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Teachers’ Retirement System

In 1938, KTRS provides

etirement Security” for
Kentucky’s educators.

' , Relirement
Secuiiip




Kentucky Teachers’ Retirement System —
a Defined Benefit “Group Retirement” Plan

|_owest cost option to provide lifetime
retirement security.

Replaces Social Security for Kentucky teachers.

Great recruitment tool to attract and retain
career educators.

Pooled investments professionally managed.
L_ow administrative costs.



AGENDA

History of Funding Retiree Health Care

Budget for 2012-13 and 2013-14



Recap of Actuarial Status of the System

as of June 30, 2012

In Millions of Dollars

Pre-funded Assets  Liabilities Unfunded  Percent
RETIREMENT 14,691.4 26,973.9 12,282.5 54.5%

Benefit Fund
Pre-funded* Assets Liabilities Unfunded Percent
MEDICAL 338.7 3,594.5 3,255.8 9.4%

Benefit Fund

* Transitioning to Pre-funded as of July 1, 2010
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Field of Membership

as of December 2012

Active 0 — 26 Years Non-eligible 44,607
27+ Years* Eligible 15,181

Total Active 59,788
Sub/PT/Retired Return to Work 15,607

Total Contributing Members 73,395

Inactive . . ... . . . 17,833
Retired, Beneficiaries & Survivors ......... 47,061
Total ........ ... . . . 140,289

*and/or age 55 with 5 or more years of service within the next fiscal year



Kentucky Teachers’ Retirement System

Retiree Analysis

Retiree AGE- Dec 315t

Age 100 years old or more

Age 95-99 years old

Age 90-94 years old

Age 80-89 years old

TOTAL RETIREES




Positive Impact of KTRS

- il il i

. For School Districts

F

““““““““““““““““““““““““““

= Provides a benefit to = Provides retirement
attract and retain quality security for those who
teachers. have devoted their

= When teachers retire, this careers to teaching.

provides positions for new
teachers and promotions
for current teachers.

= When teachers retire, this
reduces payroll
Ccosts as retiring
teachers are
replaced
by new teachers.

= A life-time retirement
benefit determined by
the member’s length of
service and salary.

= A medical benefit
prefunded through
shared responsibility.




Positive Impact of KTRS
for State & Local Economies

= KTRS pays monthly (July 2012):
« $129.5 million in retirement annuity benefits
= %20 million in medical benefits

= 46,894 retirees, beneficiaries & survivors -

= 92% of KTRS retirees live Sae oy
: w@%'ﬁé’;@@%&@ 8,
in Kentucky cESasuler R B

. a@er-sa
aestam

Retired teachers have a significant economic
Impact in every county in Kentucky.
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KTRS Is the Safety Net
for K-12 Teachers

96% of KTRS members cannot participate In
Social Security.

This saves the Commonwealth

of Kentucky ¥530M+.

KTRS must be funded to secure this
safety net for teachers.




KTRS Distributes Hundreds of Millions
of Dollars Annually

FY 2013 ... Estimated to be $1.750 Billion
I
FY 2012 51.708 Billion [P

s -
FY 2011 1.633 Billion b

FY 2010 $1.563 Billion -

FY 2013

FY 2009

FY 2008
Over the Last

FY 2007 : illi 3 Years

|
$1.195 Billi - [ $252 Million = 6,300 Jobs I
o s @ $40,000 ea.

FY 2005 $1.109 Billion [P

EFY 2004 $1.004 Billion d

£
1,000




Kentucky Teachers’ Retirement System
a Defined Benefit Group Retirement Plan

A Unique Comparison of ...

The Defined Benefit
Group Retirement Plan

(0

The Defined Contribution
Individual Savings Account

Gary L. Harbin, CPA

Executive Secretary

J 28, 2008
anuary 28, =



What’s the best way to achieve
financial retirement security?

Defined

Benefit
Group Retirement Plan $
Average

age

78/81
Defined
Contribution

Individual Savings Account
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Which costs more?
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DB Plan Can Deliver Same Benefit at
About Half the Cost of DC Plan

Cost of DB and DC Plan as % of Payroli

—

46% Lower Returns/Higher Fees

Savings Less Balanced Portfolio

No Longevity Risk Pooling

DB Cost

DB Plan DC Plan LU.”
NATIONAL INSTITUTE ON
== Retirement Security

www.nirsonline.org







The Structure of the

KTRS Investment Committee ...

» EXceeds current industry standards.

* Is leading “Best Practices™ for
Investment Committee Structure.

* Has been recommended for use in other
States including North Carolina.



KENTUCKY TEACHERS’ RETIREMENT SYSTEM
Organizational Chart for Investments

KTRS Board of
Trustees

Independent Consultants
Hewitt Ennis Knupp & Investment Committee
Company

« Cavanaugh Macdonald
Actuary

Independent
Investment Advisors
» George Philip

» Bevis Longstreth

Internal Investment
Staff

External Investment

Managers




KTRS Board of Trustees

DR. TOM RONALD L. ARTHUR HOLLIS
SHELTON SANDERS GREEN GRITTON
Chair, Lexington Vice Chair, Elkton Union
Hodgenville

Ex-Officio Ex-Officio

DR. JAY RUTH ANN LAURA TODD DR. TERRY
MORGAN SWEAZY ZIMMERMAN HOLLENBACH HC_)L_LlDAY
Murray Taylorsville Lexington State Treasurer Commissioner of the

Dept. of Education



Bevis Longstreth

Professional Investment Activities:

Since 2005, Member Board of Directors of Grantham,
Mayo & Van Otterloo, LLC, Chairman of the
Risk Committee.

From 1972 to 1981 and since 1984, Member, Finance Committee,
Rockefeller Family Fund, responsible for investment strategy,
manager selection and monitoring, Chairman from 1987 to 2004.

Appointed Commissioner, Securities and Exchange Commission,
1981: re-appointed, 1982; resigned January 13, 1984.

Member of the Board of Governors of American Stock Exchange
from 1992 to 1998.



Bevis Longstreth ...

Professional Investment Activities (Continued):

Member of Board of Trustees of College Retirement Equities Fund
(CREF) of TIAA-CREF from 1996 to 2006.

Member of Board of Directors of AMVESCAP PLC (INVESCO) from
1993 to 2006.

Member of the Pension Finance Committee of The World Bank from
1987 to 1995.

Author of three books including, Modern Investment Management and
the Prudent Man Rule.

Author of over forty investment articles appearing in various publications
including Financial Times, New York Times, Washington Post, Chicago
Tribune, The Banker Magazine, The Journal of Portfolio Management.




George M. Philip

Professional Activities:

President University of New York at Albany

Currently 1s Investment Advisor to New York State Teachers’
Retirement System.

Serves and has served on numerous boards and investment committees
Including:
New York Stock Exchange, Advisory Committee
Chair of the Council of Institutional Investors
Director of US Airways Group
Director of First Niagara Financial Group ($15Bn Bank Group)
Director of the Real Estate Investment Standards Board



George M. Philip ...

Professional Activities (continued):

From 1971 to 2007 —

New York State Teachers Retirement System*
Chief Real Estate Investment Officer - 1988 to 1992
Chief Investment Officer - 1992 to 2007
Executive Director - 1995 to 2007

* One of the ten largest public pension funds in the United States, $105 billion
fund with 400,000 members. Mr. Philip was instrumental in diversification of
portfolio including real estate and other alternative assets.



KENTUCKY TEACHERS’ RETIREMENT SYSTEM
Organizational Chart for Investments

Paul Yancey, CFA, MBA
Chief Investment Officer

Debbie Aitken
Executive Assistant

Kevin Carrico, CFA
Deputy Chief Investment Officer &
Director Fixed Investments and Debt

Jayme Rader
Administrative Assistant

Tom Siderewicz, CFA John Browning, CFA, CIPM Karen Ashby, CFA Phil Webb
Senior Investment Officer Director of Public Equity Director of Alternative Director of Investment
Fixed Income Investments Investments Accounting

Norman Combest, MSSF Mike Nohalty, CFA Lisa Morrison Investment Accounting
Investment Officer Investment Officer Investment Performance Staff
Fixed Income Public Equity Analyst

~ Internal staff includes ~
« Five Senior Investment Professionals, each with over 20 years investment experience

» Six Chartered Financial Analysts 2




KTRS Returns vs. a Broad Universe of Public Funds
as of 12/31/2012

Over the past five years, KTRS returns ranked in the top 30% of a broad universe of
public funds over *1 billion in assets and did so with less risk.

Gross of Fees

m KTRS Total Fund

> $1 Billion Public Fund
Universe Return

For 12 Months Ended For 3 Years Ended
12/31/2012 6/30/2012







Actuarial Accrued Liability

(Billions of Dollars)

Reduced in FY 2009 by utilization
__| of an EGWP PDP and Medicare
Advantage Passive PPO

Projected reduction if Shared
_Responsibility Legislation
passes in FY 2010

Actuarial
Accrued
Liability after
passing
—~Shared
Responsibility
Legislation in
2010 General
Assembly

6/30/2007 6/30/2008 6/30/2009 6/30/2010

= 6/30/2011 = 3.1 = 6/30/2012 =3.3
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What Happened to My Retirement in the
2012 Legislative Session?

.',-‘;{,éh . n o




KENTUCKY TEACHERS’ RETIREMENT SYSTEM
Prior to Passage of Shared Responsibility for Funding Medical Plan
Schedule of Budget Requests

Retirtement Plan

Medical Plan

Tequesztzd Fad

Mot Pad

Peesnitted

Boreow

ved MNeeded

Repaid

Total

Cumulative

FY 2000-01
FY 2001-02
FY 2002-05
FY 2003-04
FY 2004-05
FY 2003-06
FY 2006-07
FY 2007-08
FY 20058-09
FY 2009-10

3,174,600
38,963,900
60,499.800

82,551,200

60,499 800

82,351,200

30,600,000
32,600,000
75,300,000
77,600,000
58,400,000
33,800,000
27,400,000

29.169.700
62,294 800
73,000,000
125,000,000
133,400,000
134,200,000

30,600,000
32,600,000
75,300,000
77,600,000
58,400,000
33,800,000
47,347,105
48,069,098
58,968,035
116,095,000
133,400,000
134,200,000

30,600,000

63,200,000
138,500,000
216,100,000
274,500,000
308,300,000
355,647,105
403,716,203
4626
578,7
712,
846,

FY 2010-11
FY 2011-12
FY 2012-13
FY 2013-14
FY 2014-15
FY 2013-16

121,457,000
208,649,000
260,980,000
299,420,000

121,457,000
208,649,000
260,980,000
299,420,000

170,000,000
170,000,000
217,000,000
243,000,000
293,000,000
522,000,000

170,000,000
170,000,000
217,000,000
243,000,000
293,000,000
522,000,000

1,016,3
1,136,

-
a

35,700,000

1,972,064,500

46,385,262

22613
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Fiscal

YVear

KENTUCKY TEACHERS’ RETIREMENT SYSTEM
After Passage of Shared Responsibility for Funding Medical Plan
Schedule of Budget Requests

Retirement Plan

Medical Plan

Requested

Pazrrurred

Ko Shaned

Eeinonnble

Totl

Cumulaem

FY 1998-99
FY' 1999-00

e TaTa b ]

2002-03
' 2003-04
FY 2004-03
" 2003-06
’ 2006-07
' 2007-08

" 2008-09

" 2009-10

3,174,600
38,965,900

i B alala
82,351,200

60,499,300

82,331,200

30,600,000

= e e
38,400 000

29,169,700
62,204,800
73,000,000
125,000,000
133,400,000

134,200,00

29,169,700
62,294.800
73,000,000

125,000,000

133,400,000

.
154,200,000

30,600,000

53,400,000
33,800,000

.

“

30,600,000
63,200,000

138,500,000

' 2010-11
" 2011-12
F2012-13
12013-14
" 2014-15
' 2015-16

121,457,000 -
208,649,000
260,980,000

299,420,000

121,457,000
208,649,000
260,980,000

299,420,000

138,700,00
108,100,000

R —_
= 000,000

45,900,000

335,700,000

927,764,500

145,900,000

3,200,000
,700,000

51,200,000

106,500,000
84,600,000

25,464,500

442,200,000

526,800,000




/2013

Inwvestment
2,000,000,000
2,150,000,000

2,311,250,000

2,871,258,700
3,086,603,100
3,318,098,300
3,566,955,700
3,434,477,400

163,200

4,431,217 900

5,120,826,100
5,504,488,100
5,917,754,700
6,361,586,300
6,438,705,300
7,351,608,200
7,902,978 800
8,495,702,200
8,495,702,200
8,495,702,200
9,132
17,845,900
10,554,184,300
11,345,743,100
12,196,679,200

13,111,

17,503,910,400

Pension Obligation Bond Projections

Earnings
150,000,000

161,250,000

186,344,500
200,320,300
215,344,400
231,495,200
243,257 400
267,521,700

287,585,800

914,750,900

983,357,300
1,057,109,100
1,136,392,200
1,221,621,700

15,509,910,400

5,120,425,100

6,361,586,300
6,438,705,300
7,351,608,200

800
8,495,702 200

8,495,702,200

9,817,845 ,900
10,554,184,300
11,345,748,100

200
13,111,430,100
14,094,787 400
15,151 895,500
16,288,288,700

17,509,910,400

bt
2,000,000,000

1,625,445,107

1,456,293 410

1,274,003,061

1,078 300,465

270,650,015

137,758,875

Payment

141,520,595
141,520,595
141,520,595
141,520,595
141,520,536
141,520,595

141,520,596

141,520,595
141,520,596
141,520,596
141,520,596
141,520,595
141,520,596
141,520,596
141,520,596
141,520,596
141,520,596
141,520,595

141,520,596

2,430,411,920

2,830,411,

Principal
69,545,050

80,309,430
751,128
86,300,569

29,461,709

107,091,461
111,014,159
115,080,544
119,295478
123,665,617

128,195417

2,000,000,008

2,004, 0400,004

Interest
71,874,546
69,427,114
66,785,
64,048 300
61,211,156
58,269,463
55,220,027
52,058,

48,781,956

30,506,437
26,440,052
22,224,718

17,454,979

830,411,916

830,411,916

Balance of

1,7046,154,547
1,625,845,107
1,542,59

1,456,293 410
1,366,831,701
1,274,093 061
1,177,957 459

1,078,300 465

867,901,531
756,887 472
641,806,928
522,511,050
398,845

270,650,016
137,758,875

14}

Pension Obligation
Bond Projections




Bonus




DB Plan Can Deliver Same Benefit at
About Half the Cost of DC Plan

Cost of DB and DC Plan as % of Payroll

—

46% Lower Returns/Higher Fees
Savings

Less Balanced Portfolio

No Longevity Risk Pooling
DB Cost

DB Plan Dc Plan LL[“ NATIONAL INSTITUTE ON

== Retirement Security

www.nirsonline.org




Kentucky Teachers Retirement System
Schedule of Funds Available for Retirement Benefits
For the Twenty-Seven Year Period Ending June 30, 2012

Defined Benefit Plan - Retirement Benefits - (Pre-Funded)

in billions

Beginning Balance as of July 1, 1985 $1.8
Member Contributions
Employer Contributions

Investment Income

Benefit Payments & Refunds

Administrative Expenses

Ending Balance as of June 30, 2012 $14.9




Kentucky Teachers Retirement System
Schedule of Funds Available for Medical Benefits

For the Twenty-Seven Year Period Ending June 30, 2012

Defined Contribution Plan - Medical Benefits - (Pay-go)

Medical Insurance ... in billions

Beginning Balance as of July 1, 1985 $0.0
Member Contributions

Employer Contributions

Investment Income

Medical Insurance Benefits

Administrative Expenses

Ending Balance as of June 30, 2012 $0.3 | *

* Through Shared Responsibility, this fund became a pre-funded fund as of July 1, 2011.



l For Your Retirement Security ...

|

v The Inviolable
Contract protects
your KTRS Pension.

v Shared Responsibility
protects your Medical Benefit.



KTRS

rrri

KENTUCKY
TEACHERS'

Retirement System

Serving Kentucky Teachers
— Since 1940 —

Teachers’ Retirement System
of the State of Kentucky

Our Members
Come First!

1.800.618.1687
502.848.8500

www.ktrs.ky.qov

Protecting & Preserving Teachers’ Retirement Benefits
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