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FOREWORD

We have a new Retirement Act which will go into effect July 1, 1956.
The provisions of this Law should be studied by the members of the
Retirement System, and especially by those who teach or recruit teachers.

The new amendment amounts to a new Retirement Program and it
will 50 well meet the needs of the profession that it will never be neces-
sary to ask the General Assembly for an amendment of this nature again.
Under its provisions a year of service credit has a value of 184% of the
gross salary; as adequate ag the best in the country.

The new minimum annuity Law went into effect July 1, 1954, and
under its provisions approximately 1,000 retired feachers had their
pensions raised, some as much as 30%. This is the third time the min-
imum annuity has been increased.

If the Retirement Law made some provision for survivors’ benefits,
it would be about perfect. For teachers, survivors’ benefits are nof ex-
pensive,

We should hend every effort to understand the Retirement System,
to protect its reserves which now approximate $30 million, and {o make
any minor changes necessary to serve the whole profession.

There is some agitation for Social Security, OASIL. Many studies
have been made revealing that teachers as a group, comprised mostly of
married women, can profit most by depending upon their respective hus-
bands' Social Security, rather than by obiaining ithe coverage for the
profession. If anyone, or any group, is not so convinced, further study may
be made.

- I any case, the profession should act as a whole and should not allow
itself to be broken up into segments ag could be done. “One for all and all
for one” is a good motto for the teachers of Kentucky, and only upon this
united and unselfigh bagis can we hope {o progress.

- The Retirement Program is a part and an important part.of the
Foundation Program. When we work for one, we work for both. We can
geét the Retirement Program easier and earlier than we can get the full
Foundation Program because it will cost less, but both should move
forward fogether for the best interest for feachers and pupil children of
this State.

Let us not be diverted by Social Security, lack of correct information,
local pride, or any other objective calculated fo divide our efforts; as a
united, working, congcientious profession, the reward is certain.

(Signed) Wendell P, Butler
Wendell P. Builer

Superintendent of Public Instruction
and Member of the Retirement Board



LETTER OF TRANSMITTAL

COMMONWEALTH OF KENTUCKY

TEACHERS’ RETIREMENT SYSTEM
FRANKFORT

Honorable Lawrence Wetherby
Governor of Kentucky
Frankfort, Kenfucky

Dear Governor Wetherby:

We have the honor to respectfully submit to you this the Fourteenth
Annual Report of the Board of Trustees of the Teachers’ Retirement
System of the State of Kentucky, prepared and submitted in accordance
with K.R.8. 161.320, and covering the period July 1, 1958, to June 30 1954,
the Iagt fiscal year.

The last actuarial valuation of the assets and liabilities, the last
balance sheet, accumulated cash and securifies of the System, member-
ship, service, withdrawals, deaths, and other pertinent information are
all included in this Report in proper form

We close the year in a sound financial condition, excepting for the
$400,000 reduction in the appropriation, due to a decrease in tax revenue
for the Commonwealth. We hope to regain this in future appropriations
when {ax increase is more adequaie. We earnestly solicit your continued
help in the maintenance of this program, which is growing in usefulness
and developing according to plan.

Record of the proceedings of the Board of Trustees s maintained in
good order, the funds of the System safely invested, and the Law faith-
fully carried out.

Respectfully yours, (Signed) N. 0. Kimbler
(Signed) Mary J. Maguire N, O. Kimbler
Mary J. Maguire . Secretary, Teachers’ Retirement System

Chairman, Board of Trustees




FOURTEENTH ANNUAL REPORT

INTRODUCTION

Each Annual Report should be read and kept for future reference,
The Thirteenth Annual Report listed the amendments previously made
to the Retirement Act, and this, the Fourteenth Annual Report, lists the
amendmernts passed at the 1954 Session of the General Assembly, and
explains each. The Thirteenth Annual Report presents the answers to
typical guestions from teachers, and also the results of a survey to de-
termine to what extent the higher mortality of men is taken into con-
sideration by the State Retirement Systems of the United States.

The Twelfth Annual Report explains the status of the Teachers’ Re-
tirement System as a corporation; the annuity as a deferred salary, and
some discussion of vested interests.

The Eleventh Annual Report compares the Kentucky Retirement Sys-
temn with those of other states, Civil Service Retirement System, and
Social Security as of that date. These, and prior Reports, are adequate to
provide essential information in regard to-the principles upon which the
Retirement System operates,

Amendments. The Retirement Act has been amended 18 times. Every
amendment requested by the teachers as a professional group has been
passed and signed into Law by the Governor. We summarize major
amendments from 1946 to 1954 as follows: :

Amendments, 1946. Increasing the per cent of contribution from the
per cent based upon age at entrance to 2% to age 30; 3% from age 30 to
age 40; and 4% thereafter. Increasing the maximum annuity from $1,000
to $1,200, and the maximum salary base from $2,000 to $2,460. The adop-
tion of a revised and improved age factor table. The minimum retirement
allowance was gef at $300 for 30 or more years of service. A “reciprocity”
law was passed. :

Amendments, 1948, Public junior colleges were covered by the Re-
tirement System. A special appropriation of $2,439,606.64 was given to
make the Retirement System actuarially sound.

Amendments, 1950, The age requirement for eligibility for retirement
was repealed and a vested interest given to all members upon attaining
30 years or more of service credit. The minimum retirement allowance
was increased to $480 for 30 years or more of service credit, The Volun-
tary Program was authorized.

Amendments, 1952. The Act was amended authorizing the payment
of retirement allowances and annuities in 12 installments per year instead
of four installments. Teachers retired for age, and teachers retired for
disability upon reaching age 60, were authorized to do “substitute” teach-
ing for not more than 30 days in each scholastic year.

Amendments, 1954, Four amendments were passed by the General
Assembly at the Regular Session and signed into Law by the Governor.
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Three of these become effective July 1, 1954, and the remaining one will
become effective July 1, 1856 -(K.R.S. 161.620 (3)).

H. B. 319 increased the minimum refirement allowance from $16 per
service credit year fo $18 per service credit year upon not more than 35
years. In other words, the minimwm was increased for all retired
teachers, and any falling into that bracket, who may later retire, from
$480 to $630 if the teacher had taught 35 years or more. This is an in-
crease of about 31%. For teachers who have taught 30 years only, the
increase is from $480 to $540, an increase of 1232 %. Afier this increase
several retired teachers began receiving pensions that are larger than
their salaries were when they retired. ‘The effect of this legislation is to
increase the State’s obligation for prior service, since the retired teachers
have quit paying refirement contributions leaving all the cost on the
State and the Retirement System. In order to activate this Bill on July 1,
1954, the Retirement System made available $300,000 out of the Guarantee
Fund for the biennium; otherwise, the retired teachers would have re-
ceived no increase until July 1, 1956, thus giving apportunity and time for
the General Assembly to make and approve a new Budget. The Board of
Trustees declared an emergency to exist and made the provision under
K.R.3. 161.420 (5). More than one thousand retired teachers received
increases under this amendment.

S, B, 230 provides that any honorably discharged veteran of World
War I may receive prior service credit for the actual months he served
with the armed forces, upon presenting his discharge or a photostatic
copy of it. About a dozen veterans who are now teaching have received
credit for their Military Service. Veterans of World War II and the
Korean War receive subsequent service credit by paying the contribution
at the rate provided by the Law upon the salary base in their Iast school
contract, ‘

H. B. 366 liberalized the investment restrictions of the Retirement
Act, K.R.3. 161.430, making investments in a more diversified field legal.
There are still, and should be, many resirictions in the new amendment
for the protection of the funds of the refirement system.

Under the new Law which went into effect as of July 1, 1954, not
over 8% of the portfolic may be invested in corporate bonds which have
an Aaa or Aa rating. Not over 16% of the portfolio may be invested in
voted school bonds and revenue school bonds for building purposes.

The bonds of Departments of the State Government are made eligible
for investment purposes. Not more than 25% of any issue may be pur-
chased, and not more than 5% of the portfolio may be invested in the
bonds of any issuer excepiing that of the United States of America,
Even with this liberalization, about 84% of the funds of the Retfirement
System must be invested in U. 8. Treasury Bonds, This change will tend
to increase the interest income of the funds and add to the financial
strength of the System, On present assets an increase of 1/10 of 1% in
net rate of interest will result in an increase of $29,600 in interest income.

Investments are made upon the authority and order of the Board of
Trustees.



H. B. 322 (K.R.S. 161,220 (10) (11); 161.540; 161.620 (1) (2)) amends
the principal provisions of the Retirement Act, that fixing the contribu-
tions and the amount of the annuities due at retirement. It makes no
change in the value of prior service credit to July 1, 1941, and no change
in the value of subsequent service credit from 1941 to July 1, 1956. Under
the amendment the contribution after July 1, 1956, will be 3% to age 30;
4% to age 40; and thereafter 5%, all percentages to apply to the gross
salary. Previously no confribution was paid on that part of the salary
exceeding $2,400, This limited the maximum annuity to $1,200. The new
maximum limit will be one-half the average salary on the highest five
consecutive years after July 1, 1956. In this way the Retirement Program
_is geared {o the Foundation Program in thal as salaries increase the
annuity will increase proportionately. ]

The value of service credit earned after July 1, 1856, is to be 1% %
“plus a percentage” justified by the increase in the contributions. Actu-
arial computations indicate a total percentage of 134 % of the salary base
as defined above. This gives the members of the teaching profession a
new and much more effective Retirement System. It is already having a
good effect upon the morale of the teaching and supervisory personnel,

These changes in the Retirement Law make it more complicated, but
it one keeps in mind the fact that the annuily depends upon the con-
tributions matched by the State, it can easily be understood. In estimat-
ing probably future benefits, three categories of service credit will be
used: (1) prior service, the salary base being the average for the five
yvears ending July 1, 1941; value 1% per year of prior service: (2) sub-
sequent service from, 1941 to 1958, the salary base being the average
for the last five years (excluding any annual salary in excess of $2,400)
ending July 1, 1956; value 1% % per year of service: and (3) subseguent
service eprned after July 1, 1956, the salary base being the average for the
highest five consecutive years after July 1, 1956; value 134 % per year. The
three items are summed and muliiplied by the age factor in the table of
factors recornmended by the Actuary and approved by the Board of
Trustees. The age factor table is based upon the 1837 Standard Annuity
Table, modified by the Actuary.

Thirty years of service credit earned under this new law muliiplied
by 134% equals 52.5% to be applied to the salary base. If we consider
35 years of service ag a career for a teacher, it is ample {o provide an
annuity of half-pay at age 63.

The new Law will go info effect gradually as members earn credits
under its provisions, and pay into the System their part of the required
financial support. Even one year under the new Law will provide some
increase in the annuity. For financial reasons it is necessary to retain
the values of service credit previously earned. These values are guar-
anteed by the current assets of the Sysiem plus the obligation of the
State for prior service, which is approximately $12% million at this time.

To put the benefits of the new Law into effect with higher values
for previous service would bankrupt the System, buf by going into
effect as provided, gradually as service credit is earned, the Retirement
System can remain actuarially sound.
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By reason of the new Law, budget requirements for the Retirement
System will increase about an estimated $585,000 over the amounf re-
guired now. This is not beyond the ability of the State to provide, and
if the teachers show their interest in the new plan, the State Administra-
tion will show a like interest.

For those teachers who planned to retire by July 1, 1856, many will
continue an extra year or two. For those who reach compulsory retire-
. ment age before or on July 1, 1956, there will be no increase, excepting
for any who might receive a minimum, or receive more by reason of the
removal of the maximum limit of $1,200 on that date,

LEGISLATIVE

The 18 amendments previously made have brought the Retirement
Law to a very satisfactory standard of usefulness and effectiveness,
however, there are some minor revisions now under study. Some of
these may come soon; others be deferred until the passage of time has
strengthened the System and the accounis of individual members have
increaged in amount, .

There is considerable interest in survivors’ benefits. The plang in uge
by other systems will be studied, with special attention to that of Ohio.
The next Annual Report will likely present a definite plan for survivors’ .
benefits. Suffice is to say now that survivors’ benefits for the profession
in Kentucky should not be expensive. Teachers have small families and
many no close or dependent survivors. During 1952-563 only 18 children
were orphaned by the loss of one or both parents, and during 1953-54
only 15 children were orphaned by the loss of one parent; this among
21,474 members of the profession.

From this it may be deduced that the cost would be comparatively
small. It should be noted that the average age of orphaned children is
slightly over nine years and that after nine or ten years the peak of the
accumulating number of beneficiaries would be reached so far as children
under the age of 18 years is concerned. The accumulation of widows
would obtain for a longer period, but if the benefit ceases when the
youngest child is 18 and beging again when the widow is age 65, the cost
would still be low. Social Security has found that for a cross gsection of
the population, including larger families on the average and when the
adult death rate is greater than that for teachers, the cost of childrens’
benefits is .35 of 1%. Ohio Teachers’ Retirement System has found that
the cost of the whole program for survivors’ benefits is .20 of 1%. If
surviving pavenis are included, the cost would be only nominal, about
01 of 1%.

" Present indications are that a reasonable program of survivors’ bene-
fits equal to or better than that provided by Social Security OASI can be
provided without increasing the contributions of the members.

Eighteen per cent of all members are husband and wife teaching teams.
They have 20% of all children in the profession under age 18, From 36%
to 45% of all children have Social Security protection by reason of their.
fathers’ coverage in industry or otherwise,
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It will not be easy to write such an amendment, and we recommend
that a further study of the matter be begun soon.

There are some who believe the requirement of 20 years of service
for eligibility for retirement for disability is too high. There is no age

- reguirement. Many of the state systems have lower requirements, some
as low as five years of service. A cross section of the United Stateg reveals
the following as'fo average age of retirement for digsability; Alabama, age
b1; Arizona, age 54; Connecticut, age 90; Florida, age 50; Idaho, age bi;
linois, age 45; Kentucky, age 53; Louisiana, age 42; Michigan, age 52;
New Hampshire, age 55; New York, age 55; Pennsylvania, age 54; South
Carolina, age 53; West Virginia, age 48; Ohio, age 48; and Washington,
age 48.

Service requirements of a cross section of the states are as follows:

Five years of service, Colorado and Louisiana; 10 years, Alabama,
Ilinois, Arkansas, California, Connecticut, Florida, Idaho, Indiana, Maine,
Missigsippi, Montana, Nevada, New Hampshire, New Jersey, Chio, North
Carolina, Penngylvania, Rhode Island, South Carolina, Tennessee, Utah,
and West Virginia, ’

Fifteen years of service required: Arizona, Colorado, 'Georgia, Kansas,
Massachusefts, Michigan, Minnesota, Nebraska, North Dakota, Oklahoma,
Oregon, South Dakota, Vermont, and Wyoming. Requiring 20 years of
service for retiring for permanent disability are Xentucky, New York,
Texag, Virginia, snd Washington. Few states have an age requirement for
retirement for disability.

It appears that the requirement of 20 years of service ig high by
comparison, but the average age at retirement reveals that the retiring
teacher has had ample time in which to reach the reguirement of 20
years of service,

This'is not an urgent matter, since very few disabled teachers, if any,
have failed to acquire the 20 years of service by the time retirement is
indicated by reason of health. Since, if a teacher lacks three years or less,
she can pay her retirement contribution under leave for illness and
acquire the full 20 years, this reduces the number failing fo qualify.
Many who think they should retire for disability, should really be on
leave for illness since the number who recover with a year of rest and
medical advice is quite large., Even so, about 12% of all of our retired
teachers retire for disability. This is above the national average. No
doubt this section of the Law will be liberalized.

Under the new Law, providing for increased contributions, the in-
dividual accounts of the members will increase rapidly. This opens up
many possibilities not available at present. Amendmenis to provide for
paying an annuity of equal value, instead of a refund in a lump sum, at
the option of the beneficlary should be an advaniage after individual
accounis have accumulated to $3,000 or $4,000, or more for some members.
This would entail only the cost of adminisiration, a small amount.

We should also report the possibility of paying an annuity instead of
a refund in case of the death of a member eligible to retire. For example,
a member has 20 or more years of service credit and dies before retire-
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ment. Under the present Law a refund of the account, including the
teacher’s contributions and 3% compound interest, is made to the bene-
ficiary. In some cases an annuity would serve better; however, it might
interfere with survivors’ benefits or amount to a duplication if such
amendments are made. A usual procedure for providing an annuity for
a survivor in case of the death before retivemeni of a member eligible
to retire is to assume that the member had retired on the day of death and
taken Option IV, which provides that the beneficiary shall receive for
life an annuity equal to one-half of the annuity the member should have
.received had he retired instead of died. This would be very helpful to
surviving widows, or surviving sisters or brothers dependent upon the
member for support,

As the Retirement Law now stands, it is, or will be, adequate and
practically perfect for serving the feachers and schools, however, the
foregoing is presented for the consideration of the membership and
others interested. As the System matures, and as the obligation for prior
service, which now is $12.5 million, is 11qu1dated the posgibility for fringe
benefits will be greater, .

SOCIAL SECURITY

With the recent gmendments {o the Law governing Old Age and
Survivors’ Benefits, there has been increased interest in how it would
apply to a professional group like teachers. At the last Session of
Congress coverage was made optional for teaching groups under certain
conditions. This was acquiesced in by the National Conference on Teacher
Retirement and the National Education Association when they found
that retirement lawg of certain states could be repesled and Social Se-
curity substituted,

The teachers had previously held for the exemption of all teachers
having retirement systems from coverage by Social Security. The fear
that State Legislatures would repeal retirement acts because Social Se-
curity would cost less for a few years, and thus result in a savings to
state treasuries, caused the NEA and the NCTR to withdraw their objec-
tions to Social Security coverage upon the promise of certain safeguards.
Most of these safeguards appear in the new Law, but the principal and
only effective one is the required referendum, If was assumed, and we
think correctly so, that if teachers were allowed to vote as 1o whether
they would take Social Security, the majority would vote negatively, or
“no.” This is because more than half of all teachers already have the
protection provided by Social Security by reason of the husbands’ work
and payment of the tax. The children are likewise protected if the father
has a Social Security card and pays the tax.

The National Education Association and its affiliates have always,

and still are, of the opinion that the profession is best seived by its own

~ distinective retirement systemi, and that Social Security would in the long

tun cost them more than they would get out of if, considering that so

many already have it, and that those who do not have husbands have few
or N0 survivors.
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For the further protection of the teachers and their retirement sys-
tems, enabling legislation must be passed by the General Assembly, and
the obligation of formally stating what the situation will be if the teachers
vote affirmatively, is placed upon the State Administration. It is obviocus
that no average state like Kentucky can provide both an effective retire-
ment system and Social Security for its feachers or other employees
because of the cost. The Retirement Program would of necessity have
to he cut back so it would cost less. This has been true in the six states
coming under Social Security.

The teacher has nothing to gain if the benefits of her Retirement
System are reduced by approximately the amount ghe will receive from
Social Security as is the case in Virginia and some other states.

.

In anticipation of this situation the Board of Trustees had a survey
made of the teachers, and their family relations, in Kentucky by checking
a great sampling of 15,049 feachers of the 21,000 paying contributions. If
the facts of costs and benefits are known, there will be no responsibility
resting upon the Beard; the ieacherg can make any decision necessary
according to fufure developmenis. Following, we guote excerpts from a
Report of the Survey made by a member of the Retirement staff to the
Soufhern Conference on Teacher Retirement at their annual meeting in
1953:

“A SURVEY OF RELATIVE COSTS AND BENEFITS OF
SOCIAL: SECURITY TO KENTUCKY TEACHERS

F. L. Phillips

) .. . . "We have found a staggering amount of misunderstanding
among teachers in regard to what Social Security will do for them, and
what it will cost them. They are strongly inclined to believe what they
want to believe without too much guestioning of the actual facts. The
nature of Social Security and the world-wide generosity of Uncle Sam
have led many people, not excepting teachers, fo believe that happy days
are here again, and that when they have worked leisurely for a few years
they can retire and live in ease and comfort to a venerable old age with-
oaut a care or a worry. This lack of understanding is a dangerous thing.

‘“What we say here is no condemnation of OASI. It is a noble ex-
periment that has brought promise of economic relief to the minds of
millions of people who ctherwise might go down the sun-set trail in fear
for the necessities of life. The simple days are gone when the aging and
dependent could usually find a place at the table and fireside of near
relatives. The growing burden of the aged is being assumed by Society,
and if wisely administered, will assure a larger degree of independence
and self-respect for this great company which is now gathering, estimated
to be more than ftwenty million by 1880. It is not our desire o be
critical of this worthy effort to bring well-being and happiness to this
great group of people living in the evening of life,
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“However, in our study of the situation we are thoroughly convinced
that our teachers, as a group, are much better off under their present
retirement system than they would be under Social Security. There are
exceptions, of course, especially among older teachers, Often it is from
these exceptions that uneasiness among vounger teachers stems. A young
teacher with a wife and children knows of an elderly man who worked
under Social Security for six quarters and retired on a pension for life
with half the amount of the primary benefit payable o his wife if living
and aged. sixty-five, and it makes him wonder if his teachers’ retirement
will serve him as well ag Social Security. We believe that his teachers’
retirernent, because of ifs flexibility and adaptability, and because of its
assurance against-any loss, will, in the end, serve him better,

“A few months ago we made a survey of our membership for the
purpose of trying {o evaluate the relative benefits and costs to our teachers
if they were under Social Security. We do not claim that this survey
and its evaluation are scientifically accurate to a high degree. There are
too many variable factors to be considered to enable us fo arrive at con-
clusions that are wholly valid, but we believe that we have a fair indi-
cation of what Social Security would cost our teachers in relation to
possible benefits, We believe that the results of the survey are significant,
and for that reason, we wish to pass the idea on to you for whatever it
may be worth.

“About March of 1953, we mailed a questionnaire to the superin-
tendents of all the school districts in Kentucky and to the State Colleges
on which we requested information for making the survey, The regponse
was satisfactory, but we recognize that the infermation furnished was
not always complete nor highly accurate. . ..”

P P . .

‘When these questionnaires were received back, they were tabulated
and summarized into the following information, applying to the 15,049
teachers surveyed:

“I, We found 1,387 cases in which both the husband and wife were

" teaching, making a total of 2,774 teachers with 1,622 children

under eighteen. This group included 18% of teachers reported
and 20% of all children under eighteen.

“II, We found 5,676 unmarried women and widows, and unmarried
men and widowers with no children under eighteen. This was
38% of all teachers reported. ’

“1II. We found 370 widows and widowers with 566 children under
eighteen. This was 2% of teachers and 7% of children reporied.

“IV. We found 4,175 wives whose husbands are now under Social
Security, and husbands whose wives are under Social Security,
‘This is 28% of teachers reported, and they have 2,819, or 36%
of all children under eighteen reported. (This does not include
farmers’ wives who have since been covered by Social Security.)
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“V. We found 2,054 husbands whose wives do not teach nor do they
work under Social Security, They have 2,967 children. This
was 14% of teachers and 37% of children reported.

“VI. There were also reported 2,722 other eligible dependents, mostly
parents.

“This gave us a total of 15,049 {eachers, 7,974 children under eighteen,
and 2,722 other eligible dependents for whom reliable data were received.
These figures constitute the raw material out of which it has been our
purpose to try and measure the relative cost and benefits of Social Se-
curity in its application to our Kentucky teachers,

“To evaluste these {wo elements, ie, cost versus benefit, it was .
necessary that we have a unit of measurement that could be translated
into terms of both cost and benefit. We have devised a standard of mea-
surement, but are fully aware that it is not perfect because of the many
variables . . . but we believe that what if indicates is significant. '

“Since the Social Securify Program is set up for the family with
considerable emphasis for dependents and survivors, whether or not
the primary worker has dependents, we have used the family unit as the
basis for fixing a standard of evaluation measurement. We start with the
primary benefit and assume that it is equal to 1 unit. We further assume,
for simplification, that the benefit of a spouse would be .75 unit, and of
each child under eighteen, or other eligible dependent, would be .50 unit.
By so doing we have iried to equalize the change in direct benefits for
spouse and children upon the death of the insured worker. If the popula-
tion covered by Social Security averages a primary worker, & spouse and
one child under eighteen, or other eligible dependent, we find that the
measure of potential benefit for which the covered worker pays the fax
is 2,25 units of primary benefit, i.e., 1 plus .75 plus .50. For the promise of
this much benefit the worker pays an equal cost in his Social Security Tax,
therefore, we have the equation: 2.25 units of cost = 2.25 units of benefit,
The use of the term “Benefit” is not limited to the pensions which de-
pendents may receive before and after the death of the insured worker,
but also includes the insurance protection which they have after the
worker becomes currently insured, and until the dependent is no longer
cligible. If the system were perfect and the population uniferm, our
study would have little value other than confirmation, but such is not
the case. Groups in the population vary in their make up, and our pur-
pose has been to test its application to Kentucky teachers.

“With the assumpiion previously stated and the equation, we were
able to make a fairly indicalive evaluation of the relative costs and
benefits for any group or population for which the necessary data are
available. It should be obvicus that as the group approaches the average,
the measure will apply with less variability than it does when the group
departs from the average. We have applied the formula in our survey of
Kentucky teachers and give you the result.
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“COMPARATIVE MEASUREMENT OF RELATIVE COST AND
BENEFITS OF SOCIAL SECURITY TC KENTUCKY TEACHERS

“Class I-—Both Husband and Wife Teaching,

Cost
No. of Husbands 1387 x 2,256 = 3120.75 units
No. of Wives 1387 x 2.25 = 3120.75 units’
Total Cost 6241.50 units
Benefit
Benefit of Husbands 1387 x 1 = 1387.00 units
Benefit of Wives by Reason .
of Husbands' Coverage 1387 x 75 = 1040.25 units
Benefit of Wives by Reason
of own Coverage 1387 x .25 =  346.75 units
Benefit of-Children 1622 X 50 =  811.00 gnits

Total Benefit

Excess Cost

no Children under Elghteen

3585.00 units
2656.50 units

“Class II — Unmarried Men and Women and Widowers and Widows with

Cost
No. of Teachers 5676 x 2.26 = 12771.00 units
Benefit ‘
No. of Primary Benefits 5676 x 1 = 5676.00 units

Excess Cost

7095.0¢ units
“Class III — Widows and Widowers with Children under Eighteen.

Cost |
No. of Teachers 370 x 225 = 832.50 units
Benefit
No of Primary Benefits 370 X 1 = 370.00 units
No. of Children 566 X B0 =  283.00 units

‘Total Benefits

Excess Cost

Covered by Social Security.

6563.00 unifs

179.50 units
“Clags IV — Number Wives and Husbands whose Spouses are Presently

- Cost

No. of Wives 3704 x 2,25 = B8334.00 uniis
No. of Husbands 471 X 2.26 = 1058.75 units
Total Cost 9393.75 units

: Benefit
No., of Wives by Reason :

of Husbands® Coverage 3704 x  7h = 2778.00 units
No. of Wives by Reason of

Own Coverage 3704 x  25a=  926.00 units
No. of Husbhands 471 X 1 = 471.00 uynits
No, of Children 4873 X 02 = 0.00 units

Total Benefits

Excess Cost
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a) In this class the wives are already protected fo the extent of .75 of
the primary benefit, by reason of their husbands’ being under Social
Security, and the children are fully protected because one or the other
parent ig now covered.

“Class V —Husbands Whose Wives do not Teach nor Work under Social

Security.
Cost
No. of Husbands 2054 x 2,25 = 4621.50 units
Benefit
No, of Husbands 2064 x 1 = 2054.00 units
No. of Wives 2064 X .75 = 1540.50 units
No. of Children 2067 x .b0 = 1483.50 units
5078.00 units
Excess Benefits 456.50 units
“Class VI~ Other Eligible Dependents, priéci%ally Parents.
o8
No. of Other Dependents 2122 X ¢ = 6.00 units
Benefit .
No. of Other Dependents 2722 X .50 = 1361.00 uniis
Excess Benefits 1361.060 units

“In summary, we find that total cost of Social Security {o the sample
of Kentucky teachers under test would be 33860.25 units, and the total
possible benefits would egual 19167 units, or an excess cost over benefits
of 14693.25 units, This would indicate that Kentucky teachers because of
occupational relationships and number of dependents would pay a cost
in Social Securify Tax equal {to 178% of all possible benefits which they
might receive. In other words, the study shows that if Kentucky teachers
were put under Social Security, for each unit of benefit received they
would pay 1.78 unifs of cost. {If farmers’ wives had been included at

the time of the study, the relative cost to benefits should have been about

$2.00 of cost for $1.00 of benefits.)

“Why would Kentucky teachers pay more for Social Security cover-
age in relation to possible benefits than the average of the population?
Here are some of the answers:

“1. Eighteen per cent of our teachers are in families in which both
the husband and wife are teaching. Under Social Securily each
would be taxed for the protection of the same family unit, but,
while the family cost would be doubled, the family benefif would
be increased very slightly, if any. The most that these families
could expect would be 2.5 unifs of benefit instead of 4.5 units for
which the working members had paid.

“2. Thirty-eight per cent of the teachers reported are single with
few or no dependents. They would be required to pay the same
Social Security Tax for family coverage as though they were
heads of families. The cost to the unmarried teachers would be
two and one-fourth {imes the prospective benefits. The exira
benefit would be received by other groups with large families,
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“3. Twenty-eight per cent of teachers and 36% of all children under
gighteen are now protected by secondary benefits under Social
Security by reason of primary workers in their families, For
these feachers to go under Social Security would increase the
family cost, but add very little, if anything, to their benefits, and
nothing to the benefits of the children.

“4. If our study has any validity, it shows that the excess cost of
Social Security to the sample of Kentucky teachers under iest is
14693.25 units, egual to the cost that would be paid by 5877
teachers as covered workers, or a little more than one-third of
the number reported.

"B, It is not the purpose, nor do we believe it is the result of this
study, to show that Social Security is not a good thing, and
should be shunned by teachers. ., . We do not favor the repeal
of our Retirement Law and the substitution of Social Security,
nor do we favor any {ype of integration. We are thoroughly
convineed that our teachers will be better served by their present
Retirement System, disregarding possible improvemenfts for
which we are striving, than they would be under Social Security
alone or any form of integration., Social Security OASI will
serve the teachers best if the profession is not under its provisions
but if each individual teacher gets the coverage that may come
incidentally. For example, the farmer, or’ businessman, who is a
teacher; the wife who teaches and whose husband is a farmer,
worker, or businessman will have Social Securily incidentally,
and at a reasonable cost if the family is covered. .

“In this study covering 15,049 members of the profession, the
benefifs estimated to come from Social Security coverage have
been exaggerated and not minimized. For example, it was as-
sumed that every person would qualify for benefits, which they
will not, and that every child would receive benefits by reason
of the death of the father, which we know is very favorable to
Social Security.

“Still Social Security does not stand up on a cost versus
benefit study for feachers.”

(Excerpts from the Study and from a Report to the Southern Conference
on Teacher Retirement by F. L. Phillips, B.C.5.,, A.B., M.A,, and Diploma
in Higher Accountancy, Oectoher 14, 1853.)

It should be noted that doctors, lawyers, and other professional
groups are mostly excluded from Social Security coverage. Also that the
Civil Service Retirement System with two million members who work
for the Federal Government are excluded; also police and firemen if they
have a retiremnt system. Further, that the Congress makes no appropria-
tion for this OASI Program; they manipulate it usually just before elec-
tion,

Other studies bearing upon the desirability of Social Security OASI
for teachers are: Social Security and Ohio Teachers, published by the
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Ohio Education Association, (1954), Columbus 15, Ohio; and Report to
Legislative Recéss Commitiee on Maine State Teachers’ Retirement Sys-
tem and Social Security Coverage, by Bowles, Andrews, and Towne,
Consulting Actuaries, 421 American Building, Richmond, Virginia.

STATISTICAL

Most members think of the money transactions of the Retirement
System but are not very mindful of the statistics, vifal and other, how-
ever, it iy only in terms of the statistics of the Retirement System that
the assets have any meaning. Active membership as presented in Table 1
of the Thirteenth Annual Report was 25,692, Since that date, July 1,
1953, there have been issued 194 prior service certificafes to teachers who
have taught before the Retirement System began, and 2,557 membership
certificates to teachers who have no prior service. This means that there
were 2,751 additions to the Retirement System and the profession of
teaching during the scholastic year 1953-54. The gains, corrections, and
losses are set forth in Table I, Membership 1240-1954.

During the year 1953-54, 25,446 active accounts with contributing
members were maintained, together with 3,346 accounts to which no
monthly contributions were made, total 28,792, The aggregate funds in
these accounts is $12,245,095.55. Interest is added each month and com-
pounded on July 1 of each year fo each account, and for the first three
years of absence of the member. The interest for the year amounted to
$321,613.36.

If a member is absent more than three vears, the account ig inactive
unlegs the teacher is in service on the first scholastic day of the fourth
year. For this reason 1,448 accounts were closed July 1, 1954. Of this
number, 1,224 were in county school districts, 225 in independent disfricts,
and 26 in colleges. The aggregate of these accounts is $171,606.98. They
were notified that inferest had ceased on their respective accounts and
that they were in danger of losing their service credit by absence, There
is something wrong with salary or teaching conditions when so many
teachers are not performing their usual professional duties for such long
periods of time.

Asg of July 1, 1954, the total number of inactive accounis was 3,346,
and they contained $431,656.06, This control account is reduced by
members returning to service before the absence is six years, and by
deaths and withdrawals, '

After the absence exceeds six years, the service credit is forfeited, but
the aceount may be withdrawn. After the absence exceeds 13 years, the
account is forfeited. Not many teachers wait so long to withdraw. They
are more lkely fo withdraw their accounts too soom; however, 194
accounis were forfeited July 1, 1854, and $1,795.33 therein was transferred
to the Guarantee Fund as provided in the Statutes,

During 1953-54 there were 51 deaths reported, 23 men and 28 women.
The causes of death were: heart diseases 16; cancer 8; cerebral hemorrhage
§; accidental 3; suicide 3; arterioselerosis 3; pneumonia and other diseages
of the lungs 3; tumors 2; hepatitis (liver), brain {umor, pregnancy,
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Hodgkins Disease, leukemia, kidney diseases, one each; and one unde-
termined. Of the 51 deaths reported, 11 men and 4 women left children
under the age of 18; 11 children fatherless; 4 children motherless, To the
deceased members' beneficiaries the largest payment was $1,460.42 and
the average was $632.21.

All additions and losses are set forth in Table L

TABLE IiI

Distribution by ages of 2,008 feachers without prior service who
becaime members during 1953-54 indicates the new recruits. There is a
slightty higher per cent of young men. The modal age for women ig 22
years and for men age 26, The men spent more time in college, or in
military service, on the average. The average salary for the 521 men is
$2,000.96, for the women $1,796.02. These are, of course, beginning sala-
ries. The average for all is $1,849.17. We do not know what brings the
older people into the profession; it is possible that some have retired in
other states, and that some have taught before and lost their service
credit by long absence and return as new members. There were 467 who
filed enrollment forms in 1953-54, but who had taught previously within
the last six years.

TABLE I. MEMBERSHIP 1940-54

SERVICE RECORDS Members
With Without | Total with | v cout Totals
Records
Prior Prior Records Fited
Service Service Filed
Active
Membership ........ 11,260 12,808 24,068 1,378 25,446
Inactive ’
Membership ........ 507 1,81% 2,326 1,020 3,346
Inactive accounts '
Membership lost 594 856 1,450 2,198 3,629
Absence of 13
Years 164 164 30 194
Professional
Service Records ‘
in Foree ... | 11,767 14,627 26,394 2,398 28,792
Deceased before
Retirement ... 570 85 655 88 743
‘Withdrawn 9,873 8,969 18,842 4,373 23,215
Retired ... 1,955 1n 1,866 1,966
11,767 14,627 26,304 2,398 28,792
13,156 9,921 23,077 6,870 20,747
TFotal Accounts
Handled 1940-54 24,923 24,548 48,471 9,068 58,539
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TABLE III, Distribution by Ages of 2,009 Teachers Without Prior
Service who Became Members of the Teachers’ Retirement System
During the Year 1953-54

Attained

5. 5. SALARIES

S. 8. SALARIES

Me
Ages n Total Awverage Women Total | Average

18 2 $  2023.00 $1,001.50 15 $ 10,800.96 $1,326.66
18 13 18,162.58 1,39%.12 80 T111,188.75 1,389.87
20 19 26,088.20 1,373.59 120 179,794.74 1,498.29
2v ] 25,698.14 1,713.21 113 202,880.51 1,704.88
22 24 44,142.27 1,839.28 p1-1] 323,543.59 1,960.91
23 33 67,653.05 2,050.02 150 303,891.45 2,025.94
24 36 73,348.70 2,037.49 85 163,199.65 1,920.00
25 30 60,904.96 2,080.17 54 97,085.18 1,797.87
26 42 8T,045.61 207251 39 73,109.61i 1,874.61
27 31 66,291.60 2,138.44 25 41,109.34 1,644.37
28 36 71,199.17 2,144 42 28 34,563.16 1,88149
29 32 65,106.75 2,034.40 29 §2,188.11 1,799.59
3¢ 34 76,581.25 2,252.3% 22 87,359.88 1,608.18
31 22 46,827.72 2,128.53 23 61,500.92 1,863.66
32 20 40,984.16 2,049.21 30 57,535.27 1,917.84
33 12 27,502.70 2,115.59 30 51,712.00 1,723.73
84 16 33,130.00 2,070.63 30 53,674,658 1,789,195
35 12 23,938.40 1,994.87 25 45,483.05 1,819.32
26 9 17,065.00 1,896.11 25 44,182.52 1,767.30
3T 7 15,237.80 2,176.82 25 44,830.65 1,793.23
38 5 10,496.00 2,099.20 35 65,183.23 1,862.38
39 T 11,992.80 1,713.26 19 33,472,714 1,761.72
40 11 21,775.80. 1,979.61 33 59,897.22 1,815.07
L1 5 10,461.45 2,002.29 25 47,403.40, 1,896.14
42 2 6,417.26 2,139.00 39 68,356.04 1,752.72
43 & 9,104.20 1,820.84 21 47,646.59 1,764.69
44 k] 10,107.60 2,021.52 33 64,037.72 - 1,940.54
45 & 9,529.00 1,905.80 23 41,372.50 1,798.80
46 5 9,712.20 1,942.44 16 20,418.27 1,838.64
4T 6 12,861.00 2,143.50 14 25,017.20 1,786.94
48 2 3,756.00 1,878.00 15 29,0204% 1,934.70
49 4 7,648.00 1,912.00 20 36,218.05 1,805.90
50 0 00.0 00.00 11 22,076.66 2,006.97
51 4 8,499.00 2,124.75 8 14,397.22 1,799.65
§2 ¢ 50,00 00.00 4 7,137.03 1,784.26
53 1 2,400.00 2,400.00 8 12,08%.80 1,518.23
4 L] 00.00 006.00 5 10,238.55 2,047.71
55 1 2,460.00 2,400.00 3 6,603.40 1,867.80
56 2 3,900.00 1,950.00 4 6,898.80. - 1,72470
57 2 3,606.00 1,803.00 I 1,089.60 - 1,089.60
58 Q 04.00 00.00 4 T.992./75 1,998.19
w9 1} 00,00 00.00 3. 5,875.80 1,958.60
[iti] 0 00.00 6000 2 3.,070.62 1,535.31
61 [} 0300 00.00 L] 00.00 00.00
62 ] G0.00 00.00. 0 80,00 00.00
63 ] 60,00 00.00 T 2,400.00 2,400.00
64 L] 00.00 00.00 2 3,217.10 1,608.55
63 0 4000 o000 ¢ 9000 00.00
66 1] G000 00.00 1 1,086.72 1,086.72
67 4] 00.00 0000 2 $616.44 1,808.22
63 2 3,900.00 1,950.00 0 00.00 00.00

Totals &

Averages G2l $L042 50237 $2,000.96 1,488 $2,672473.79 $1,796.02
Total—2,00% 8. 8. Salarles—§$3,714,976.16 Average Salary—$1,849.17
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TABLE VII

In This Table V1I, members who have withdrawn during the life of -
the Retirement System, those with prior service credit are segregated
s0 as to determine the cancellation of this part of the obligation of the
State. The 11,043 withdrawn memberg had an average of 6,788 years of
prior service, a total of 74,970.5 years. The remaining amount of prior
service credit (held by active members) ig 125,699.48, which is 10.68
years held by 11,767 members. The retired teachers hold credit for much
of the prior service aggregate, but their ¢redit has been translated into
dollar values and is shown as the reserve requirement. It is regretiable
that there are significant withdrawals to beyond age 40; also, that the
modal age is 21 for new teachers and age 25 for the more experienced.
The total members withdrawn over the 14-year period is 23,215, an aver-
age of 1,668 plus per year, It might be less expensive for the State to
give more help fo the young recruits until they have found themselves or
adjusted fo the work of teaching, than to expend so much effort educating
more to teach a short time and guit. When teaching becomes a profession,
the teachers will select the recruits and train them by cadet teaching,
or otherwise, and prevent this great loss fo the children and taxpayers.
The subsequent service is also lost upon withdrawal, but the teacher re-
ceives g refund of her coniributions and interest,

During the year 1053-54 there were 2,313 accounts refunded, of which
1,656 were for teachers who had taught recently. Some of the reasons
given for withdrawal are: homemaking and family duties, 330, the largest
of the causes given; teaching in other states, 257; husband’s work necessi-
tated transfer to another state, 198; changed professions, 185; and other
work not indicated, 184. If we analyze the 257 who are teaching in other
states, as to states they are now serving, we find that 74 went to Ohio;
33 to Indiana; 30 to Florida; 27 to Tennesgee; 11 {o Tllinois; 7 to Virginia;
6 to West Virginia; and the remainder to 26 other states. That Kentucky
is educating teachers for other states is quite evident. It might be profit-
able to determine why. i

Of the 185 who chose other work, 40 went into the ministry or re-
lated work; 20 went into full-time farming; 8 into the medical or related
professions; 14 chose secretarial work; 1¢ the Federal Civil Service; and
the others into 44 other different flelds of work., Four were elected to
county office, and five began the study of Law.

During 1953-54 withdrawing teachers received a refurn of $310,882.51,
representing their individual accounts.

TABLE VIII

The youngest teacher having any prior service credit is now 32 years
old, The modal age on Table VIII is 48, and this group of members have
an average of 10.51 years of prior service credit, very near the average
for the 11,767 having prior service. There are now more teachers whao do
not have prior service than do have it. The average age of ail the mem-
bers of the Retirement system is 40 years; there are more members age 46
-than any of any other age. They were 32 when the Retirement System
began. We have only 60% as many now age 32 as we now have age 486,
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TABLE VII. Members Who Have Withdrawn Before Refirement 1940-54
utvance | Wimous | Wi | PRIOR SERVICH | PRIQRspRycs
Age Prior Prior
Service Service Total Average Total Average
18 21 [ [ A
17 319 S 4.3 860 2,763.08 552.62
8 1,064 57 5%.0 1.035 30,864.03 G37.97
19 1,139 158 194.9 1,233 83,374.04 $27.68
20 1,147 284 430.0 1514 166,640,14 586.76
2y 1,312 446 852.0 1,910 287,376.16 644.24
22 1,056 520 1,167.2 2244 367.607.47 706.94
23 744 494 1,562.8 3163 362,903.35 T34.62
24 585 618 2,405.5 3.892 447,905.09 T24.77
25 59¢ 625 2,744.2 4,390 468,863.25 T50.18
26 441 614 3,196.9 5.206 457,330.84 T45.65
27 397 605 3,612.6 S97h 470,466.19 11,63
28 326 578 3,806.1 6.584 451,443.12 781.04
29 204 555 3,244.9 7,107 432,081 14 T78.49
30 303 583 4,548.7 7.802 479,274.70 822.0%
31 223 51d 4077.6 7.97% 429,749.65 841.00
32 211 . 495 4,186.5 8457 415,232.94 838.85
33 173 443 3,886.1 8.2 376,722.52 850,39
34 196 405 3,752.8 9.266 350,719.42 888.20
35 148 390. 3.542.2 9,082 340,279.64 872.51
36 138 305 2,885.9 9.461 284,005.84 931.17
37 137 280 2,726 8735 251,465.32 898.08
as 144 240 2,234.8 9,311 T 218,828.00 910.93
39 o6 21k 1,901.3 9.010 183,999.18 872.03
40 102 176 1,694.0 2.625 146,647.11 833.22
41 94 169 1,650.8 9.768 153,676.81 908.74
42 kid 152 15407 10,182 182,042.59 868.70
43 03 119 3,222.9 10.276 98,095.84 824.33
44 65 107 1,068.8 9.988 84,417.69 78395
45 64 105 311111 ¢ 10.581 92,4118.43 880.18
46 50 9% 9140 9621 79,388.67 835.67
47 &6 w0 684.2 9.774 56,102.26 801.46
48 48 B8 636.6 9,361 48,070.57 706,92
49 49 70 833.3 11904 61,443.22 BITT6
50 45 ™ 819.4 11.540 50,008.50 04,35
51 22 56 582.9 10.408 39,/721.15 709.31
52 33 44 49%.8 11.359 34,828.57 791.56
53 19 45 493.7. | 10,971 32,437.05 720.82
o4 27 a5 403.7 12,534 22,585.84 64331
55 22 41 485.7 11.358 25,918.1¢ 632,15
56 23 34 402.7 1E.844 21,7078 640.52
57 22 37 481.1 13.002 B5,607.29 692.09
58 4 19 211.8 13.147 13,/772.82 724.89
59 11 2% 2041 14.004 12,982.72 618.22
60 11 23 303.2 13.182 14,798.33 643 41
[0 6 15 213.7 14,246 10,174.82 678,32
62 8 1 157.8 11,271 11,613.85 829.56
63 4 12 127.1 10592 8,002.25 666.85
[ 4 5 6.0 13.200 1,834.66 - 286.93
63 3 8 1283 16.138 5,644, 14 T05.651
66 2 e | e | i | e b e
67 4 & 90.0 | 22,500 3,453.84 £63.46
68 - 1 2 45.0 22,500 1,726.92 863.46
69 b 1 O
T0-Td* 2 4 98.0 | 24.500 B8.453.84 86346
Totals & '
.Averages 12,172 11,043 T4,970.5 6.788 $8,661,618.76 $784.35

* Not eligible for Helirement.

**Dyuring the years 1940-54 the number of those feachers withdrawing who did not file
professional service records were prorated to Columns 2 and 3 on this table.



TABLE VIIL - Distribution of 11,67 Members Who Have Prior
Service Credit With Attained Age July 1, 1954

Attained Number of | PRIOR SERVICE YEARS PRIOR SERVICE SALARY
Age Members Years Average Total Average
3 25 41.00 L.64 3 10,259,201 $ 41037
33 31 38.32 1.241 17,266.4L; 556.98
34 89 10763 L.2L 50,437.28 666.7L
35 128 181.16 1.42 74,301.00 58048
36 168 135,53 gl 97,578.07 580.82

- 21k 475.80 2.20 129,637.94 61440
38 2m : T21.82 2.61 178,383.5% 64398
3% 34 1,105.54 352 184,077.03 618.08
40 388 1,644.68 4.24 259,200.59 668,04
41, 467 2,568.60 5.50 313,078.54 672,33
42 517 8,184 42 .16 355,448.45 687.52
43 552 3,881.56 .03 396,369.13 T718.06
44 534 390492 .30 393,487.27 738.87
45 613 5,355.38 874 490,464.06 800.10
46 646 6,061.76 9.38 $13,830.55 795.40
47 603 5.800.04 9.62 514,822.17 853.77
48 é6L 6,949.62 1050 572,115.87 B66.4d1
49 593 6,561.42 131,06 547,644.09 923.51
50 536 6,284.54 1L.72 497,932,197 028,97
5L 807 6,320.26 12,48 472,281.59 931,52
52 478 6,223.14 13.02 AT78,584.09 990,76
53 335 4,7777.32 14.26 344,450.83 1,028.21
54 876 5,422.84 1442 390,050.13 1,037.37
a5 310 4,450.22 14.36 324,675.27 1,047.34 .
56 360 4,497.08 14,99 312,862.73 1,042.88
57 240 3,953.34 16.47 236,301.29 984.59%
58 242 3,887.62 16.06 255,943.08 1057.62
59 259 4,249.48 16.79% 278,385.51 L,055.35
60 208 360254 17,32 216,355.61 1,040,172
61l 198 3,821.30 12.80 224,265.70 1,132.66
62 194 3,555.36 18.33 216,165.28 1,083.33
=] 157 3,126.52 16,91 170,467.03 1,085.78
64 129 2,628.02 2046 : 151,569.75 1,174.96
65 137 2,863.60 20.90 160,431.60. 1,191.03
66 82 1,726.70 1876 49,582.16 873,72
67 86 1,914.80 22.27 96,360.60 1,120.47
68 95 2,148.40 22,61 112,685.71 1,186.17
69 kol 1,307.30 18.41: 7.437.57 1,090.67

Totals & '
Averages ILT6T | 125.699.48 10.68 $10,200,648.29 $ 866.88

Prior service still dominates the service record of those refiring, and
probably will for 10 years. A teacher retiring now may have 30 years
of prior service providing 3600 of the allowance, and 13 years of subse-
quent service providing $468 of the total allowance of $1,068. It will be
three more years before any retiring teacher with 30 years of prior serv-
ice credit will be able to receive as much or more for her (16 years) sub-
sequent service. From that date forward, annuities will increase more
rapidly in comparison to service.

The Siate’s obligation for prior service shown on this table is esti-
mated by the Actuary io be $6,345,871.81; for those already retired the
unliquidated part due for prior service is $6,211,836.20. The State has
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TABLE XX. The Distribution of 20,401 Members
As To Ages and Salaries (Actual Salaries)

Aftained Number Average Total
Age Teaching Salary Salaries
18 14 $1,316.24 E 18,426.00
18 9% 1,411,320 128,428.00
20 187 1,537.18 287,452.00
2n 251 1.707.01 428,460.00
22 3%0 1,989.10 T75,748.00
23 460 2,142.34 985,477.00
24 522 2,161.59 1,128,349.00
25 475 2,201.90 1,045,504.00
26 514 2,266.16 1,164,808.00
27 528 2,261.92 1,247,102.00
28 497 2,428.75 1,207,091.00
2% 505 - 2,468.54 1,246,613.00
30 428 2,480.87 1,061,812.00
3t 424 2,548.73 1,073,014.00
32 435 2,584.97 1,124,461.00
33 425 2,50596 1,103,196.00
34 438 2,607.36 1,142,023.00
385 428 2,549.06 1,090,986.00
36 453 2,598.30 1,177,030.00
37 426 2,588.93 1,103,309.00
38 519 2,594.27 1,346,426.00
39 546 2,603.25 1,421,377.00
40 619 2,608.14 1,614, 48900
41 €90 2,642.22 - 1,823,129.00
42 723 2,564:.02 1,853,787.00
43 687 2,541.438 1,780,350.00
414 72T 2.660.80 1,934,398.00
45 T05 2,677.95 1,887,955.00
46 T30 2,656.88 1,939,521.00
47 669 2,661.78 1,780,730.00
48 687 | 2,759.78 1,895,930.00
49 580 277076 1.607,034.00
50 b4l 2.778.57 1,503,204.00
5L 470 2,792.30 1,312,379.00
52 428 2,811.47 1,203,308.00
53 391 2,876.28 1,124,624.00
4 311 2,901.63 902,406.00
55 292 2,888.63 843, 481.00
&6 280 2,801.42 '784,397.00
57 224 2,941.85 £58,974.00
58 237 2.,895.23 B8¢,169.00
&% 221 2,784.85 615,452.00
60 206 2,958.35 609,420.00
i34 183 2,904.46 531,516.00
62 170 3,064.60 520,982.00
63 127 2,811.56 369,768.00
64 136 2,988.35 406,415.00
65 92 2,871,130 264,144.00
66 87 2,721.13 236,738.00
&7 o1 2,573.89 261,524.00
23] 75 2,893.95 217,048.00
69 [ 3,124.99 215,624.00
Tolals & Averages 20,401 $2,582 83 $52,692,350.00




paid for prior service $4,669,930.99 (which is not to be deducted from the
above), The cost of prior service has bankrupted many retirement sys-
tems, It comes gbout by amending the Retirement Law, giving too high
a value fo such service, more than the State can ever pay, in order to
provide larger annuities for members with little service after the System
began. The passage of H.B. 319 increasing the minimum annuity to $630
increased the State’s obligation for prior service millions of dollars, and
illustrates this point. Some several retired teachers are receiving pensions
larger than the salaries were when they retired. The heart dictates larger
allowances for the retired teachers who have paid in little, but the head
must hold the cost within bounds that the State can pay, The State is
able to meet this obligations for prior service of $12,557,707, buf it may
take it 25 or 30 years to amortize it. The General Assembly should he
very careful not to increase this obligation until the amount now outstand-
ing has been greatly reduced.

TABLE XX

The average age of teachers in Kentucky is moving upward. This
appears to be due fo two reasons: (1) fewer teachers coming into the
profession before college graduation, and (2) the holding power of the
Retirement System. Only 933 are under the age of 18 years while the
modal age is 46; the average age, 40. There are 4,434 teachers under the
age of 30, and 4,519 between age 30 and age 40. This indicates the need
for a vigorous recruitment program. There are 414 teachers over the age

TABLE IX

TEACHERS RETIRED, WITHDRAWN, CR DECEASED
July 1, 1942, Through June 30, 1954

SUPERANNUATIO DISABILITY
‘% ' - *g ' .g Living
g o Hetired At
5 é § % 3 End of Year
B o E 3] I
5

& a & & A
1942-43 232 15 14 1 1 229
1943-44 93 14 9 0 3 314
1944-45 7l 4 6 3 1} 371
1945-46 109 33 1t 2 1 461
1946-47 142 26 23 1 4 595
184748 1mi 30 16 0 3 689
‘194849 122 26 14 I 2 796
1949-50 125 42 24 1 6 836
1850-51 167 38 5 2 2 1,056
1951-52 129 48 23 2 6 1,152
1952-53 161 50* 25 1 3 1,284
1953-54 149 38¢ 24 & 5 1410
Totals 1,611 374 224 15 36 1,410
Refired 7-1-54 18 9 13 ] 0 31
Totals 1,729 374 237 15 a6 1,541*

& In, addition to payments to 1,541 living retired teachers, annuity payments are made to
survivors of two teachers who retired under Setilement Options.
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TABLE IXa
DECEASED RETIRED TEACHERS

Age at Death
July 1, 1954

Age Men Women Total
4% [} I 1
48 0 1 1
50 1] 2 2
51 0 2 2
52 b -4 5
54 2 2 4
56 1} 1 1
57 2 2 4
58 1 3 4
59 0 2 2
60 3 T 10
61 2 4 6
62 2 2 4
63 3 ' 1 8-
64 7 k] 14
65 7 5 12
66 ] 7 13
67 3 5 8
63 3 6 9
a9 10 9 19
0 10 19 20
71 12 16 28
2 1z 15 27
3 13 21 B4
T4 16 12 28
ki3] I 12 19
76 12 10 22
7 8 k 1%
k] ] 9 1n
79 8 6 14
80 ki 1 2%
g1 2 ] 4
82 1 3 4
83 & 2 2
84 5 2 T
85 1 2 3
86 4] 2 2
87 1 4] &
88 1 1} 1
it 2 0 2
90 2 1 3

Tolals 180 230 410

of 64 years. The average of their salaries is $2,886.66, while the general
average for all members is $2,576.54.

The obligation to the living retired teachers, numbering 1,541, is
$9,166,747.81. The amount for prior service is $6,424,421.19 for women,
and $2,742,326.62 for men. The remainder is for subsequent service
($683,305.51).
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The age range for living retired teachers is from 41 years to 94 years.
The number now age 80 or clder is, for women, 85; and for men, 38. The
modal age for women is 72, and for men, 70 years. These are attained
ages and are not to be confugsed with age at retirement. There are 370
still under the age of 65. This reveals one of the inadeguacies of Social
Security for teachers, many of whom should be retired before age 65.

In Table IXa of deceased retired teachers, the modal age at death is
73. The number of men exceeding the age of 80 before death is 22, and
the number of women is 35. Thirty-six have attained the age of 85, and
of this number, 21 are living., The average amount to be paid to living
retired teachers in Table IX is $5,949; the aggregate exceeds $9 million.

ACTUARIAL

“ .. Periodically, an Actuarial Valuation of the Assets and Liabilities
of the System is made to determine whether the contributions, both from
the membership and from the State, are proving sufficient fo meet its
established liabilities and to show what adjustments for further amend-
ments, if any, are necessary on the basis of the actual experience of the
System to maintain solvency. '

“The following Valuation Balance Sheet, therefore, shows the Cur-
rent and Deferred Assets and the Current and Deferred Liabilities of the
Retivement System ag of July 1, 1954, after taking into consideration the
future impact of the implications of the governing law, as amended July
1, 1954, The Current Assets (Assets in hand) were taken from statements
prepared by the Secretary of the System after the close of the fiscal year
ending June 30, 1954 (as of July 1, 1954) and submitted in the form re-
guired for this report.” ‘

RESULTS OF VALUATION
Description and Comments

ASSETS

“The Assets of the System are divided into two general categories,
Current Assets and Deferred Assets. The Current Assets, ie., Assets in
hand, are represented by cash, securities, receivables and other items
and are equal in aggregate amount to the balances in the several fund
accounts of the System (itemized among the Current Liabilifies), The
Current Assets reflect the financial position of the System as of July 1,
1954 and it is significant {0 note that the Current Assets, amounting fo
$28.,885,073.28 bear a ratio of approximately 30.7 per cent to the Total
Assets of the System. The Deferred Assets, lLe., Prospective Assets, ag-
gregating $65,079,649.34 ($52,521,941.23 representing Deferred Assefs by
reason of Subsequent Service, and $12,557,708.11 representing Deferred
Assets by reason of Prior Service), reflect the effect of future operations
on the financial condition of the System in light of the Iaw as amended
July 1, 1964, The Deferred Assets are represented by several items set
out and labeled in the Balance Sheet, as follows:
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VALUATION BALANCE SHEET — JULY 1, 1854
(On basis of assumed retirement at age 65)

ASSETS
Current Assets
Cash, 7-1-54 $  103,89445 %
Accounts Receivable ..o
Bond Investments .. 28,681,995.06
Unamortized Premiums, less discount ........ 41,911,698
Accrued Interest on Bonds Purchased ... 7,271.18
Furniture and Fixtures .
28,835,073.28
Net Current Asseis . $28,835,073.28

Deferred Assets; (Pregent Value on 3%
interest assumption, ete.) '
(1) Present Value Teachers’ coniribufions
mandatory by reason of Subseguent
Service, 7-1-54. (A") $24,961,991.93
(2) Pregent Value State’s confributions
mandatory by reason of Subsequent .
Service, T-1-54. (A7) oo eeeeeeeeees 24,961,991,93
{3) Indicated deficiency from members’

future contributions {(Amendment,
7-1-54) ... 2,597,957.37

Deferred Assets mandatory 'by
reason of Subsequent Service ... $52,621,941.23

(4) Aectuarial Reserve Deficiency:
Deferred obligations of the Common-
wealth of Kentucky. Present Value
Acerued obligation mandatory by
reason of Prior Service, 7-1-54
Active Members ..o $ 5,033,612.71
Members eligible to retire .......... 1,312,259.20 6,345,871.91

(5) Current Asseis Deficiency:
Present Value of Accrued Prior Service
obligation due retired teachers,
7-1-54 ... . $ 8,583,442.30
Less: State's Prior Service Coniributions 2,371,606.10%

Net Allowance Reserve Fund deficit .. 6,211,836.20
Deferred Assets mandatory by reason

of Prior Service .. $12,557,708.11
TOTAL: ASSETS N $93,914,722.62

*See discussion of Allowance Reserve Fund.
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VALUATION BALANCE SHEET — JULY 1, 1954
(On basis of agssumed retirement at age 65)

LIABILITIES

Current Liabilities _ : _
Ouistanding Items ..o $ $ 4,621.19
(1) Expense Fund, T-1-54 e 1,732.60

(2) Teachers' Savings Fund—
Accumulated Contributions by reason

of Subsequent Service, 7-1-54 ... 12,116,193.72
Voluntary Contributions, Active
Members, T-1-54 e 11,618.31 12,127,812.03

(3) State Accumulation Fund—
Accumulated Confiributions (State)
by reason of Subsequent
Service, T-1-54 e 12,116,197.36
(4) Allowance Reserve Fund:
Refired Teachers’ 8. 8. Contributions ,
with Accumulated Interest, 7-1-54 ...  187,066.20
Siate S. S. contribution, Retired
Teachers’ with accumulated

interest, 7-1-54 : 396,248.31
Voluntary Contributions, Retn‘ed
Members, T-1-54 e 6,803.72
State P. S, Coniributions, Retired
Teachers, T-1-54% . 2,371,606.10 2,961,715.33
(5} Guarantee Fund, T-1-54 «oooooooeoreororeeeee 1,622,994.77
Current Liabilities ... I $28,835,073.28

Deferred Liabilities: (Present Value on
3% interest assumption, ete.)

(6) Present Value Benefits mandatory
by reason of Subsequent Service ‘ _
active members, 7-1-54. (B’) cvceeevereees $52,281,535.36

(7) Present Value Benefits mandatory
by reason of 3. 8., members eligible
to retire, 7-1-54. (B”") s 240,405.87

Deferred Liabilities mandatory by )
reagson of 5. S. (B’ plus B™) e $52,521,841.23

(8) Present Value Benefits mandaory by
reason of Prior Service, 7-1-54
Active Members (B) s $ 5,033,612.71
Members eligible to retire (B”) .......... 1,312,258.20
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(9) Present Value Beneﬁts mandatory by
reason of Prior Service — Retired

Teachers {(B”), 7-1-54 e $ 8,583,442.30
Less: State’s Prior Service
Contributions ... .. 2,371,806,10%
6,211,836.20
Deferred Liabilities mandatory by
reason of Prior Service ...oeveeeee. ‘ $12,557,708.11
"TPOTAL LIABILITIES i, $03,914,722.62

*See discussion of Allowance Reserve Fund.
“Deferred Assets

“{1)} Present value of teachers' contributions mandatory by reason
of Subsequent Service, July 1, 1854, (A’), i.e., the value at the Balance
Sheet date of future contributions to be made by the teachers who
eventually will qualify for retirement henefits.

“Thig item amounts to $24,961,991.93. The increase in the Subseqguent
Service Salary seale, that has come about in recent years, made itself
manifest in the calculation of this item. Likewise, the increase in con-
tribution rates and the removal of the maximum limitation on salaries
against which the contribution rates are applied, brought aboul by the
amendment referred to as House Bill No, 322, has very drastically and
favorably influenced this item. In calculating this item, representing, as
it does, the present value of teachers' future contributions, your actuary
- pelied upon the agsumpiion stipulated in House Biil No. 322 which imply
that contributions by the memberghip will continue at their old rates
until July 1, 1956, after which dafe they will be increased in accordance
with that amendment. It may be expected that future trends in salaries
will tend to influence, materially, the contribution provisions of the Act.

“(2) Present value of State contributions mandatory by reason of
Subsequent Service, July I, 1854, (A”), i.e,, the value at the Balance
Sheet date of future matchmg contributions to be made by the State.
“This item, likewise, amounts to $24,961,991.83. The same interactive

elements were considered in the calculation of this item as were men-
tioned in the preceding paragraph. With respect to this item, however,
it is significant fo note that deaths and withdrawals in the future, in
excess of original assumptions, will create a small margin of safety in the
matching funds which is not reflected in the present value of State con-
tributions mandatory by reason of Subsequent Service.

“(3) Indicated deficiency from members’ future Subsequent Service
contributions, ie., the amount at the Balance Sheef date by which
the present value of teachers’ fuiure contributions, matched by the
State, falls short of the present value of benefits mandatory by
reason of Subsequent Service as provided in the Act.

“This item, amounting to $2,597,957.37, decreased more than
$2,000,000.00 ag compared with the corresponding item appearing in the
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Valuation Balance Sheet dated July 1, 1951, In past Valuations it has
been pointed out that the indicated deficiency from members’ future Sub-
sequent Service coniributions injected itself into the Valuation Balance
Sheets because the provisions of the governing law rigidly fixed not only
the contributions of member teachers for Subsequent Service, matched
by the State, but also the measuring rate of benefit per year of Subsequent
Service to be used at retirement. The law was silent (no covering pro-
vision) as to what could be done in event the specified contributions
proved to be insufficient to guarantee the payment of the stipulated Sub-
sequent Service benefits. However, the provisions of the current amend-
ment (House Bill No. 322, effective date July 1, 1956) now recognizes that
defect in the law by increasing the contribution rates to a more adequate
basis and provides, at the same time, for an adjustable measuring rate for
benefifs mandatory by reason of Subsequent Service. By this corrective
amendment equality will ultimately be brought about between the
present value of teachers’ future contributions, matched by the State,
and the present values of benefits resulting from Subsequent Service,
The previously increaging trend with respect to this “indicated deficiency”
will reverse itself, since it is now within the control of the Board of
Trustees to exercise the mandate specified in House Bill No. 322 and
bring about an ultimate equality by an adjustment in the benefit rate for
Subsequent Service, This implication with respect to the amendment
- will be treated further in the discussion of Deferred Liabilities.

“(4) Actuarial Reserve Deficiency, consisting of the present value of
the acerued obligation mandatory by reason of Prior Service, July 1,
1854, on account of both active members and members eligible to
retire who eventually will qualify for retirement benefits, ie, the
value at the Balance Sheet date of future contributions ”temporary
to be made by the State on account of Prior Service of the extstmg
active membersghip who eventually will retire.

“This item, amounting to $6,345,8671.91, reflects a decrease of
$303,857.88 over the corresponding item appearing in the last Balance
Sheet as of July 1, 1951. The implications of House Bill No, 319 have
been taken into consideration in the calculation of fhis item., From the
statistics forming the basis of the calculation of this item, it was noted
that a congiderable amount of this obligation was transferred, by reason
of retirements, to the “Current Asseis Deficiency” (Item (5) following)
and that there has been a significant reduction in fhe number of active
members with Prior Service credits, due to the telling effect of both the
death rate and the withdrawal rate. However, the average Prior Service
per active member remains fairly constant—10.26 years as of July 1, 1854
as compared with 10.37 years as reflected in the last previous study. The
indicated change in the trend of thig “Actuarial Reserve Deficiency™ item
is a favorable manifestation.

“(5) Current Assets Deficiency, the present value of the accrued
Prior Service obligation due retired teachers, July 1, 1854, ie, the
value at the Balance Sheet date of the future contrlbutxons yet to be
made by the State to liguidate the existing obligation to teachers
currently receiving retirement benefits.
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“This item amounts to $6,211,836.20—up approximately $3,200,000.00
as compared with the corresponding item appearing in the last previous
Balance Sheet as of July 1, 1951. It should be emphagized again that this
“Current Assets Deficieney” item absorbes the entire impact with respect
to teachers who have already retired, noi only of the minimum pension
amendments which became effective July 1, 1950, but also the new
minimum pension amendment (House Bill No. 319) which became effec-
tive July 1, 19564, Iiem (4), “Actuarial Reserve Deficiency” and Item (5),

“Current Assets Deficiency,” now aggregate $12,557,708.11 and represent '

the Deferred Assefs mandatory by reason of Prior Service. This aggregate
iz a . deferred obligation of the Commonwealth of Kentucky.

“Another influence that has coniributed to this aggregate obligation
has been the failure of the State to fully comply with the provisions of
the Kentucky Teachers’ Retirement law providing for “temporary’” State
contributions to the System. In 1946 your actuary recommended that an
amortization plan be adopted covering a period of twenty-five years {o
implement the State’s requirement for “temporary” contributions to be
used in lieu of the original requirement of two per cent of aggregate
salaries as a measure of the State’s “bemporary” contributions. That plan
has now become inadequate and reguires modification. Accordingly,
your actuary volunteers a new amortization schedule that would guaran-
tee the Deferred Assets mandatory by reason of Prior Service over a
period of thirty years. The annual State “temporary” contribution that

would liquidate the Deferred Assets mandatory by reason of Prior Serv-
ice ($12,557,708.00) over a period of thirty ‘years (assummg three per
cent interest) would amount to $640,685.00. This would mean a biennial

appropriation requirement for the next fifteen biennial amounting to
$1,281,370.00 each. Such s revised amortization plan would not only
guaraniee the Deferred Assets mandatory by reasen of Prior Service but
would supply sufficient funds annually to discharge the cash requirements
for retiring members, as far as the State’s Prior Service obligation is con-
cerned. Minor adjustments between fund accounts would satisfactorily
take care of certain anticipated peak load years.. 'The size of the annual
amortization requirement, even over a period of thirty years, is con-
siderably less than the original requirement of the law calling for two
per cent of aggregate payroll which would now require an annual “tem-
porary” contribution of approximately $1,053,000.00 per year. The ur-
gency of adopting a new plan of amortization, the requirements of which
can be regularly appropriated by future legislatures, seems apparent,

LIABILITIES

“The liabilities of the System were likewise divided into two general
categories, Current Liabilities and Deferred Liabilities. The liabilties in
these two categories, in the aggregate, represent all of the obligations of
-the System. The Current Liabilities reflect the current operating position
of the System as of July 1, 19564. They consist of the balances in the

several fund accounts of the Sysiem together with minor outstanding

items. . ..” (The reader is referred to items listed in the Balance Sheet.)
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“In the discussion, earlier in this report, of the subject “Deferred
Assets” mandatory by reason of Subsequent Service, it was poinied out
that the Board of Trustees could ultimately bring about an equality be-
tween the Deferred Assets mandatory by reason of Subsequent Service
and the Deferred Liabilities mandatory by reason of Subsequent Service
by an adjustment, if necessary, in the benefit rate per year of Subsequent
Service (House Bill No, 322). The benefit rate for use in connection with
this amendment has been tentatively established at one and three-fourths
per cent (one and one-half per cent plus one-fourth per cent. While the
effective daie of this amendment (House Bill No, 322) is deferred until
July 1, 1956, the indications, as a result of the current valuation, point to
the possible necessily of later adjusting the tentatively adopted Subse-
quent Service rate to some slightly lesser rate, It is not recommended,
at this time, that the tentatively adopted raie of one and three-fourths
per cent per year of Subsequent Service be changed, although a test rate
of one and two-thirds per cent brought about practical equality between
Deferred Liabilities mandafory by reason of Subsequent Service and
Deferred Assets mandatory by reason of Subsequent Service, If the
indications persist, following 1956, then a change in the benefit rate per
year of Subsequent Service should be seriously considered.”

. .. . . . [

CONCLUSIONS

“Ag has been repeatedly stated in previous reports, a sound financial
condition exigts, from the standpoint of actuarial requirements, when the
Systemn has Current Assets equal to the difference between the total
obligations of the Sysiem and the present value of future contributions,
by both member teachers and the State, on account of service fo be ren-
dered by the membership subsequent to the date of the Valuation Balance
Sheet, and by the State alone on account of the obligations it has assumed
for Prior Service. The Valuation Balance Sheet displayed herein, together
with the accompanying comments and recommendations, clearly illustrate
this condition.

“The changes that have occurred in the membership characteristics
and statistical data, since the last report as of July 1, 1951, have, of course,
augmented materially the totals that compose the Valuation Balance
Sheet. However, the import and implications of the new amendments
to the Retirement System law passed by the 1954 General Assembly have
vouchsafed the ultimate aetuarial funding of the obligations of the System
that will come about as & result of future Subsequent Service of member
teachers. The sovereignty of the Commonwealth of Kentucky, whose
promise substantiates and guarantees the Prior Service obligations, makes
certain their future liquidation. The liberalizing provigions of the
amended law with respect to the control over the investment portfolio
of the System, that is now vested in the Board of Trustees, has opened
the way for a substantial improvement in interest earnings.

“Therefore, the overall financial outloock is more satisfactory at this
time than at any previous period in the commendable history of the
System. The conscientious concern for the financial welfare of the
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System, on behalf of both the Board of Trusiees and the Secretary, con-
tinues to manifest itself, Member teachers and their beneficiaries, whose
future interests are tied so closely to the stability of the System, can take
pride in the present financial showing and look forward with confident
dependence upon the soundness of the Teachers’ Retirement System of
the State of Kentucky,

“Respectfully submitted,
{Signed} L., C. Cortright

L. C. Cortright '
Actuary”

FINANCIAL

The handling of the receipts of the Retirement System is a varied
and complicated task. The Law, Regulations and adopted procedures
cover a multitude of teachers and cases which are not routine. The
making of records, vouchers and other evidences of each transaction is a
great responsibility.

The Retirement Office receives each month a pay roll report show-
ing name, retirement number, salary and the amount deducted for re-
tirement with check o cover.

< In addition to these receipts there are those from members in Military
Service, on Leave, on exchange, and on deferred retirement. There are
also those who have the privilege of reinstating accounts previously
withdrawn, and those who pay for out-of-state service. Quite a few addi-
tional make voluntary contributions. From these sources, 511 checks or
separate individual transactions were completed during 1953-54, involving
funds in excess of $43,000. This also involves service credif directly and
is so important to the proper functioning of this phase of the Retirement
System that the Assistant Secretary has this responsibility directly under
her supervision. In proportion to the annual receipts this is a small
matter, but for the teacher concerned it is of major imporfance. Such
_service requires time and adds to the cost of administration.

The Statutes provide that no more than 4% (excepting for the year
1940-41 of a sum equal to the receipts of the State Accumulation Fund
may be used for the administration of the Retirement System. This has
so far been fairly adequate, depending upon the amount needed for
equipment in cerfain years. For 1953-54, $62,860 was set aside by the
Board of Trustees for such expenses, but $1,694.35 was not used, making
the percentage 3.71%. The receipts of the State Accumulation Fund
were $1,649,688.28 for 1953-54, out of a total of $3,980,820.24. If the cost
of administration is compared with total receipis, as in most agencies,
the percentage is 1.53%, which is very low indeed. The cost of adminis-
tering life insurance companies in general, including sgents’ salaries
also, the percentage range is from 12% to 25%. The Retirement System
has no agents.

The total receipts of the Retirement System since July 1, 1940, for 14
fiscal years amount to $35,393,319.82, of which $3,816,322:24 is from interest.
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Excluding receipis from interest, this is 12%. This is the salvation of any
annuity system. Unless reserves can be built up so as to earn interest, a
retirement system will seon be bankrupt. A pay-as-you-go plan with an
ever increasing obligation cannot long survive. In 50 years, or less, the
.interest income should be egual to half the cost of annuities. In this way
the State and teachers will be able to finance the program,

The obligation for prior service has been referred to above. After the
State has paid for $4,669,930.9% of this obligation, $12% million remains.
The minimum retirement Laws are responsible for most of this obligation.
Even a slight increase in the minimum annuity is reflected in millions
of dollars increage in this obligation. From this analysis, it is observable
that the State has contributed much more than the teachers. Of the
teachers’ contribution, over $2,000,000 has been returned as refunds and
approximately $4,000,000 in annuities. So far the feachers have paid
17.3%of their annuities, and the State 82.7%. This reveals the cost of
prior service for those retired. Out of total receipts of $35,393,319.82, the
Retirement System has disbursed $6,555,246.54 and has a balance of
$28,835,073.28 as of July 1, 1854,

There are three reserve funds in the Retirement System. They are
for the purpose of protecting the interests of those providing said funds.

COST OF ADMINISTRATION
TEACHERS' RETIREMENT SYSTEM

. July I, 1946, to June 30, 1954

Receipts of Sta s . Per Cent

Year Accumtlz!at-ion I"'Ltid Adr;}’:;?;:i?ve of
(for Maiching & P.8.) Recelpts
1840-41 oo $ 476,089.49 $23,669.88 4.97%
1941-42 . 481,713.03 18,232.93 3.79%
1942-43 s 627,680.61 22,317.03 3.56%
1943-44 . 625,300.00 24,633.20 3.94%
772,866,580 25,908.68 3.35%
781,641.32 31,380.43 3.97%
918,490.57 36,039.67 3.92%
. - 919,960.33 36,409.41 3.96%
e eereeeee 1,434,834.59) 41,059.78. 2.90%

2,439,606.64)*

................................ 1,434,315.22 43 306.76 3.03%
SR 1,577,988.24 52,324.68 3.32%
................................ 1,580,070.32 68,303.98 3.69%
e 2,102,681.062 57,490.72 2.73%
e a i ta e enanenn 1,649,688.28 61,165.65%% 3.71%

* The -amount of the special Prior Service appropriation in 1948-4%
$2,439,606.64, was not included in Receipts of State Accumulation Fund
for this computation.

**Net amount of 1953-54 administrative expenses after liquidation of
outstanding encumbrances,
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ANALYSIS OF RECEIPTS

TEACHERS RETIREMENT SYSTEM
Fiscal Years 1940-41 througzh 1953-54

- , State State State Trborost
Date 'g?;n"ﬁ;i - staf;ems WMatching Prior Ser. Contrib. for and aff:f;ts ‘
Condrib. Contril. Expenses Profit
771740 - 6/30/43 | § Z,085,716.6% ¥ TEESs ] § 5,065,69602 § 148,365 § 8951697 § 618 ¢ 455557445
1946m45 646,738.13 1,532.32 646,559.38 126,240.62 26,200.00 11557202 1,562,842.47
194546 659,667.42 171026 658,004.24 133,345.76 21,650:00 163671156 1,648,049.24
1946-47 847.591.98 2.865.82 £67,202.8% 52.008.18 86,759.00 160,520.08 2,006,919.63
1947-68 1,010,250.24 2.027.34 867,231.00 52,000.00 26,769.00 221,023.20 2,189.200.78
194849, 1,105,134.40 537.41 1,247,642 55 2,626,438.78 £1.500:00 318,685.22 5,339,941.67
1949-50) 1,181.924.12 104988 1,18%,632.98 253,249 02 ££,000.00 499,361 29 3,090.210.90
1950-51 1,251,317.46 4,002.05 1,250,396.04 - 326 486.96 52,615.00 399,979.09 3,285,208.60
195152 1,413.021.57 4,290.75 1,410,675.96 169, 10£.04 $ 60,220.00: 528,127.92 2,585,500.24
195253 1,470:569.81% 388705 1,460,497.62 540,267.28 59,030.00 610,139.97 4.224,400.53
195554 1,509,971.81¢ 6.262.44 1,503,190.57 144,949.08 62,860.00 688,046.72 3.015,280.97
Totals " §i3.176/855 35 9884560 | $18157.190.78 $L.569,930:95 S5, I98. $5516,322.20 $35 0551982

* Includes Voluntary Unmatched Contributions.




The Teachers’ Savings Fund is inviolate; the State Accumulation Fund
can be uged for certain purposes only, and the Allowance Reserve Fund
provides for the payment of annuities. By segregating the assefs into
funds, it is possible to determine the solvency of the Retirement System.
For the year, increase in assets is $2,799,393.18.

During 1953-54, retired teachers received $727,274.65, and withdraw-
ing teachers $310,882.51, a total of $1,038,175.16. Teachers were credited
with $1,516,234.25, representing their confributions and interest. Due to
the amendment inereasing the minimum annuity, disbursements for this
purpose may be expected to rise sharply.

The amendment authorizing investments in School Revenue Bonds
and Corporate Bonds will make it possible to earn a higher net rate of
interest. The net rate for the preceding year was 2.646% and for 1953-54,
2.681%, an increase of $.035%. On $28,000,000, this is $10,800. The net
rate for the ensuing year may be expected o exceed 2.71%. This will
produce enough revenuie to credit all reserve funds with 3% interest.
T 8. Treasury 2% % Bonds on which a profit can be made will gradually
be sold and the proceeds invested in higher yielding securities.

BALANCE SHEET
TEACHERS’ RETIREMENT SYSTEM

June 30, 1954

ASSETS .

Cash, Unencumbered, All Funds ......ececoeeeeeeree $  99,276.90
Cash, Encumbered 4,617.55

Total Cash . $  103,804.45
Investments:

U. 8. Treasury Bonds, 2% %-3W% .ccen..... 26,174,000.00

U. 8. Treasury 90-day Bills .....eecceeee. 747,995.96

Aghland School Voted Bonds, 3% ooooeoee. 100,000.00

Ky. Bridge Reveniie Bonds, 3% %-3%% ..  400,000.00
School Building Revenue Bonds,

3%-3% % : 535,600.00
Corporate First Mortgage Bonds, 3% ...... 200,000.00
Connecticut Expressway &
Fuel Tax, 2% e 106,000.00
Louisiana 3rd Series Highway, .
2.75%-2.90% .. eereeemeaeeemnananass 425,000.00
Total Invested .. . 28,681,995.96
Deferred Charges:
Unamortized Premium on Investments ...  208,522.59
Accrued Interest Purchased ... 7,271.18
Sub-tofal ... ererrreea e . 215,793.77
Unamortized Discount on Investments ... 166,610.90 49,182.87
Total ASSEtS ececreeerenerserereenes . $28,835,073.28




LIABILITIES AND FUND BALANCES

Expense Fund Encumbrances ..o $ 4,617.55
Overpayment Adjustments Due to Districts._.. 3.64 4,621.19
Fund Balances:

Expense Fund ... 1,732.60

Teachers’ Savings Fund ..o 12,245,085.55

State Accumulation Fund .. 12,245,099.19

Guarantee Fund ..o 1,622,704.55

Voluntary Contributions, Active

MembETS e e e 11,618.31

Allowance Regerve Fund:
Teachers’ Contributions .._§ 58,154.37
State Per. Contributions ... 267,637.70
State Temp. Coniributions 2,371,606.10
Voluntary Contributions,

Retired Teachers ... | 6,803.72 °
2,704,201.89
Total Fund Balances ... © 28,830,452.09
Liabilities and Fund Balances ... $28,835,073.28

STATEMENT OF RECEIPTS AND DISBURSEMENTS
TEACHERS’ RETIREMENT SYSTEM

For the Fiscal Year Ending June 30, 1954

Cash Balance, July 1, 1953 . ..oroemreeceee $ 609,457.46
Receipts:
Teachers’ Savings .............. $1,503,346.19
Reinstatements ..o 6,262.44
Voluntary Unmatched
Contiributions ... 6,625.62
Total from Members ...... $1,516,234.25
State Cenfribution for
Matching ..o 1,503,180.97
State Temporary
Contribution for P.S, ... 144,949.,03
State Contribution for
Expense Fund ... 62,860.00
Total from State ccoociseeeenne 1,711,000.00
Interest Collections on Investments ........ 701,319.17
U. 8, Treasury “G” Bond Paid at Maturity 50,000.00
Annuity Checks Returned, Miscellaneous 2,275.82
Total Receipts ... 3,980,829.24
Total Available 4,5%0,286.70
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Dishursements:

Administrative Expense Fund
Payiments for Current

VAT oo . 56,500.85
Liguidation of Prior

Year Encumbrances ... 369.94

Refunds for Withdrawal
from Membership ...
Retirement Allowance Payments

Superannuation .......... 652,732.57
Diszability ..o 73,855.76
Voluntary 586.32

Purchase of Investments
Par Value of Securities ... 3,331,995.96

Premivim .. 40,931.15
Accrued Interest ‘
Purchaged .....cocvemrerivvrasens 18,428.19

56,879.79

310,882.51

727,274.65

3,391,355.3G

4,486,392.25

$ 103,804.45

TEACHERS' RETIREMENT SYSTEM
EXPENSE TUND PAYMENTS

July 1, 1953 to June 30, 1954

SCHEDULE HI

Actuarial Feeg . e beaereberaneearmsasnspenece $ 1,825.00
Board of Trustees—Meetings ... 630.11
Board of Trustees—Elections ....... 976.44
Fidelity Bonds and Insurance ... ooeeeveeeeeeceeeecens 111.206
Maintenance and Repair of Equipment _....ocooveveeaeecs 803.27
Medical Examinations Expense ..... 147.6¢
Office Supplies ... 1,125.44
Office Equipment Purchased ... 1,049.63
Postage ........ - l,274.21
Printing and Materials . . . 1,211.48%
Salarieg ....... . S .. 45,469.20
Social Security Tax ... bt as e reeemeene 558,07
Telephone and Telegraph ..cceeceneee. _ 393.92
Travel Expenses . eeeeaeveren st emeen 1,007.34
Miscellaneous EXPernses ..o conrraceeceatosssseaseens 127.54
Total Payments t6 Date ..o

40

$56,509.85
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ANALYSIS OF YIELD RATE ON INVESTMENTS OF TEACHERS’ RETIREMENT SYSTEM HELD AT JUNE 30, 1954

Interast (Pl;.'emm?c) A:If:t 1 Yield
cg A iscoun: ua, e
Description Par Value %Zrme;?:;’? Amortization Interest Rate
Per Year Earning
Registered, by Subscription at Par:
U. 8. Treasury Bonds 212% . $ 5,350,000.00 $138,750.00 $ $133,750.00 2.500%
U. 8. Treasury Bonds 23;% 200,000.00 5,520.00 5,520.00 2.760%
Registered, by Subscription at Premium:
U. 8. Treasury Bonds 23;% 11,000.000.00 302,500.00 7,245.04 295,254.96 2.684%,
Coupon. Bonds, by Subscription at Par:
7. 8. Treasury 2% . 1,350,000.00 §3,750.00 38, 75000 2.500%
T. 5. Treasury 3141% 250,000.00 8,125.00 8,125.00 3.250%
U. 8. Treasury 284% 24,000.00 660.00 £60.00 2.750%
Coupon Bonds, Purchased af Premium: I
T. 8. Treasury 215% 1,400,000.00 35,000.00 346.90 * 34,653.10 2.475%
U. 5. Treasury 314% 1,206,000.00 39,000.00 1,697.42 37,302,538 3.108%
Ashland School Voted Bonds, 3% eociimeraee 100,000,010 3,000.00 86.44 2,913.56 2.914%
Connecticut Expressway & Fuel Tax 2';3% . 100,000.00 2,875.00 50.24 2,824.86 2.825%
Commonwealth Edison 1st Morigage 3% ... 200,000.03 6.,000.00. 26.44. 5973.56 2.987%
Jefferson County School Bldg. Revenue 3%4% 1:50,000.00% 4.875.00 173.20 4,701.80 3.1344%
Paducah School Bldg. Revenue 34% ..o - £00,000.00 6,500.00 299.04 6,200.96 - RI100%
Louisiana 3rd Series Highway 2.90% .coeseremsvcerermerenens 63,000:00 1,885.00 27.00 1,858.00 2.858%
Coupon. Bonds, Purchased at Discount;
U. 8, Treasury 23%:% - 3,100,000.00 127,500.00 {8,676.88) 136,176.88 Z.6T0%
U. 8. Treasury 314% 300,000.00 9,750.00 (58.12) 9,308.12 3.269%
Kentucky Bridge Revenue 3%4% .. 20000000 6,500.00 {150.92) 6,650.92 T 3.325%
Kentucky Bridge Revenue 31:% .. . 200,000.00 7.000.00 (67.08) 7,067.08 3.5338%
Louisiana Highway 23:% 360,000.00 9,900.00 (133.34) 10,033.34 2.786 9,
Henderson School Building 334% - 35,000.00 1,187.50 (2.72) 1,140.22 3.257%
Jefferson County School Bldg. 3% ... 150,000.00 4,500.00 (52.82) 4,552.52 3.035%
TOTAL—long-term investments . $27,934,000.00 | $749,727.50 I $ 80974 | $74%,917.76 t
U. 8. Treasury 91-day Bills, purchased 4/15/54
at a discount, maturing value $750,000, to
yield approximately 1% on cash held pending
delivery of long-term investments in July..... 747,995 .96 Wet yield on long-term investments =
TOTAL, (as shown on Balance Sheet) . $28,681,995.56 $T48HT.T6 = $27,9%4,000.00 = 2.68103%




AUDITOR’S REPORT
TEACHERS' RETIREMENT SYSTEM

STATEMENT OF RECEIPTS AND DISBURSEMENTS

July 1, 1953 to June 30, 1954
Cash Balance, June 30, 1953 ...oooorrrrrmemcecceenrnn -

$ 600,458.74

Less: Adjustment ... : T ——— 1.28
" 609,457.46
Receipts:
Teachers’ Savings ... . eeeeersee e sennenensemnnn $1,503,346.19
Reinstatements 6,262.44
Voluntary Contributions (Unmatched) ............ 6,625.62
e 7Y RSO 1,516,234.25
State Contributions for Matching ....oeceveenens $1,503,190.97
Temporary Confributions for P. 8. viveeeeeereeees 144,949,03
State Contributions for Expense Fund .....ccceve.- 62,860.00
Total from State . . 1,711,600.00
Interest Collections on Investments ..evneed $ 701,319.17
U. 5. Treasury “G” Bond, Paid at Maturity .... 50,000.00
Miscellaneous .. . . e e 2,275.82
bl e 753,594.99
Total Receipts ....... $3,980,820.24
Total to be Accounted for $4,59(,286.70
Disbursements:
Administrative Expense Fund
Payments for Current Year .....oooceeeennn ---.$ 56,5609,85
Payments of Prior Year Encumbrances ... 369.04
0] 223 T 58,879.78
Refunds for Withdrawal from Membership ........ 310,882.51
Retirement Allowance Payments
Superannuation . S $ 652,732.57
Disability reevrreseneseerasens rans 73,955.76
Voluntary ... N reereueneranare 586,32
Total . 721,214.65
Purchase of Investments
Par Value of Securities ... $3,331,995.96
Premiums . . .. - 40,931.15 ‘
Accrued Interest Purchased ..o 18,428,19  3,391,355.30
Total Disbursements ..... $4,486,392.25

Cash Balance, June 30, 1954 .o

$ 103,894.45



COMMENTS

“The examination of the records of the Teachers’ Retirement System
for the year ending June 30, 1954 included a review of all reeeipts and
disbursements of funds, the activities and management of the System in
relation fo its divisions of service to members and a check on the observ-
ance of the laws of the State, governing the maintenance of the System,

“Strict compliance with the provisions of the statute is maintained,
and the financial records of the System are in reconciliation with the
records of the Finance Department and the State Treasury Department,

“This audit was made as of June 30, 1954, ending of the fiscal year.
All figures herein are as they appear in the records of the System on that
date.

“Adjustments made by outstanding encumbrances, and transfers
between accounts as provided by law, result in reconciliation with the
records of the Finance and Treasury Departments.

“The Treasury Department shows investments of $28,684,000.00 as of
June 30, 1954. The System’s records show total investments of $28,681,-
995.96, a difference of $2,004.04, The Treasury carries a purchase of U. S.
91-day bills at maturity value $750,000.00 whereas the System carries
them at the purchase value $747,995.96, a difference of $2,004.04.

“The average yield on a1l investments is 2.68103% — an increase over
the prior year yield of .03503%.

“The fund balance of the System, under the provisions of KRS
161.420 is allotted to various sub-funds, as provided in that section of the
law.

“All receipts of the System are now credited to one major controlling
fund balance, then allotted to the proper sub-fund in a subsidiary ledger.
Under the law, the varioug sub-funds are dependent upon each cther,
and various transferg between the funds are provided.

“The report and statements herein show the condition of the Teachers'
Retirement System as a whole and not as a number of separated legal
entities, This method eliminates duplicate bookkeeping, effects economy
in the keeping of all records and meets all provisions of the law.

“In this report and in future reports, the portion of the expense fund,
allotted for capital outlay, is not and will not be shown as fixed asset on
the balance sheet. However, records are kept on the actual physical in-
ventory of furniture, fixtures and equipment but the monetary value
will not be included in financial reports. ‘ '

“It is our opinion that all funds coming into the System are properly
accounted for; that the status of the System may be ascertained at any
time desired; that the actuarial set-up is such that any member may
ascertain his or her standing in the System promptly upon application;
and the management is complying fully wit_h' the provisions of the stat-
utes.” -



“Frankfort, Kentucky
December 10, 1954

“Honorable Lawrence Wetherby
Governor of Kentucky
Frankfort, Kentucky

Dear Governor Wetherby:

“We submit herewith report of our audit of the Teachers’ Retirement
System of the State of Kentucky, for the year ending June 30, 1954,

This examination was made by D. H. Starnes, under my supervision.

“Respectfully,
(Signed) T. H. Tinsley

T, H, Tingley
Auditor of Public Accounts”



