


December 28, 1963 

Honorable Edward T. Breathitt 

Governor of Commonwealth of Kentucky 

Frankfort, Kentucky 

Dear Governor Breathitt: 

We transmit herewith in accordance with the prov1s1ons of Section 
161.320 of the Kentucky Revised Statutes· the Twenty-third Annual 
Report of the Teachers' Retirement System of the State of Kentucky. 

In this report we present the biennial audit covering the 1961-6'2 and 
1962-63 fiscal years. Also included is the Valuation Balance Sheet 
and comments of the actuary on the Actuarial Valuation just concluded. 
While this has been completed only very recently it values the system 
as of June 30, 1962. We conduct our actuarial valuation on a biennial 
basis but because of the great amount of statistical data to be collected 
it is not practical to make it on the year just closed. Both the AU.dit 
and the Valuation reveal the fiscal soundness of the system. 

As you are aware, we are proposing extensive improvements to the 
Retirement System, a program to which you have pledged your support. 
We deeply appreciate your interest in the educational advancement of 
our State and of course more particularly the Retirement System. We 
look forward to four years of progress in your administration. 

Respectfully yours, 

Edna Lindie 
Chairman, Board of Trustees 

James L. Sublett 
Executive Secretary 
Teachers' Retirement Systen1 
of the State of Kentucky 
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ANALYSIS OF ACCOUNTS REFUNDED 1962-63 

'.l:'eachel's' Retirement System of the State of Kentucky 

REASONS FOR WITHDRAWAL 

Other Teaching Employment: 

State of Ohio ..... 
State of Florida 
State of Indiana 

Other States _ --------.......... . 

Outside Limits of U. S. A ... ---------------
Kentucky College or School not covered 

Males 

62 

13 
14 

87 

4 

by Teachers' Retirement Systerr,i 24 

Non-Teaching Employment: 

Entered Business or Industry 
Church-Related Profession 
Medical Profession _ 
Legal Profession 
Military Service 

168 
48 

5, 

2 

31 
Further Training & Education____________________ 60 

Homemaking, Fan1ily Duties, Children ... 
Husband Transferred Within Kentucky_ 
Husband Transferred Out of Kentucky ______ _ 
Moved Residence to Another State _____ _ 

Emergency Teacher, Lack of Training, 

Not Re-Employed ................. . 
Salary Too Low ............... . 
Needed the Money __________ _ 

Disliked Teaching 
Personal Reasons ___ _ 

Illness of Member __ _ 

75 

44 
26 

6 
3 

63 

11 
Death of Member 16 
Absent From Profession 4-6 Years________________ 3 

Lost Service Credit, Absent 7 or More Years 1 

TOTALS........................ 766 

10 

Females 

49 
17 
22 

92 
10 

35 

44 
14 

2 
1 

55 

313 

5 

86 
340 

106 
2 

11 

3 
73 

49 
50 

21 

6 

1,406 

TOTAL 

111 

30 
36 

179 
14 

59 

212 

62 

7 

3 

31 
115 

313 

5 

86 
415 

150 

28 
17 

6 

136 
60 
66 
24 

7 

2,172 



PART II. INVESTMENTS 

As a result of enabling legislation and a flexible and realistic invest­
ment policy adopted by the board of trustees, the average yield on the 
retirement system's investment portfolio continues to increase. The 
Kentucky teachers1 system ranks in the upper twenty percent of -all 
public retirement funds in respect to rate of return on investment. This 
is being accomplished and at the same time the portfolio is of very high 
quality. 

Amendments to the law in 1962 permitted the purchase of govern­
ment guaranteed mortgages. As a result nearly five million dollars was 
invested in single family mortgages as of June 30, 1963. As a matter of 
policy the board limits investment in these single family mortgages to 
Kentucky. Thus, five million dollars had been invested in the state's 
economy. ' 
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ANALYSIS OF INVESTMENTS HELD AT JUNE 30, 1963 

to show annual yield rate 

Teachers' Retirement System of the State of Kentucky 

Percentage 
of Total 

U. S. Treasury Bills & Bonds .............. -----··-·· 
Obligations SecUred by U. S. Treasury ..... . 
Capehart Mortgages ..................................... . 
FHA & VA MortgageL ................................ . 
Other Mortgages ............................................. . 
Corporate Bonds ........... .-................................ . 
School & Mnnicipal Bonds ........................... . 
Kentucky Obligations --·····---------·······--··········· 

21.81 % 
1.98% 
9.53% 
4.57% 

.73% 
50i.18o/o 

4.08% 
.09% 

TOTALS.......................................................... 92.97% 

NET YIELD RATE: 
$3,996,845.73 .,. $95,702,853.90 = 4.17630% 

Not Included Above: 
113,759 shares Common Stocks ___________ .____ 5.72o/o 
Two Permanent Mortgage Loans 

(5',lf4 o/o, less servicing) which are 
still in construction status, 
Face Value ---------------------------·--·----·------------ 1.31 % 

'TOTAL INVESTMENTS .............................. 100.00% 

Par 
Value 

$22,447,000.00 
2 042,000.00 
9.80.7,632.31 
4 706,603.63 

748,612.96 
5-1,656,000.00 

4)95·.000.00 
100,000.00 

$95, 702,853.90 

1,350,498.90 

$102,938,003.29 

Interest 
Income/Year 

$ 715,510.10 
96,113.74 

444,256.82 
233,575.32 
38,554.09 

2,302,437.68 
162,864.44 

3,533.54 

$3,996,845. 73 

Annual 
Yield 

3,188% 
4.707% 
4.530% 
4.963%-
5.150·% 
4.457% 
3.882% 
3.534% 



PART III. ACTUARIAL VALUATION 

The Teachers' Retirement Law requires that at two year intervals an 
actuarial valuation of the projected assets and liabilities of the Retire­
ment System. This report is submitted by the Actuary, Mr. L. C. Cort­
right, M.C.A., Springfield, Illinois, in compliance with the statutory 
provision. 

The study was made during the months following the close of the 
fiscal year on June 30, 1963. However, because of the voluminous statis­
tics which must be accumulated the report is based on the system as 
of June 30, 1962. 

Because it is used only in arriving at the balance sheet and con­
clusions, certain statistical data is omitted from the report. 
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L. C. CORTRIGHT 

ACTUARY 

529 South Seventh Street 

SPRINGFIELD, ILLINOIS 

Members of the Board of Trustees 
Teachers' Retirement System 
of the State of Kentucky 
Frankfort, Kentucky 

Ladies and Gentlemen: 

November 25, 1963 

I have the honor to submit herewith a report on an actuarial valuation 
of the Teachers' Retire1nent System of the State of Kentucky. The basis 
of this valuation and the procedures thereof are fully described herein. 
Statistics pertinent thereto are presented, in summary form, to illustrate 
the characteristics of the active and retired membership of the system. 

The courtesy and cooperation of the administrative staff of the system) 
headed by James L. Sublett, Executive Secretary, in making available, 
in excellent form, the necessary statistical and financial data for this 
report, is hereby acknowledged, 

Respectfully submitted, 

L. C. Cortright, M. C.A. 
Actuary 
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REPORT ON AN ACTUARIAL VALUATION 

OF THE 

TEACHERS' RETIREMENT SYSTEM OF THE 

STATE OF KENTUCKY 

As of June 30, 1962 

The results of an actuarial valuation of the assets, and liabilities of 
the Teachers' Retirement System of the State of Kentucky, as of June 
30, 1962, are presented herewith. 

This valuation is made pursuant to .a directive embodied in Section 
-161.400 of the KRS governing the opera:~ion of the system. This direc­
tive requires that 

"At least once in each two-year period the actuary shall make 
an actuarial valuation of the retirement system." 

PURPOSE 

A retirement system represents a long term operation with a per­
sistent upward trend in benefit payments. The system experiences a 
relatively small outlay during its early. years but the expenditures in­
crease continuously until considerably higher levels of payments are 
attained as the system expands its operations and reaches its full poten­
tial. A periodic actuarial valuation is undertaken for the purpose of 
establishing its liabilities under the prescribed benefit schedule and 
determining if these liabilities will be inet adequately by the expected 
revenues under the prescribed method of financing. 

This valuation is made with the use of actuarial functions developed 
in a survey of operating experience in prior years. A survey and in­
vestigation was· completed as of June 301 1959 covering the period of 
the system's operations from July 1, 1941 to June 30., 195·9. Therefore, 
the resulting reserves, liabilities and costs have been established on a 
realistic and_ practical basis reflecting the characteristics of the system 
and the Condition peculiar to the membership comprising the system. 

In formulating the actuarial functions from the statistics compiled 
for the survey, it was assumed that operations with respect to the 
principal factors such as rates of mortality among active and retired 
members, rates of retirement, rates of separation from the system with 
refunds, salary increments and investment earnings in effect during 
previous years, will persist in the future. It is the duty and responsi­
bility of the actuary to properly evaluate the results of prior years as 
disclosed by these factors with the view of recommending rates for 
future valuations which will reflect the'· probable experience of the sys­
tem in future years. 
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Long range valuations, or cost estimates, regardless of how they are 
determined, cannot be precise no matter how accurately they may be 
calculated. A number of assumptions are made with respect to prob­
able future experience that may not be fully confirmed during actual 
operations. Differences may arise between the results of actual opera­
tions over the long term and the assumptions made with respect to some 
of the actuarial functions used in arriving at a forecast. Nevertheless, 
periodic valuations and cost determinations inust be made in order that 
an indication may be had, based upon the latest operating data, regard­
ing the accrued and accruing obligations of the system and the current 
cost significance of its benefit schedule as amended from time to time. 
This is especially important Vl'here either a change in the basic char­
acteristics of the membership or a revision in the benefit schedule may 
have a marked effect on costs in future years. 

The purpose of an actuarial valuation, therefore, may be said to be 
three-fold. First, it permits the disclosure of the true financial condition 
of the retirement system from the technical standpoint at the latest pos­
sible date, and thereby provides dependable information concerning lia­
bilities and costs. Secondly, it enables the actuary to make the necessary 
adjustments in the application of the major actuarial functions, based 
upon the latest available experience data, pending the next complete 
actuarial survey and investigation of the systen1's operating experience 
as required by the law governing the system. Third, it makes it possi­
ble to give effect to any current re-Visions in the benefit schedule or 
additions thereto involving an element of cost. 

TYPES OF VALUATIONS 

Two different methods are currently employed for making a valua­
tion of a retirement system. These methods may both be applied in 
certain circumstances. Generally, however, either one of the two is used. 

One method consists of projecting the income and expenditures of 
the system for a period of years taking into account membership trends, 
separations from service, mortality among inembers and retirants, salary 
trends, and other relevant factors bearing upon the future course of the 
operations of the system. 

The second method contemplates the presentation of the assets and 
liabilities of the system in a balance sheet form, as of a certain specified 
date, giving effect to all accrued and prospective liabilities. By this 
method, contribution rates are established which should be sufficient to 
discharge the benefit liabilities as they accrue during the expected work­
ing lifetime of the members, so as to provide the reserves necessary for 
the liabilities when the annuities to the members mature, that is, when 
the members attain the assumed ages for retirement. 

Each of these methods has certain advantages and disadvantages. 
The principal feature of the first method, that is, the projection method, 
is that a graphic presentation of what may happen in the future in the 
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way of expenditures for annul.ties and benefits ls possible. The second 
method involves the preparation of a balance sheet showing the assets 
and the accrued and prospective liabilities as of a _given date. This 
method is easier to apply because of the fewer assumptions that must 
be made as to the probable future experience. · 

Under either of these two methods costs are figured into perpetuity 
on the assumption that a continuous flow of new members will be ex­
perienced_ to take the place of thoSe who retire, die or otherwise become 
separated from the service. The projection- method takes into account 
possible increases in total membership in future years. The balance 
sheet method does not since it is concerned with a relatively stable mem­
bership and assumes that the present members will be replaced by those 
who retire or withdraw from the systeffi. 

The balance sheet method includ€s the presentation of a technical 
financial statement reflecting actuarial criteria. The method sometimes 
provokes comment to the effect that the figures1 which are embodied in 
the balance sheet, are theoretical liabilities and do not represent real 
liabilities. This viewpoint is erroneous, of course, since the figures con­
stitute actual liabilities and costs1 actuarially computed with the use of 
certain compound discount factors, mortality expectancies, rates of re­
tirement, rates of employment turnover and a number of other factors. 

In the interpretation of the balance sheet method, it must be assumed 
that the system will continue in existence at least un-til it has discharged, 
in full, its obligations to all members1 both active and retired, disregard­
ing for the moment future entrants. The erroneous interpretation of 
the so-called valuation balance sheet1 or actu~rial balance sheet, as it is 
frequently described, probably arises from· the fact that the ultimate 
cost figures and the accumulated assets of the system as compared with 
current benefit expenditures are so much larger than the amounts of 
benefits currently being paid. If properly explained in the light of the 
foregoing facts, the actuarial balance sheet method of presentation is 
the most acceptable and the most useful in reflecting ~he current finan­
cial condition of a retirement system and interpreting its progress. This 
is why the great majority of public retirement systems are valued peri­
odically according to the balance sheet method. 

An actuarial valuation of the Teachers' Retirement System of the 
State of Kentucky has been completed as of June 30, 1962, according to 
the balance sheet method and the results are presented in the succeed­
ing pages. 

BASIS OF VALUATION 

The valuation has been made employing the actuarial functions de­
veloped by the survey and investigation of the system's operating ex­
perience for the period from July 1, 1941 to June 30, 195-9. They may be 
described as the "Kentucky Teachers' Actuarial Functions, 1959". The 
rate of interest used is 3% per annum. 
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ACTUARIAL VALUATION 

As previously stated, the valuation was completed by the applica .. 
tion _of the actuarial functions and standards developed in the actuarial 
surVey and investigation of the operating experience of the syst~m 
covering the period from July 1, 1941 to June 30, 1959. The period· in 
question was sufficiently long so as· to provide reliable actuarial data 
for use in a valuation of the assets and liabilities of the system based 
upon its own experience. The system's own experience is the most 
satisfactory basis for measuring the possible future effect of the several 
factors previously described and making a proper valuation of its fi­
nancial condition. 

The actuarial criteria thus developed formed the basis· of the Valua~ 
tion Balance Sheet presented in the following pages. In the preparation 
of this statement, the technique used was similar to procedure generally 
followed by accountants in the preparation of the usual financial balance 
sheet dealing with accounts other than those of actuarial import. The 
statement prepared by the actuary, however, is more extensive in scope. 
It includes, in addition to the present assets and current or fixed liabili­
ties, the actuary's evaluation of the accrued and prospective assets re­
flecting his calculations according to actuarial requirements. 

The accompanying Valuation Balance Sheet includes·, among other 
things, (a) the actuarial value of the annuities and benefits being paid 
by the system at the balance sheet date, (b) the accrued liability for 
service rendered by the members from July 1, 1941 to the balance sheet 
date, (c) the actuarial value of the benefits to be earned by the mem­
bers during the remainder of .their assumed periods of service subse­
quent to the balance sheet date, (d) the present and prospective assets, 
and (e) the unfunded accrued liability for service prior to July 1, 1941 
which is subject to systematic amortization. 

A sound financial condition exists and the concept of full funding 
is fulfilled when the present assets of the system are equal to the 
difference between (a) the total of all liabilities, both accrued and 
prospective, and (b) the present value of future contributions on the 
part of the members and the State. Full funding means that all 
liabilities are fully and adequately financed in accordance with accrued 
and accruing requirements. 
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VALUATION BALANCE SHEET-JUNE 30, 1962 

ASSETS 

PRESENT ASSETS 

Fund Balances: 

Expense Fund ................................. $ 3-, 753.53 
Teachers' Savings Fund ..... 42,012,131.69 
State Accumulation Fund ...... 42,012,131.69 
Guarantee Fund ...... ··-------------····· 4,760,384.55-
Voluntary Contributions, 

Active Members ......................... . 
Allowance Reserve Fund: 

Teachers' Contributions and State 
"Permanent'' Contributions 

116,243.60 

1,720,012.74 

Total Fund Balances ··················· .......... $ 90,624,657.80 

PROSPECTIVE ASSETS 

Deferred Obligations of Teachers and 
the State of Kentucky for service 
subsequent to June 30, 1962: 

Present value of future teachers' 
contributions ....... $ 60,041,633.54 

Present value of propective State 
matching contributions . ........... 60,041,633.54 

Total Prospective Assets 

DEFERRED ASSETS-Obligation of 
the State of Kentucky-

Present value of accrued obligation 
for service period to July 1, 1941: 

Active Members ........................ -... .$ 7, 715,406.00 
Retired Teachers-........ $28,209,813.26 

Less: 
Guarantee Fund .... 4, 760,384.55 
Allowance Reserve 

Fund .............. -..... 1,720,012.74 

Total Deferred Assets _ 

21,729,415.97 

120,083,267.08 

29,444,821.97 

TOTAL ASSETS ............................................... _ .... $240,152,746.85 
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VALUATION BALANCE SHEET-JUNE 30, 1962 

LIABILITIES AND RESERVES 

ACCRUED LIABILITIES 

Reserve Requirements: 
Retirement Annuities ._$24,391,186.00 

Less: Allowance 
Reserve Fund 1,720,012.74 $ 22,671,173.26 

Disability Annuities 
Survivors' Benefits in Force 
Death Benefit 

Prior Service: 
Present Value of Benefits Mandatory 

to Active Members· on account of 
Service prior to July 1, 1941 _______ _ 

Subsequent Service: 
Present Value of Benefits Mandatory 

on account of Subsequent Service-

3,960,905•.00 
1,484,070.00 

93,665.00 

July 1, 1941 to June 30, 1955• .... ----------$ 22,424,33'1.00 
July 1, 1955 to June 30, 1962.............. 35,799,755.00 

Reserve for Future Refunds of 
Member Contributions- _____ .... ----·-·-------

. Reserve for Mortality and Turnover 
Fluctuations, and Future Salary In-
crements- ........ . ............... . 

Special Reserves: 
Expense Fund ......................... . .... $ 
Voluntary Contributions by Members __ 

PROSPECTIVE LIABILITIES 
Present Value of Benefits on Account 

of Subsequent Service, i.e. service 
after June 30, 1962: 

3,753.53 
116,243.60 

Pension Benefits ---···---··-··- ...... $115•,997,700.11 

$ 28,209,813.26 

7,715,406.00 

58,224,086-.00 

14,240,340.08 

11,559,837.30 

119,997.13 

Disability Benefits --·-· 4,085,566.97 120,083,267.08 

TOTAL LIABILITIES AND 
RESERVES ......... .. $240,152,746.85 
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lNTERPRETATION OF FOREGOING VALUATION BALANCE SHE£T 

The financial condition reflected in the Valuation Balance Sheet evi­
dences continued improven1ent in the stability of the system. Present 
assets have shown a substantial increase for the year. While liabilities 
have also increased due to the additional pension credits earned by the 
members, every sector of the system's operations reveals progress. The 
increases in liabilities include not only the requirements for the addi­
tional benefit credits earned by the members but include provision for 
certain contingent factors affecting mortality, turnover and salary in­
crements as protection against possible adverse developments in future 
operations. 

Adequate provision has been made for the actuarial reserve require­
ments for all annuities and benefits in force after giving due credit for 
the amount accumulated in the Allowance Reserve Fund, Effect has 
been given to the $40 per year of service credit, including prior service 
and subsequent service, as the ininimum rate of retirement allowance 
for all pension credits. Any variations in liabilities that may be 
apparent in a comparison of the figures between this year's results and 
the preceding fiscal year are due principally to adjustments in the basic 
assumptions to give effect to underlying trends in mortality, salary 
increments and other factors affecting the calculation of annuity reserve:S 
and liabilities, 

By the adjustments made in each annual actuarial valuation, one 
of the principal purposes of the valuation is fulfilled. The as.sets and 
liabilities of the system are valued and appraised in the light of current 
conditions and possible prospective developments in fundamental fac­
tors. Thus an up to date financicil condition from a technical stand­
point is obtained after taking into account current factors affecting every 
area of the system's operations. 

CONCLUSION 

The policies and procedures in force in the management and direc­
tion of the system's affairs on the part of the Board of Trustees reflect 
a constructive and conscientious approach to all problems arising in its 
operations. The policies and procedures are in accord with the principles 
of good management and give promise that the effective operation of the 
syste1n will be consistent with accepted standards and concepts in fulfill­
ment of its stated objectives. 

The administration of the system under the direction of James 
Sublett, Executive Secretary, is- being conducted with competence and 
ability. The Board of Trustees is to be congratulated with respect to its 
choice of Executive Management. 
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Respectfully submitted, 

L. C. Cortright, M.C.A. 
Actuary 



PART IV. AUDIT REPORT 

Th~! Board of Trustees has adopted a policy of conducting audits of 
the financial condition of the System on a biennial basis. Following 

is the audit of the System1s funds for the years 1961-62, and 1962-63. 
The audit was conducted by the firm of Mitchell and Sullivan, Certified 
Public Accountants, Frankfort1 with the assistance of a staff member of 
the State Auditor's office, 

/ 
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TEACHERS' RETIREMENT SYSTEM 

OF THE STATE OF KENTUCKY 

REPORT OF EXAMINATION FOR THE FISCAL 

YEARS ENDED JUNE 30, 1962 AND JUNE 30, 1963 
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November 27i 196~ 

Board of Trusteesi 

Teachers' Retirement System of the 
State of Kentucky 

Commissioner of Finance, 
Commonwealth of Kentucky 
Frankfort, Kentucky 

Gentlemen: 

We have examined the balance sheets and related statements of cash 
receipts and disbursements of the Teachers' Retirement System of the 
State of Kentucky for the fiscal years ended June 30, 1962 and June 30, 
1963. Our examination was conducted in accordance with generally 
accepted auditing procedures and accordingly included such tests of 
the accounting records and such other auditing procedures as we con­
sidered necessary in the circumstances. 

In our opinion1 the accompanying balance sheets and related state­
ments of cash receipts and disbursements present fairly the financial 
position of the Teachers' Retirement System of the State of Kentucky at 
June 30, 1962 and June 30, 1963 and the results of operations for the 
years then ended, in conformity with generally accepted governmental 
accounting principles applied on a consistent basis. 

Respectfully sub1nitted, 

MITCHELL & SULLIVAN 
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GENERAL COMMENTS 

CONDUCT OF EXAMINATION 

The entire audit was conducted jointly with the Office of the Auditor 
of Public Accounts. In this respect, personnel from the State and from 
our office cooperated in all phases of the work from planning through 
completion of the examination. 

REMITTANCES FROM SCHOOL BOARDS 

In some cases, the amounts withheld from teachers' salaries are not 
being timely remitted to the Teachers' Retirement System by the School 
Board. Such remittances should be received monthly. Since any other 
use of the funds by a School Board, however temporary, represents a 
violation of trust and loss of interest credit in the individual teacher's 
account, it is suggested that penalty provisions or other punitive 
measures be considered. 

25 
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TEACHERS' RETIREMENT SYSTEM BALANCE SHEET 

JUNE 30, 1963 

ASSETS 

Cash-Unencumbered, All Funds _____ _ 
Cash-Encumbered _ ·-- -·--.. -----· 

...... $ 884,912.98 
8,587.21 $ 893,500.19 

Investments (Note 1) ___ ··---------·---------.. ·- ............... $102,938,003.29 

Deferred Charges: 
Unamortized Premium on Investments ..... $ 
Accrued Interest Purchased ........ ·---············· 

896,503.54 
3·3,851.10 

Sub-Total .......... . ......... $ 930,354.64 

Less: Unamortized Discount on 
Investments .. 450,398.75 479,955.89 

Total Assets ......... . """""""""" """" ..................... $104,311,459.37 

LIABILITIES AND FUND BALANCES 

Liabilities 

Escrow-Insurance Premiums and Other 
Deposits For Caphart and FHA Mort-
gages ................ .. .............................. $ 

Expense Fund Encumbrances .. 

Total Liabilities ..................... . 

Fund Balances 

49,736'.19 
8,587.21 

Teachers' Savings Fund ............................. $48,196,655.20 
State Accumulation Fund ............ 48,196,693.81 
Guarantee Fund 6,889, 72·4.95 
Voluntary Contributions, Active Members 

Allowance Reserve Fund (Note 2): 
Teachers Contribution ... $ 576,066.12 
State ''Permanent" 

Contributions --···-­
State "Temporary" 

Contributions 

1,935,502.45 

. (1,675·,801.20) 

Total Fund Balances ·····-·-···-····--·-··-

134,294.64 

835,767.37 

58,323.40 

" 104,253-,135.97 

Total Liabilities and Fund Balances ....... ·············--·--- ·····-------·---$104,311,459.37 
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TEACHERS' RETIREMEN'J' SYSTEM BALANCE SHEET 

JUNE 30, 1962 

ASSETS 

Cash-Unencumbered, All Funds·------------------$ 
Cash-Encumbered __ ----------------·- ·---------------------

Investinents (Note J) 

Deferred Charges: 

Unamortized Premium on Investments ... $ 
Accrued Interest Purchased 

Sub-Total ..... $ 

Less: Unamortized Discount on 
Investments 

Total Assets _____ ------------- ....... 

LIABILITIES AND FUND BALANCES 

Liabilities 

Escrow-Insurance Premiums and Other 
Deposits for Caphart and FHA Mort-
gages .................................... $ 

Expense Fund Encumbrances 

Total Liabilities 

Fund Balances 

757,145.14 
4,863.31 $ 762,008.45 

·················· 89,652,215.07 

851,976.90 
37,185.45 

889,162.35 

590,779.49 298,382.86 

..... $ 90,712,606.38 

86,832.44 
4,863.31 

·:.111 

91,695'. 75 

Teachers' Savings Fund 
State Accumulation Fund 
Guarantee Fund ----------------­
Voluntary Contributions, Active 

..... $42,012,137.02 
42,012,130.66 
4,760,386.61 

Members __ 

Allowance Reserve Fund (Note 2): 

Teachers Contributions .... $ 447,761.00 
State "Permanent" 

Contributions ................ 1,430,971.43 
State "Temporary" 

Contributions (158,719.69) 

Total Fund Balances ................... . 

Total Liabilities and Fund Balances ........ . 
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116,243.60 

1,720,012.74 

90,620,910.63 

. .............. $ 90,712,606.38 
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NOTES TO THE BALANCE SHEETS 

NOTE 1: Bonds and mortgages are carried in this accounts at 
maturity value. Differences between the purchase price and maturity 
value of bonds are entered in either the "Unamortized Premium" 
account or the "Unamortized Discount" account, as appropriate. Pre­
miums are amortized to the earliest date of call without penalty; dis­
counts are amortized to the maturity date of the bonds. Stocks are 
carried in the "Investments" account at cost. 

NOTE 2: All benefits paid to deceased or retired teachers are chan­
neled through this account. The State of Kentucky is paying its obliga­
tion for teachers' service prior to the establishment of the Retirement 
System by allocating to the Systen1 funds sufficient to meet current 
benefit payments which have not been provided for by teachers' savings 
and matching State funds. Since the State is liquidating this liability 
on a current basis, the present value of the actuarially computed annui­
ties necessary for payment of benefits to retired teachers is only 
partially reflected in the allowance Reserve Fund Balance. 
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STATEMENT OF RECEIPTS AND DISBURSEMENTS 

Teachers' Retirement System 

For the Fiscal Year Ended June 30, 1963 

Cash Balances-All Funds-July 1, 1962 ............... , .................... $ 762,008.45 
Receipts: · 

Members Contributions 
Teachers Savings ............... $6, 765,354.48 
Reinstatements ___ ------····------ 10,320.01 
Partially Matched 

Reinstatements ...... 100,676.21 
Voluntary Unmatched 

Contributions ----···-··· 30,315.89 
Tota! From Teachers... $ 6,906,666.59 

State Contributions 
"Permanent"-To Match 

Teachers' Savings .......... $6,763,6'15.18 
"Temporary"-To Reduce 

Prior Service Obligation 950,175.82 
Administrative Expense.... 196,924.57 

Total State Contributions 7,910,715.57 
Investment Income 

Interest ....... .. ... $3,765,079.47 
Net Profit on Sale of 

Investments 89,563.59 3,854,643.06 
Receipts From Sale or 

Redemption of Bonds, 
Purchased Interest and 
Amortization of Premium 

Annuity Checks Returned and 
Benefit Adjustments 

Total Receipts ............... . 

Total Cash Available. 

Disbursements: 
Administrative Expenses, 

Current Year .............. . .... $ 188,581.33 
Liquidation of Prior 

19,005,780.53 

18,258.83 

Year Encumbrances .. 4,863.31 $ 193,444.64 
Refund for Withdrawal 

from Membership ............. $ 944,478.60 
Death Benefit Payments-

Members deceased before 
retirement ........... 31,500.00 975,978.60 

Retirement Allowance 
Payments: 
Superannuation .. 
Disability ........................ . 
Voluntary and Survivor 

.$3,303,142.13 
370,628.62 

Benefit Payments .. 
Dea th Benefit Payments 

for Annuitants Deceased 
Purchase of Investn1ents ..... . 

Total Disbursements ..... . 

137,140.82 

74,000.00 3,884,911,5,7 
32,M0,238.03 

37,696',064.58 

$38,458,073.03 

$37,564,572.84 
Cash Balance--All Funds, June 30, 1963 .................................... $ 893,500.19 
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STATEMENT OF RECEIPTS AND DISBURSEMENTS 

Teachers' Retirement System 

For the Fiscal Year Ended June 301 1962 

Cash Balance, All Funds-July 1, 1961 
Receipts: 

-------- - - .... $ 726,503.66 

Members Contributions 
Teachers Savings -· 
Reinstatements _ 
Partially Matched 

Reinstatements . 
Voluntary Unmatched 

.. $6,311,472.35 
12·,715.21 

107,615.86 

Contributions ---····--···---· __ 3_2~,8_3_0_.1~9 
Total From Teachers... $ 6,464,633.61 

State Contributions 
"Permanent"-To Match 

Teachers' Savings ............ $6,309,696.04 
"Temporary"-To Reduce 

Prior Service Obligation 1,119,118.96 
Administrative Expense.... 171,185.00 

Total State Contributions 7,600,000.00 
Investment Income 

Interest . 
Net Loss on Sale of 

Investments ......... . 

.$3,084,649.01 

(186,740.70) 
Receipts from Sale or 

Redemption of Bonds, 
Purchased Interest and 
Amortization of Premium 

Annuity Checks Returned, 
Benefit Adjustments . _ 

Total Receipts_ 
Total Cash Available .. _ 

Disbursements 
Administrative Expenses, 

Current Year .... $ 166,321.69 
Liquidation of Prior Year 

Encumbrances 4,369.31 
Refund for Withdrawal 

from Membership ..... . .. $ 840,855.29 
Death Benefit Payments-

members deceased before 
retirement 32,U00.00 

Retirement Allowance 
Payments: 

Superannuation .... . ... $2·,869,855.51 
Disability .......... ------------------ 340,282.23 
Voluntary and Survivor 

Benefits Payments-·· 60,602.48 
Death Benefit Payments 

for Annuitants Deceased 54,000.00 
Purchase of Investments ....... . 

Total Disbursements ......... . 

2,897,908.31 

16,763,177.41 

11,715-.28 

$ 170,691.00 

872,855.29 

3,324,740.22 
29,333,643-.31 

33,737,434.61 
$34,463,938.27 

33, 701,929.82 

Cash Balance-All .Funds, June 30, 1962 .......... --------·---·-----------·--$ 762,008.45 
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December 6, 1963 

Board of Trustees, 
Teachers' Retirement System of 
the State of Kentucky 

Commissioner of Finance, 
Commonwealth of Kentucky 
Frankfort, Kentucky 

Gentlemen: 

Enclosed are copies of our report of audit of the Teachers' Retire­
ment System of the State of Kentucky for the years ended June 30, 1962 
and June 30, 1963. 

We consider the internal control and the accounting procedures 
of the Teachers' Retirement System to be excellent, in view of the large 
volume of individual teachers' contributions which must be accounted 
for. 

Respectfully submitted 
Mitchell & Sullivan 

31 


