement are paid into the Guarantee Fund
instead of being a credit to the state's General Fund. 'This is a great ad-
vantage {o the Retirement System and one many other systems do not
have, : '

14. The Membership or Membership and Prior Service Certificate
held by the teacher is a contract with the staie,

15 Annuities of teachers retiring from year to year increase with
accumulation of subsequent service credit until the maximum is reached
in fifteen years of operation. This keeps the burden of cost from being
too great for the state to pay its share in the early years of the Retire-
ment System. If the maximum began at once, the liability of the state
and Retirement System would be so great as to make the Retirement
System insolvent.

16. A teacher may vetire for permanent disability at age 50 to 59
instead of the minimum age for superanntation,

17. The sget up of the.Refirement System is such that there can be
no favontlsm_ in the matiter of granting annuities, or in the amount of
the annuity granted. The impact of political patronage is practically
eliminated. This makes for an efficient office staff, some of whom must
be experis or specialists, and gives confidence to thé individual member.

18. Imdividual (member) accounts are maintained in the Retirement
office. They are exempt from aby tax and from attachment, garnish-
ment or assignment; thus guaranteeing that they will not be reduced or
dissipated, but held for the benefit of the feacher, or his beneflc:lal ¥, or
estate,

The_ Following Propositions Have Been Suggested for Study
1. The increase ol the minimum annulty from $100,00 to $200.00 or
some other amount. )
a. Influence on reserve and appropriations.
b. Cost per year and in the future,
c. Retroaclive provisions,

2. Retirement privileges for non-members who have passed the age
of 70 and who have 30 years or more of service.
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. Basiy for handling additional contributions from members for
the purpose of purchasing an additional annuity at time of re-
tirement. ‘

&, State not to “match” such payments,

b. Number of members interested.
c. Withdrawal of such funds. : :
d. Rate of compound interest. :

&. Cost of such additional annuity compared with cost from pri-

vate life insurance companies. :

4. The advisability of raising the minimum salary base from
$2,000.00 to a higher figure.

a. Advanfages of this over No. 3.

b.  Cost to the state; cost to the member,

¢, Number of members interested,

The validation of out of state service,

Bagis for such validation.

Cost to member and state.

Definition as to prior service or subsequent service.

Other service which might be included; such as for military
service, service in University of Kentucky, ete. :
e. Time limit; limit on account of service, etc

oD

. Increase in percentage of contributions.

a.  Desires of the profession. .

b. Ability ¢f member and state to make the proposed contribu-
tions,

¢. Increase in annuity that such increase in contributions will
provide, : '

d. Is a minimum contribution desirabile.

e. If both cannot be done now, should this take Drecedence over
larger payments by the state toward the obligation for prier
service, : '

Federal Social Security .
a. Polié:y toward acceptance or rejection of any gocial seéurity
program which may be enacied by Congress.
b. Cost to mémbers. : .
. ¢ Increase in retirement benefits compared with costs to the
membper. . .
d. The ability of the Federal Government to maintain its pro-
gram without reduction of benefits,
¢, Distribution of costs between members in low salary and high
salary brackets; between withdrawing and life memberg;
between members with and without dependents; etc.

Graduating the increases in annuity from age 60 to_ age 70 making

the increases more unitorm.

a. Is there any valid vasis for present increases from age 64 to
age 65; age 69 to 70, -

‘b, The probable cost of change recommended.
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16,

1L

12,

13.

i4.

Lowering the age at which the maximum annuity can be re-

ceived,

a. The most. practical age.

b. Contribution of member and state required to pay the annuity
earlier,

.e. Whether member shall pay conulbutmns after age at which

maximum annuity is available,

d. Date, or approximate date, on which the new maximum an-
nuity will be available to retiring teachers.

e. Comparison of proposed change with provisions of present
law after present law becomes fully effective.

Schedule of appropriations needed to pay the state’s obligations
for prior service by a given date. ‘

The maximum amount the state may be expected to appropriate

for the Retirement System under normal economic conditions.

a. The best way to use the funds thus provided.

b. The maximum amount i per cent of salary the member may
be expected to pay for retirement \ .

Will contributions of member and staie, as provided in present
law, provide the reserve necessary to pay annuities granted in
present law.

a. Surplus or deficit, if any.

b. Disposition of surplus or deficit, if any.

Investments to include securities in addition fo U. 8, Government
bonds, State bonds, and voted bonds of Kentucky cities of the
first, second, and third clasges.

a. Securily and safety first consideration.

b. What is permitfed under trust and insurance laws.

¢. Minimum interest refurn required by Retirement System.

d. What other retirement systems invest in or buy.

Would it be better to have the teachers’ confributichs, by age
groups, and the state’s normal contribution fixed by acturial study
at stated 1nte1va1s, the state to pay at the present rate for prior’
gervice,

Method of Caleulating Annuily

The annuity of a retired member is calculated as follows:

1

Any certain teacher age 70 as of July 1, 1944, with 30 years prior
service and 3 years subsequent service: salary 1940-41, $1280.;
1939-40, $1230; 1938-39 one half year, $600.; 1937-38, 1200.; 1936-37,
$1175.; 1935.36, none; 1934-35, $1156. Total the salary for the
equivalent of five scholastic years, amounting to $6,063.00 and
divide by 5, which gives an average of $1,212.60, the prior service
salary base, At age 70, thirty (30) years of prior service credit

~ gives 30% of $1,212,60, which iz $363.78, the annuity for prior

service, .
The annuity for subsequent service is found as follows: Salary
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1043-44, $1500.; 194243, $1400.; and 1941-42, $1300,, the average of
which is $1400.

1% %; 3 years 4149,

$63.00.

3. The annuity is therefore $363.78 plus $63.00, which is $426.78.

Each year of subsequent service at age 70 is
Four and one-half per cent of $1400. is

For a teacher retiring at 65 to 69, each year of prior service is
valued at 34 of 1%; each year of subsequent service, 1% %.
For a teacher retiring at 50 to 64, each year of prior service is VaIued

at 1% of 1%, and each year of subsequent service at 34 of 1%.

Please refer to Section 161.620, KRS.; Rule XII; Rule XIX; Section
161.220, KRS, paragraph 7 to 11 inclusive,

Table K includes all teachers retired as of July 1, 1944, 'The most
significant data in this table are the ratio of teachers’ contributions to

the required reserve necessary fo pay their annuities through life.

All

Table K. Age, Service, Salary, Contribution, Annuity, and Necessary
Reserve of Members Retired July 1, 1944

No. Age I P.8. (8.8, [P.8. Sal.| 8.8, Sal, | FOMUI | Annuity | Reserve
. | i '

21772 67 30 2 | § 490.96] 5§ 525 25§ 43.23 $122.28 $ 1,202.00
664 67 | 30 3 §22.80]  698.67)  112.42]  163.73]  1,610.00
1557 70 30 3 724,40 159,00 131.94 254,32 2,684.00
rese 6 | 2570 2 611.50]  694.13 s5.230  100.000 . 1,376.00
21602 0| 30 1 433,700 420.00 16.99] 136,40  1,197.00
2466 6 { 30 3| 1,645.92) 1,464.00)  248.08)  280.28]  3,474.00
3049 67 | 25 30 1,900.00] 1,900.00]  320.83)  425.80]  4,147.00
3146 81 | 30 2 528.99] 545,00 69.59)  100.00]  1,208.00
3556 60 t 30 0 BEE.36] e 25.80]  100.00]  1,425.00
3779 6 | =0 17| 441.99)  500.44 64.08  109.08]  1,193.00
-4220 l{ 0 \ 30 3 | 518.00]  526.67| 87.36' 179.12]  1,590.00
[ 4417 83 | 80 2 619.64  659.38 42.13)  02.84)  1,160.00
5132 i 55 | 30 3 536.00‘ 537 so[ 89.44]  138.760°  1,464.00
218171 70 ] 30 1] 850.40 1,404.00 56.78)  276.20)  2,425.00
5370 | 76 | 30 3 424.30] 543 s?l 35.39[ 151,76 1,232.00

: I
‘; 5463 ] 60 | 26.50 8 | 1,107.40] 1,266.00l 206.82)  175.20]  2,497.00
; 19765 70 ‘ 1.7 3 481.60]  594.53 74.25| 121,64  1,068.00
i 7207 65 | 30 3 591.93, v83.500  127.83]  189.64]  1,685.00
" 7435 69 | 30 2.8 603.46)  670.87 99.28]  155.24]  1,417.00
19462 70 | 23.6] 3 432.17[ 527.33 65.98) 125.72]  1,104.00
9491 70 | 30 3 } : 630.08} 730.40]  120.41)  221.38{  2,341.00
2021 63 | 30 1.5]  878.40]  §10.17 37.44] 140.88)  1,5%0.00
11402 70 | 20 3 707400 THS.48| T 126,08  247.08  2,160.00
L1746 0 | 30 3 , s46.00] 878,33 14?.47’ 293.32|  2,575.00
11773 70 | 30 3 ; 476.20] 436.92 TL.32]  162.53  1,715.00

!
11888 01 80 3 743.36]  842.13]  133. s4| 261.04]  2,756.00
11895 70 ! 80 2 s13.28) 97110  162.81 - 317.68)  &,352.00
11638 86 | 30 | "z $16.85]  B51.91 S1.66]  205.80]  2,474,00.
12478 68 | 30 2.4 380.45] 51458 66.86]  100.00 948.00
12861 0 30 3 1,518.070 1,575.34 243.74 526,32 B,554,.00
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_ Table K. Age, Service, Salary, Ceniribution; Annuity, and -Necessary
Reserve of Members Retired July 1, 1944 (Continuned)

No, Age |18, | 8.8, |P.8. sal| 8.8, Sal | Contris | anmuity | Reservo
| . | _ !
15393 ] 30 | 38 875.88] 1,273.33 192.42 240.04]  2,621.00
13402 70 30 8 1,059.80] 1,333.33 207.16 377.80 3,987.00
13580 70 30 3 928. 80 1,034.33l 169.98 325.20 3,482.00
13686 ™ 30 3 s31.so| © 926,09 162, 68 291, 16 3,073,
13341 70 50 3 2,000,00] 2,000,060 337.620  600.00 7,282.00
N
14404 67 | 30 :] 1,200.00] 1,200.00 202,87 810,48 3,618.00
14744 70 30 3 1,432,00] 1,585.00 263.86 500.92.  5,286.00
14875 70 27.5° 2.1 $83.80 918:57 121.69 271.96]  2,870.00
19719 10 28.6{ 3 882.00 865.75 95.36 291.12 3,072.00
15428 [ 70 | 27 3 2,000.00] 2,000.00 237.59 630.00| . 5,531.00
15893 | 70 | 30 || 3 1,756.90] 2,000.00 313.98 616. 80 6,509.00
16195 7 30 3 1,890.00| 1,926.87 323.53 553,72 6,899, 00
16653 66 30 3 1,650.00, 1,763.33 296.56 429,84 5,168, 00
16208 T 30 3 1,985.00{ 2,000.00 337.86 685,52 7,234.00
17046 || T o} 30 3 2,006.00) 2,000.00 337.81 690.00 7,282,00
16309 70 30 3 | i,soo.ool| 1,975, 00 325.61] 628.88 6,637.00
16936 70 36 3 1,400.00] 1,743.32 278.91 498.44 B, 260, 00
(16911, 70 30 . 3 1,710.00| 1,766.67 20559/ - £92.52 6,253, 00
15918 63 30 3 1,800.00{ 1,916.67 318.21 460,68 5,300,00
16320 70 29 3 2,000,000 2,000.00 337.68 690,00 7,282.00
15952 0] 29.4) 3 | 2,000.00] 2,000.00! 337.69 678.00 7,165.00
15703 70 30 3 2,000.004] 2,000.00 387.67 690.00 7,282, 00
17564 70 30 3 £,000.00] 2,000.00 330.09 699.00 7,282.00
17633 70 26 3 1,704.00] 1,680.00 273.97 518, 64 5,473.00
17775 70 | 23 3 815.40 970. 87 159.16 231.24 2,440, 00
17810 9 30 3 851.40] 1,0%4.87 166.04 301,08 3,177.00
17865 70 28 3 1,266,230 1,422.18 228, 05 431, 24 4,651, 00
18432 70 30 3 815.51 532. 00 152.8% 286. 60 3,024.00
. 18488 68 30 3 2,000.00] 2,000.00 238.41 517,48 4,904.00
18595 60 30 3 921.60| 1,061.50 178.27 162.84 2,081.00
18696 70 30 3 931.74]| 1,087.83 180.54 343,92 3,629.00
18983 70 30 3 1,284.00] 1,440.00 243,26 450.00 4,749.00
19269 I 70 24 3 1,706.40] 1,514,562 247.86 477,68 4,194.00
19273 70 18 3 1,440.56] 1,050.00 188.52 306.56 2,691.00
3045 ! 50 17 r 3 j 556.90] 612.27 101. 86 100.00 1,785.09
11813 - B 19 3 676, 00 557.58 93.26, 109.00 1,586.00
15413 55 19 3 1,605.00] 1,640.00 275.66 189.40 3,046.09
18524 ( 54 ' 22 { 2 649.16 695.13 59.80]  100.00 1,644.00
| {
Averages and fofals . ‘I $1,108,79‘| $1,163.73|$12,418.77|  $328.08| $236,164.00
L

* Table K includes all contributions received {o Fuly 1, 1944. An insignificant
ainount will be received for certain teachers after this date and separately trans-
ferred to the Allowance Reservece Fund. The final contribution of retiring teachers
should reach the Retirement office in June preceding retivement.

: joint—cbntributory retirement systems pass through this period, during
which the state must contribute largely to the reserve, ‘It will require
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$236,164.00 to pay the annuities of these sixty-eight (68) teachers during
their life expectancy, The contributions of other teachers may not be
used for this purpose.

These teachers have contributed $12,418.77 and "the state has cur-
rently contributed a like amount, For the year 1944-45, there will be a
minimum of $116,000.00 contributed by the staie on its obligation for
prior service. These retired teachers will, therefore have to depend
upon future appropriations for their annuities. However, it should be
noted that their annuities and the annuities of all retired teachers could
and would be paid during life, even though the state should never make
any additional contribution or in case the Retirement System should be
for any reason liquidated. Stated in another way, the state is not
paying its obligation for prior service rapidly enouigh, but the Retire-
ment System is solvent.

The average contribution for these 68 teachers was §182.04 during
the whole time of their membership; the average annual benefit is
$328.08. If we leave out the 4 who retired for disability, the average
contribution is $185.76, and the average benefit $340.78.

If each of these teachers could have accumulated .cne additional
year of subsequent service, the average annuity would have been in-
creased by $17.00 in round numbers,

The ratio’ of the number of voluntary retivements to the number of
compulsory retirements is also of interest to the membership. Present
conditions are abnormal, but the well and active individual seldom pre-
fers retirement to active duty. Correspondence reveals that middle-
aged teachers plan to retire early, but as they approach retirement, the
date of voluntary retirement is from time fo time deferred.

Bibliography

Kentucky Common School Laws 1942, p, 798 fo p. 815, Bulletin, De-
partment of Education, Frankfort, Kentucky, September, 1942,

Kentucky Revised Stetutes 1942, Sections 161.220—161,710.

Statutory Analysis of Retirement Provisions for Teachers and Other
gSchool Employees, N, E, A. Bulleiin, January, ]944 1201 Sixteenth Street,
N. W., Washington 6, D, C,

Status of Teacher Retirement, N, E. A, Bulletin Januafy, 1641,

Analysi;s of Local Provisions for Teacher Retirement, N E, A, Bul-
letin, May, 1940

Retirement Systems for State cmd Ldcal Governme.nt Employees U S
Department of Commerce, Bureau of Census, Special Study No. 17, Octo- .
ber, 1943, Washmgton D. C.

Report, of the Superiniendent of Public Inmstruction, December, 1941,
John W. Brooker, State Board of Education, Frankfort, Kentucky.

-Report of the Superintendent of Public Instruction, December, 1943,
John W, Broecker, State Board of Education, Frankfort, Kentucky.

422




Anelisis of Statutory Provisions for State Teachers Retirement Sys-
tems, Research Division and National Council on Teacher Refirements,
N. E. A. Bulletin, January, 1939,

How to Establish a Sound Teachers’ Retirement System, A Report,
‘National Council on Teacher Retirement, N. E, A. Bulletin, March, 1938,

Teacher Retirement Systems and. Social Security, Research Bulletin
Vol 15 N, B, A, Bulletin May, 1937,

State School Finance Systems, Research Division, N. E, A. Bulletin
November, 1942 .

Public Employees Retirement, Papers given at 1044 Coﬁference,
Municipal Finance Officers Association, A. A. Weinberg, Chairman, Chi-
cago, Illinois.

Supplement to Kentucky Common School Laws, Department of Edu-
cation. Bulletin Vol. VI, No. 2, Apxil, 1938. . ’

Kentucky School Journal, May Issue 1940; April, 1843; February,
1944; April, 1944.

Throckmorton’s Ohio Code, Title V, chap. 8, sec. 7896-1 to 78968-63.
Burw’s Indiana Statutes, Title 28, chap, 45.
Smith-Hurd Illinois Annotated Statutes, Chap. 122, sec, 578-638.

West Virginia Code of 1943 Annotated, Chap. 18, Art. TA sec. 1846(1)
1846(31),

Tedcher . Retirement Legislaﬁon for Kentucky, Bureau of School
Service, University of Kentucky, Bulletin Vol. IX, No. 1, Sepfember, 1936.

National Council on Teacher Retirement of the N. E. A., A Report.
Twentieth Annual Meeting March, 1943, Jennie Roch, Secretary-Treas-
urer, Corendelet Sireet, New Orleans, La.

National Council on Teacher Retirement of the N. E. A., A Report.
Twenty-first Annual Meeting March, 1944, Jennie Roch, Secretary-Treas-
urer, Corondelet Street, New Orleans, La. ' ’

423




PART 1I

FO_UR'\FH ANNUAL REPORT
TEACHERS' RETIREMENT SYSTEM
OF THE
STATE OF KENTUCKY
1943-44

425




LETTER OF TRANSMITTAL

COMMONWEALTH OF KENTUCKY
TEACHERS’ RETIREMENT SYSTEM

FRANKFORY

Honorable. Simeon Willis
Governor of Kentucky
Frankfort, Kentucky

Dear Governor Willis:

This, the Fourth Annual Report of the’Board of Trustees of the
Teachers’ Retirement System of the Siate of Kentucky, in compliance
with KRS. 161.320, is respectfully submitted, .

MARY J. MAGUIRE, Chau‘man
Board of Trustees,

N, O. KIMBLER, Secretary
Teachers’ Retirement System.

October 15, 1944 |

Fourth Annual Réport of the Teachers’ Retirement System of the
State of Kentucky covering the period from July 1, 1943, fo July 1, 1944,

This report is made in accordance with 161.320, KRS., and covers
the activities and operation of the Retirement System, the fiscal trans-
actions, amount of accumulated cash and securities, statistical tables,
cost of administration, the Auditor’s report, general balance sheet show-
ing financial condition at the close of the fourth fiscal year, and other
pertment information, .

_Membership of the Board of Trustees July 1, 1944

MARY J. MAGUIRE, Chairman, Lexington
L. C. CURRY, Vice-Chairman, Bowling Green
MORTON WALKER, Louisville

- EDWARD L. CAWCOOD, Harlan
J. B, WILLIAMS, Superintendent of Public

Ingiruction, Frankfort

T. W. VINSON, State Treasurer, Frankfort _
ELDON 5. DUMMIT, Attorney General, Frankfort
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Tabhle I. Net Membership 1943-44

Net memberéhip previously reported ..., 20,392
New members with Drior servite ..o oo eeeemeseeeeen
New members without prior service

Total gross membership ...

Withidrawals and deaths 1943-44 . . .. o ISR
Members previously retired . .
Members retired July 1, 1944 ..o SRR 1,324

Net membership July 1, 1944 e 21,297

Table I shows the number of teachers filing service forms. There
are approximately 3,388 teachers who have filed Forms A-1 or A-2 and
who are not now teaching. On June 30, 1944, the. Retirement System
had accounts for approximately 29,000 teachers, Of these accounts
1,169 have received no contributions since July 1, 1941, and mterest is,
therefore, stopped unless the member is in the armed foreces.

One hundred and five counties report 1,192 members in the military
service, of whom 100 have withdrawn their accounts; and 110 independ-
ent districts report 503 in military service, of whom 29 have withdrawn
their accounts, leaving a net membership of 1,666 reported in the armed
forces. Several of these members contihue to pay their contributions
while in military service, and a few have returned to the profession
after digcharge. It appears that many of these teachers expect to return
to the profession when discharged. They will hold membership for
three scholastic years after discharge; giving them a maximum of three
years in which to return to the plofessmn so far as the Retirement Sys-
tem is concerned.

A considerable number of present teachers have not filed Form A-1,

and gome new feachers neglect to file Form A-2 when employed. They

~pay their contribution, but the statistical information from the service
form is needed.

If we subtract the accounts receiving no contrlbutlons for three
years, the number remaining is 27,850,

During 1943-44, 2,229 retn'ement certiﬁcates were issued, bringing
the total of Prior Service Certificates issued to date to 21,807 and Mem-
bership Certificates to 3,717, a total of 25,524, The data on these indi-
viduals are compiled for use of the Actuary and present a valid samp-
ling. It would, however, be betfter if every member had filed a service
form upon receiving a contract to teach as required by Sectlon 161,480,
KRS.

- The service form is filed only once during centinuous membership.

Asg of July 1, there are 269 educational units eligible to participate,
and participating in the Refirement -System. There are about 18,250
teaching positions coming under the Retirementi Act.
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Table II. Number of Members, Prior Service and Salaries to the End
of Fourth Year June 30, 1944 i

. . Prior Service | Irior Bervice Salary
Tierhg ’ . |Number

Fotal Average| Aggregate |Average
Gross Brought Forward .. 20,736 212,451.6 10.24 $16,997,806.67| $819.72
New with Prior Service..... 805 5,662.8 7.0 619,490,866 769.55

New without Prior Service.. 1,424 None None None None

. ' - _

Sub Total ... I ©28,065] 218,104.4 9.49]917,617,207.33 $767.14
Withdrawals and Deaths . 912 5,633.5 6.238 £85,593.36 981.9%
.Freviously Retired ___ _ 344 9,078.84/- 28,0 308,937.77  883.55

Totals and Averages._ .. ) 21,709|| 202,544.06} 5.33|$16,417,966.20 $756.27

Table II includes 1,424 new teachers without prior service and ex-
cludes previously retired teachers, and for this reason the average prior
service is a lower figure. The state’s temporary appropriation is based
upon two per cent of the aggregate of prior service salaries, The aver-
age prior service salary for all teachers filing service certificates is $756.27.
If teachers without prior service are excluded, the average pr101 service
is 10.12 and the aveage salary is $817.87.

Table III. Distribution by Age Groups of 1,424 New Entrants Without
Prior Service 1943-44

Salaries
Age Group Number . }

. Total Average

17-24 $ 641,291.14 $ 716,562
25-29 . 179,342.7¢ . 858.09
20-34 | 121,396,849 860.97
35-39 69,040.74 - 873.93
40-44 48,438,090 1,080.61
4f-49 30,956.91 1,087.47
50-54 9,483.14 862.10
65-59 9,840.00 1,405.70
60-6¢ 3,088.25 617.65
65-69 514.50 - bi14.50
70- None None
Totals and Averages . .. - $1,115%,393.23 § 781.87

Table III repeats the experience of 1942-43. A high percentage of
the 895 teachers in the first age group are just out of high school. Many
of these teachers will likely complete their teachers college education
later. A. teacher can be absent from teaching for three years and still
retain membership in the Retirement System, losing no service credit
and no interest, As the age of new entrants increase, the average salary
inereases. This appears to be a reflection of the increase in training,
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Some of the older teachers in this table have service i other states, but
under the Kentucky Retirement Act they enter the Retirement System
without service credit. The average salary for this group is somewhat
larger than the average salary reported for 1942-43,

During 1943-44, the number of new entrants without pmor service
was greater than the number of new entrants with prior servme for the
first time.

Table IV gives the data for new entrants with prior gervice, This

indicates that the aggregate of prior service will be less annually from’

this date, new entrants without prior service taking the place of those
who are lost by death, withdrawal, and retirement.

'Table IV. Distribution by Age Groups of 805 New Entrants W1t11 Prior
Service 1943-44 -

Prior Hervice Salaries
Age Group Number '
. Motal Average i Total Average
w24 5 8.0 1.6 §  5,027.70 | 31,005.54
25-29 49 163.2 3.3 44,811,387 914,51
30-34 143 622.0 . 4.3 . 110,641, 04 3.7
36-30 241 1,481.2 6.1 189,9346.80 188.11
40-44 129 924.9 7.1 104,069,905 808. 65
- 45-49 . 102 878.4 | 3.6 74,817.37 T%8. 80
150-54 64 . 658.7 i0.2 42,705,768 667.27
55-59 41 . 448.4 10.9 24,334 48 594,74
60-64 22 289.5 13.1 15,286.85 " 694.85
65-69 _ [ J178.5 | 19.8 8,320.44 923.38
76- None None None Nonc None
l : R

Totals and Airerages“..[ 805 . 5,662.8 7.0 $619,490 .86 $789.55

[T | . .

The average salary of the new entrants with prior service is less
than the average salary of the new entrants without prior gervice. This
indicates that even though the new entrants have former teaching experi-
ence, the amount of training they have received. is not gufficient to bring
the average salary up to the salary of the new entranis without prior
service, Many of these teachers are merely helping out during the emer-
gency. Those reaching retirement age with less than 30 years of service
credit in order to be eligible to receive retirement benefits will be re-
. quired to teach § years consecutively. Those who have reached retire-
ment dge who have 30 years of service credit are eligible to draw an
annuity upon voluntary retirement if they teach 3 years of each 6-year
period.

"The aggregate prior service salaries of new enfr ants Wlth prior
service is less than the aggregate prior service salaries of those leaving
the profession by withdrawals and deaths. The reduction in aggregate
prior service salaries is $1,199,331.13. If represenis a corresponding re-
duction in the state’s obligation for prior service, .

Since the Retirement System began, 2,636 teachers have withdrawn
from the profession and withdrawn their accounts from the Retirement
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Table V. Distribution by Age Groups, Showing Prior Service and Salary
of Members Who Died Before Retirement 1943-44

. . ] Prior Service Salaries -
Age Group Male [Femala| Tolal I

. . Tatal [Averagd Total Average

17-24 None | None | None | None | None None None
25-29 1.. 3 4 17,0 4.2 ¥ 3,069.70] 3 767.42
30-34 6 None 13 29.2 4.8 6,978.00; 1,163.00
36-33 1 o1 2 19.3 9.6 1,618.95 809.47
40-44 None 4 4 57.5 4.3 3,204.65|. 801,16
45-49 4 3 i 131.4 18.7 ©7,271.45] 1,0630,20
B0-54 None 2 2 57.1 28.5 2,079.45] 1,089.72
55-59 None -3 3 86.0 26.6 3,304.08 1,101.35
60-64 4 ] T 194.2 27.7 9,695.00[ 1,385.00
G5-69 None 3 3 86.0 28.6 3,867.60; 1,289.20
T0- 1 1 2 60.0 0.6 1,479,001 . 739.50
‘TPotals and Averages..‘ 1 23 40 l 731.8 18:2  [$42,567.85] $1,064;19

Table VI Disiribution by Age Groups, Showing Pmor Service and Salary
of Members Who Died Before Retzrement 1940-44

Prior Service Salaries
Age Group Male |Femsale| Total ’
Total Average Total Average
17-24 ] 3 6 10.5 1.8 | $ 2,381.75) § 396.96
25-23 ] 6 12 60.5 4.2 10,220.51 851.71
30-34 11 4 15 120.6 8.0 13,069.98 871.83
15-3% 5 9 15 207.1] 13.1 17,210,238 1,147,834
40-44 3 13 16 218,4] 12.6 13,333.3% . 833.23
4549 8 G 14 267.2] 19,0 15,699.91] 1,119%.27
50-54 4 10 14 3741 26.7 16,703,988 1,193.13
5559 1 11 12 322.40f 26.8 . 13,308.55 1,109.07
60-64 8 i6 24 617.1] 25.7 31,658.75] 1,814.94
85-69 i1 11 17 507.4] 29.8 25,893.24] 1,523.13
70~ i [ 8 180.6] 30.9 7,688.60] 1,281.43
Totals and Averages 67 094 151 2,874.9] 18.6G $167,069.01] $1,106.41
| I T

System. The number withdrawing during 1943-44+is 872. As Shown
by Table VII, the median age falls in the 25 to 20 age group. This {able
indicates that the profession has lost many valuable teachers and their
return to the profession is not likely. Only 20 members have relnstated
their accounts and retfurned to the teaching profession,

Not all of the individuals indicated on this table have gone into de-
fense work; a considerable number have gone into the mmlstry, into
law, civil gervice for the U. 8. Government, and other white collar posi-

- tions., In such cases, the usual complaint is that the salary is foco gmall.

A considerable number of those withdrawn are women who have
married and established homeg to which they desire to give all of their
time.
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Other states, especially Tennessee, Florida, Ohlo, Indiana, and West
Virginia, have drawn heavily on our teaching group. Salary differ-
ential is usually, but not always, the reason given for withdrawal.

Those who are older than 60 and have withdrawn were not eligible
to retire and could not easily become eligible, usually because of some
individual circumstance such as expiration of certificate.

The aggregeate of their prior service is 16,166.6 years; the aggregate
prior service salaries, $2, 513 909,86, Upon their withdrawal from the
profession, the state’s obligation for their prior service is liguidated.
This affects favorably the balance sheet-of the Retirement System, but
on the whole if does not favorably affect the teaching profession,

The number of such withdrawals is small in comparison w1th the
number who are not now teaching, :

Table VIL Distribution by Age.Groups of Members Who Have With-
drawn Their Accounts 1940-44

I Prior Service ) Salaries
Ags Group Number

Total Average Toial Average .

17-24 728 1,494.0 2.0 $ 590,810.01] §$ 8138.92
25-28 773 5,875.3 5.0 © 717,815.18] ° 923,60
30-34 Bhb 4,342.2 7.8 561,590.4%] 1,021.07
35-39 a32 3,473.8 19.4 362,604.88] 1,092.15-
40-44 146 1,682.0 10.8 157,713.32| 1,080.22

" 4548 51 627.6 10.3 59,978.18 '1,276.04
50-54 L% 348.5 13.9 32,929,900 1,317.19
BE-59 22 286.1 13.4 18,485.40 §40.24
6064 - 8 35.6 10.7 9,561,590 1,170.18
65-69 3 4.5 13.5 2,531.00 8423.66 -

70- 1 Noue None| None Nonei  None

P ; .

Totals and Averages ... 2,636 16,166.6r 6.1 I| $2,513,909.85| § 0953.68

Twenty members who withdrew accounis have reinstated their accounts and
are not counted in above table.

" Table VIII is arrived at by adding to the table presented July 1, 1943,
the data for new members with prior service and subiracting the data
for members who have retired, withdrawn, or died during the preceding
twelve months,

Due to the rapid turnover in many school systems and the delay in
receiving some reports, this table is not exactly accurate and does not
exactly check in every respect, internally and with other tables. The
average prior service for the teachers who have filed Forms A-1 and who
are still actively engaged in feaching is accurate and is the same as for
last year.

The total amount for prior gervice salaries, $17,092,714.46, is not
accurate, being about $1,000,000.00 too large. This figure was obtained
by taking the salary for the last year of prior service instead of taking
the average salary for the last five years,
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The number of members having prior service shows a decrease, and
the total amount of prior service a decrease undeyr thal for last year.

The decrease in salary is due to the employment of older teachers
with less college credif.

At the end of the f’nst five-year period, an accurate table will be
developed. :

The state’s temporary appropriation for prior service is based upon
two per cent of the aggregate prior service salaries and for this bien-
nium an adjustment was made by reducing the above total by $1,-
092,714.48, leaving a net balance of $16,000,000.00, two per cenht of which
is $320,000.00, the amount requested. This amount is accurate enough
for all practical purposes. _

The ages shown in Table VIII are entrance ages rather than present

ages, The Retirement office has not had a sufficient staff to make these
calculations and adjustments.as of the present date and, conseqguently, .

" the data in this table are nof exact; howeve1, it is sufficiently accurate
for the purpeses of thls 1ep0kt

. Table VI, Distrxbutmn by Age Groups of Membership Having Prior

Service July 1, 1944

- Prior Bervice Salaries
- \ .
Age Group Number Total Average Totat Average
17-24 | Z,828 5,356.5 2.3 % 1,514,269,93] 3 G50.45
25-29 4,334 24,618.8 5.7 3,204,747, 07 769.21
30-34 4.337 40,186.6 9.3 3,794,338.99 374.88
25.39 3,168 89,555, 9 ‘12,5 3,118,251.75 484,29
£0-44 1,708 27,357.5{ 16.0 1,788,480.87] 1,047.12
45,49 1,249 23,401.6 18.7 1,362,326.08) 1,990.73
B0-54 . 838 18,217.0f © 21.7 $07,84%.44] 1,983.35
55-69 - . 607 ] 14,381.3 23.7 633,580.86, 1,043.79
60-64 415 9 249.6 23.4 412,498.55) . 1,028.67
65-69 177 326.2 a0, 254,861.02 1,439.89
0~ 0.0 80, 1,479.00) - 739.50
Fotals and Averages ... 19,149 ) 207, 710.9; 10,85 ?$17,092,714.43? % 802.62

Table IX shows that $149,112.94 has been paid to retired teachers to
June 30, 1944, These annuities will increase from $84,587.93 to approx-
imately $106,530.00 during the year 1944-45, and during this fiscal year
the aggregate paid to retired teachers will exceed the one quarter mil-
lion mark. It is expected that at the close of the war a larger number
of teachers will retire and that the annual amount needed for annuifies
will increase sharply, Teachers who are under the age of seventy and
who are not incapacitated are urged to continue in the profession due to
the shortage of {eachers.

Table X gives the distribution in $50.00 intervals of the annuities of
living annuitants on July 1, 1844. There are 12 classes ranging from
$100.60 minimum . to $690,00 maximum, The median of $205,88 falls in
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Table IX., Number of Teachers Retired and Retirement Benefits Paid
July 1, 1942, to June 30, 1944 :

Superannuation Disability
g 3 5 A o 8 - %E "CS%
Year 2% b=t 2% b= —® —~E g:% pgl
- g2 | Ez | EZ| &= |85| Edm |E53ig%E
S 73] =h] i o o 'R 22| BTE
Ay my A Mg |Bm| BEAy mEa|meEA
1942-43 233 $ 63,073.45 12} $1,451.56] 245 % 64,525.01 16 230
1943-44 i 82,327.44 8§ 2,260.49) 102 84,587.98 17 315
June 30, effective
Julty 1, 1944 ... 6} 4 G3 ] 383
. ; .
] .
Total _J 391| $145,400.89 24} §3,712.06) 415) $149,112.94 32 383

Note: It s estimated that during 1944-45 retirement benefits to be paid for
superannuation will amount to $103,768.00, and for disability the amount will be
. $2,762.00 or a total of $106,530.00.

the third class. Since each year of subseguent service increases the
annuity of the retfiring teacher, the median will move toward the aver-
age, which now is $276.36, at a more or less uniform rate, The average
annuity will also increase each year. The minimum increase cannot be
determined; the maximum increase is $30.00 per year.

It is not to be assumed that teachers retiring at this time are en-
tirely dependent upon benefits received from their Retirementi System,
Teachers whose salaries were large enough to permit them to do so have
no deubt made some provision for their security through the purchase
of a home, the buying of insurance, etc. It is hardly to be expected how-
ever that teachers in fhe lower salary brackets have been able to do
anything significant toward their security in old age. Thig is an effec-
tive argument for increasing the minimum annuity.

Table X. Distribution of Present Annuities with Intervals of Fifty
Dollars, Fuly 1, 1944

Number . Number of Anhnitants Amount Received

1 136 - - $100.00-3149. 99
2 52 150.00- 399,09
3 34 ' 200.00- 249.99
4 35 . B8B0.00- 299.99
5 23 300.06- 349.99
6 14 .. 360.00- 399,99
7 14 400.00- 449,99
8 1% 450.00- 49999
9 20 500.00- 549.89
10 6 550.00- 595,99
11 26 600.00- 649,99
12 11 650.00- 699,99

Total 383

Median Arnnuity . AN $205.88
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Of the 383 teachers now on the annuify roll, 37 receive $50.00 or
more per month; 100 receive $30.00 or more per month; approximately
100 receive $15.00 to $30.00 per month; and the remalnmg number legs

" than $15.00 per month.

. General Balance Sheet
Teachers’ Retivement System

“June 30, 1944
Current Assets

Cash—Unehcumbered : § 106,991.99
Cash-—Reserved for BReumbrances oo . .. 222,32
JTotal Caph . & 107,214,381
Acerued Interest Receivabie - 13,185,060
Underpayments—Due from Districts . .. ... 4.89

- Unclaimed Balances of Annuitants Deceased . 65.20
. Total.Current Assets _ . e

Investments?!

Tr. 8. Defense Bonds, Series G ...
TU. 8. Treasury Bonds —- i

Agerued Interest on Ronds Purchased

Total Invesiments _

Fixed Assets
Office MWquipment ... e

Total Assets ..

Current Liabililies

Encumbrances Quistanding _ . $228.32

Less: IKKnown Adjustments .. 85.900
Nei Balance e $  137.32
Accounts Payable ... 52.79
Annuitant Refand Claims Alluwed - 66,20
Overpayments—Due Districts 8.38
Fotal Current Liabilities ...
:Net Assets -
Fund Balances (Surplus)
Hxpense : - $ 11,217.98
Teachers' Savings FPund® .. 2,029,433.99
State Accumulation Fund—Permanent 2,029,438.07
State Accumulation Fund—Temporary 64,163.58
Allowance Reserve Fund 5,9231.81
62,347.96

Guarantee Fund .. ...

S  350,000.00
. . 3,695,000.00
Unamortized Premium i 15,597.24
610.00

»”

§ 120,408.81

4,061,207, 24

11,172.78

$4,192,755. 88

262.60

$4,192,525. 14

§4,192,525. 14 $4,192,525.14

# Schedule No. 1,
2 Scheduie No. 2.
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General Statement of Receipts and Disbursements

Teachers’ Retirement System
July 1, 1943, to June 30, 1944

Cash Balance July 1, 1343

Cash—Unemecumbered ... ¥
Cash—Reserved for TBneumbrances oo

"I‘dtal Cash Balance

Receipts
Teachers' Savings . s
State Contribution—Permanent .
State Contributlon—TeMmDOTATY — oo conirac
Interest on Investments ... : -
Ixcess Refunds Recovered .o
Annuity Checks Returned ..
Allotment for Expenses ...

§

Total Receipts

Total Cash Available .o N S

Disbhursements -
Administrative Expenses

Digbursements for 1942-43 ... 152.84
Returned to General Fund —__ ... .38
Total 5
Actuarial Kxpense 50, 60
Board of Trustees Hxpense .. . 5#.53 -
Insurance and TFidelity Bonds . 50.00
Medical Kxpense 37.00
Miscellaneous Fxpense .. + 180.0B
Postage ... - 868.38
Printing and Office Supplies ... ... 1,088,53
Salaries and Wages 19,426.71
Telephone and Telegraph Expense . 156.06
Travel HXpense ... 378.93
Office Rguipment 2,184.55

Total BExpenses® ..

Refund Claims Paid*
Retirement Annuities Paids
Investments Purchased®

Tptal -Disbursements e

Cash Balance June 30, 1044 _
Cash Reserved for Encumbrances

Net Cash Balance

3 Schedunle. No. 3,
.t Schedule No. 4.
. 5Pable IX,

¢ Schedule No, 1.
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63,442, 47
148.70

546,504, 72
546,161.42
7%,538,58
69,114,785

156.20

24,464.74

$ 68,591.17

1,%67,562.54

$1,331,153.71

51,566.72

84,587.93

1,063,164.81

1,223,939.40

$ 197,214.31
222.82

$ 106,991.99

— ey



Schedule 1.
Feachers’ Retirement System
“June 30, 1944

Investments Held

Name .and Deseription Par Value " Net Yield
U. 8. Defensse bonds, Series G| & B350,000.00 Z2.50%
U, 8. Treasury Bonds, 2%, 1963-87 225,000.00 Z.00%
U. 8. Treasury Bonds, 215%, 1963- GS____ 1,000,000.00 2.60%
U. 8. Treasury Bonds, 2% %, 1964-69__ 1,159,000, 00 2.49%
7. 8. Treasury Bonds, 21%%, 1965-T0... 800, 000. 00 2.50%
U. 8. Treasury Bonds, 2%%, 1967-73.. 820,000,00 2.39%
Total Par Value o $4,045,000. 00
TUnamortized Premium 16,697.24
Accrued Interest Purchased 610.00 .
Total Invested $4,061,207.24
Average Net Yield ... 2.476%
Schedule 2. Teachers’ Savings Conirol Ledger
Teachers’ Refirement System
June 30, 1944
5 Teachers’ Tanterest Bal
Ledge? Bection Contributions|  1043-44 e
(2) (3) .
Counties . $ 907,001.00 $22,544.28] $ 929,546.28
Independent Distviets 970,228.09}. 24,0685.11 994,311,20
Institutions $1,981.36 2,348,12 94,329.48
State Department of Edueation_ .. _ | 10,966.01 282,02 . 11,248.03
1.
i
Total ____i $1,980,17{.46[[ $49,2560.53| $2,029,433.99
| !

This summary was prepared to show the amounts standing to the credit of .
the different classes of participants in the Teachers’ Retirement System. Column
2 shows teachers’ credits on June 30, 1944, without reguiar interest for the fiscal
vear 1948-44, column 3 shows mterest for the year and column 4 shows the teach-
ers' total cwdnt

Schednle 3. Cost of Administration
Teachers’ Retirement System
June 30, 1944

Receipts ' of inistraii Per Cent of Receipts

Year State Accumuia- Administrative State Accumulation
tion Fund Expenses Fund
1940-41 -- $476,089.49 $“3.3,66.‘).88 4.97%
1941-42 481,713, 0? 18,232.93 3.78%
1942-43 627,680.01 22,319.39 '8.06%
1943-44 625,000, 00 ©o 24,464,174 " 3.91%
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Schedule 4, Refunds to Teachers
Teachers’ Retirement System
July 1, 1940, to June 30, 1944

Withdrawsal Death Special I Total
Date . .
No. Amount Mo, | Amount No. Amount Ne. Amount
194041 161 $ 2,036.96 12| ¢ 235.64f | B 163 § 2,2%2.50
1941-42 738] 20,231.70 88 1,878.56 2 29.32( 778[ 22,139.57
1942-43 900 37,563.07 58 4,704.18 4 35.77 962, 42,303.02
1943-44 872 46,706.43 40 4,604, .68 8 127.39 920 51,438.40
|
$192.48| 2,823] $118,158.49

|
Total ... } 2,661{ $106,533.16

{
i 148! $11,422.85) 14
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AUDITOR’'S OFFICE

Commonwealth of Kentucky

Frankfort, Kentucky
August 17, 1944

Honorable -Simeon Willis
Governor of Kentucky
Frankfort, Kentucky

Dear Governor Willis:

' We submit herewith repért of our audit of the Teachers’ Retirement
System of the State of Kentucky for the year ended June 30, 1944,

This examination was made .by Bert 1. Sparks, under my supervision.
Respectfully submitted,

C. 1. ROSS
Auditor of Public Accounts
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COMMENTS

. Membership.. Many changes in membership have heen made during
the year. Many {eachers are leaving the {eaching profession for other
jobg and are being replaced. The greal number of changes throws an
added strain on the Retirement System, Many teachers who have with-
drawn are leaving their deposits with the idea of returning fo the pro-
fession after the war, but many others are asking for refunds. About
$60,000.00 was refunded to 920 teachers during the year. Retired teach-

. ers are receiving their quarterly retirement cheeks according to law,

Funds. The Teachers' Savings Fund, the State Accumulation Fund
and the Guaraniee Fund are in excellent shape, but the Allowance Re- -
serve Fund, out of which annuities are paid, is in a rather strained con-
dition. Appropriationg for prior service have never been large enough
to allow the setting up of a reserve out of which to pay annuities, but
only barely enough to operate on a pay-as-you-go basis. The year ended
with $59,987.19 in the fund or available, and with present life-expectancy
obligations of §$749,836.45. Current demands have heen met regularly
and promptly.

Investmeni Funds. All funds are now invested in United States
Defense Bonds, Series G, and United States Treasury 2% % bonds. Under
the present war-time conditions it has seemed wise and patriofic to
invest the funds of the Retirement System in Government securities and-
the yield is comparable fo what could be obtained from other legal
investments. However, after the war it would seem that both the legal
and practical bases of investmeni should be broadened somewhat o
include other safe securities that will be offered.

Accounting, FEfficient and accurate accounting is one of the most
important functions of the Retirement System. An efficient accounting
system must necessarily be intricate and delicate and require system and
skill in operation,

The general accounts are set up on a double entry and dual basis,
and furnish all necessary information easily and readily. The teachers’
accounts, of which there are about 30,000, are posted by machine and are
kept in fire-proof tubs. These accounis are classified and grouped ac-
cording to school districts or institutions, each group of which is kept in
balance with a control account, There are 273 control dccounts, and
these confrol aceounts are kept in balance with the genel al accounts and
with the Division of Accounts and Control.

The accounts appear to be in excellent shape, and thcse in charge of
.- the accounting -system seem to be we11 qualified by both training and
., experlence for their jobs.

o . Surety Bonds. The Secretary is undex a $1(} 000.00 bond with the
Aetna Casualty and Surety Company, Hartford, Connecticut. The bond,
“number; 3485307, expired July 1, 1944, but was renewed and is on file
in the Ofﬁce of the Secretary of State.

Persnnnel The Secretary and. office force seem to be well gualified
for thelr posﬂ;lons
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) Teachers’ Retirement System
Consolidated Balance Sheet—All Funds .
June 30, 1944

{47

- Teachers™ ta 11 <
E%%ennf ® S:a,vi.negsf.S Accusmuggtion ARggnglee G“%fﬂ °e Invﬁﬁ:ﬁent Totals
Fund Fund Fund
‘ | | ‘
Assets: \ i .
Cash _ | % 235.28 |3 5,486.93 | §  82,342.12 $4,016.47 | -§ 15,183.88 | oo [$ 107,214.31
. Advanced for Investment .. [ — 1,974,741.61 | 1,952,000.00 | — 136,000.00 | .
Agcounts Recéivable I | 4.0 e e 2 4.30
Due from Guarantee Fund | 49,259.58 49,259-53 1,507.14 ‘| | .
Accrued Interest Received — 11,590.68 | 1,5634.37 13,125.00
Investments—Par Value _. e ) 4,045,000.00 | 4,045,000,00
Unamortized Premiums .. 15,597.24 15,597.24
Accrued Interest Purchased PR —— - - 610.00 610, ¢0
Office Wauipment e 11,172.78 Ju— | 11,172.78
Unclaimed Balance of Annuitants,
Deceased ... . | j 63.20 ] . ‘ 65.20
! .
Total Assets .. i $11,408.04 |§2,029,442.37 | $2,083,601. 6‘5l $5,988.81 F $162,774.16 [$4,06%,741.61 Jl[$4,192 788,83
L.iabilities and Surplus: II i [ J] |
Accounts Payable .. .. | 5 222.32 3 8.38 | IR \ §  65.20 | §.- $ 295.90
Due Teachers’ Savings Fund | — S— | 49,259.53 | 1974,74L.61 | s
Due State Accumulation Fund . | | 49,259, 3 | 1,952,000.00 | .~ .
Due Allowance Reserve Fund ... - S—— 1,907.14|
Due Guarantee Fund | —- - | 1 186,000.00 | — ——.
Fund BalalCes -l | 11,185.72 | 2,029,433.99 2,083,601.65?]]_ " 5,923.61 | 62,347.96 [ [P | 4192, 492 93
I
Totzl Liabilities and Surplus .|  $11,408.04 [$2,020,442.37 | $2,082,601.65 } $5,988.81 ’ $162,774.16 !$4.062,741.61 1§4,192,788.33%
- !

* Inter-Fund Accounts omitted.
1 Permanent and Temporary contributions.
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Consclidated Statement of Operations
Teachers’ Retirement System

Year Ended June 30, 1944

- Teachers' State Allowance o -
E-%%enncf < Savings Accummulation Reserve Gu;.{larﬁ oe Inv;ffgaeut Totals
Fund Fund Fund :
] | T 1 |
Fund Balance, July 1, 1943 ] 5. [$1,494,340.29 | §1 404,352.81 | § £1,810.56 | § 34,020.65 |§  1,085.37 43,065, 622 78
Net adjustments ] i 64.91 20.10 (41.54)| 2.44 | . —_— 46.91
I | | |
| | | 1 . |
Net Balance e | 30 | $1,494,372.41 | § 41,769.02 | § 34,032.09 {3 1,689.87 ($3,065,669.69
Revenue: \
Allotment for Hxpenses - 25, 000.00
Teachers’ Savings e - 546, 787.56'
State Centributions—mPer. - — 546,220 .41
State Contributions—Temp. .. R 79,138.58.
Interest and Investments . 79,202.93 1,502, 46 80,705.39
Annuity Payment Checks Returneﬂ 1,638.468 | o ] . 1,838.46
Interest on Fund Balances .. 49,264.43 49,2684.43 1,907.34 | ) 100, 236,00
Inter-Fund Transfers - 492.73 96,878.54 50,675.84 | oo 148 047.11
Advanced For Investment - S [ — | i | e | 1,080, 572 48 1,060,572.48
| |
Total Revenue and Fund Balances\ $25,000.00 [$2,090,457.2% | 42,169,497.56 f $142,193.16 ] §163,911.86 [$1,063,164.81 [§5,654,234.68
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Consolidated Statement of Operations—(Continued)

Teachers’ Retirement System
Year Ended June 30, 1944

Expense Tseaz.a.&il;l%rss Accus nt.ﬁ'ﬁz_ﬁon Aﬁg;‘gﬁge Guarantee Investment Totals
Fund Fund Fund Fund Fund Fund
. | ] [
Operating Charges: | | i .'
Actuarial Expenses $ 50.00 | $ $ 3 § $ !$ . 0.0
Board of Trustees . 524,53 - ! 594.53
Ingurance and Fidelity Bond 50.00 | ©o50.00
Medical Expenses ... 87200 | omeoee | o - L 37.00
Miscellaneous Expenses . 180.05 E 180¢.05
Postage 414,17 R . 414,17
Printing and Office Supplies ... . 1,088,528 | oo I e R, { 1;088.53
Office Salaries 19,426.71 | 19,426.71
Telephone and Telegraph 156,06 : 156,06
Traveling Expenses -——— 285.93 | L 385.93
Office Equipment 2,184.55 . [ .2,184.55
Inter-Fund 'Transfers . 300.00 61,023.30 | 85,895,901 | e 1,127.90 | 148,347,311
Interest Pd, on Fund Balances...! )  [Q—— — | 100 436.00 J 199, 436.00
Refunds~Regular . — 50,675.84 | ‘ 50,675, 84
Refunds—S8pecial _ ] ] e | e ‘ 127.39 | ’ 127.89
Refunds of Annuitants Dec'd. 128.82 | 128,32
Interest Paid.on Refunds _ \ 636.17 | e | e — i 635.17
Annuities Paid 84,702.82 ‘ 84,702.83
T. 8. Bonds Purchased & ____________ { 1,0683,164.31 l 1,063,164,81
) I
)

Total, Operating Charges._. [ $24,.817.55 [$ 61,023.30 { § 85,895.91 ‘| $136,269.55 [ $101,563.9¢ |$1 063 164.81 $1 472,735, 00
Fund Balances, June 30, 1944 0§ 182.47 [$2,020,433.99 | $2,08%,601.65 | $ 5,923.61 1 $ 62,347.96 | $ore s $4 181,489.68




