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https://www.facebook.com/KentuckyGovernmentRetirees/
Kentucky Government Retirees (KGR) was established as a Facebook community in June 2011.
KGR on Facebook is a place to access state and national news about pensions and reports on meetings of the General Assembly and the Kentucky Retirement Systems Board of Trustees. It is also a
place to discuss pension issues with other interested parties and learn about what you can do to
protect our pensions.
In 2016 KGR incorporated and filed for IRS status as a 501©5 labor organization. KGR is administered by a nine-member Board of Directors. The directors are James B. Carroll, Cindy Jane
Dempsey, C. Douglas Price, Daniel Flaherty, Jamie Dempsey Griffin, Julia Johnson, Maribeth W.
Schmitt, Eva M. Smith-Carroll, and Russell T. Wright.
As of Sept. 14 , 2017, KGR has 12,554 active and engaged friends and supporters.
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Pension 101: Questions & Answers
How are the Kentucky Retirement Systems pensions funded?
Kentucky Retirement Systems (KRS) pensions are funded by deductions from employee
paychecks, contributions from employers (state, city or county government) and investment income. If the system is working as it should, 80 percent of pension benefits come
from employee contributions and investments and only 20 percent from the employer.
Who is covered by Kentucky Retirement Systems?
Kentucky Retirement Systems administers retirement benefits for 364,710 active, inactive and retired state and local government employees under five systems: the Kentucky
Employees Retirement System (KERS) nonhazardous and KERS hazardous; County Employees Retirement System (CERS) hazardous and CERS nonhazardous; and the State
Police Retirement System (SPRS). (Source: KRS 2016 Comprehensive Annual Financial
Report (CAFR), Page 177.) Note: Government retirement systems outside the KRS umbrella are the Teachers’ Retirement System, the Judicial Retirement Plan and the Legislators’
Retirement Plan.
Who manages KRS pensions?
In 2016, Gov. Matt Bevin issued an executive order abolishing the Board of Trustees
established by the Kentucky General Assembly and creating a new Board of Directors.
That is the subject of litigation. Then during the 2017 session the legislature changed the
name back to Board of Trustees. (See Page 13-16.)
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What kind of pensions do KRS retirees receive?
Because of changes in the law, the kind of pension plan you have depends on your “participation date” (See Page 11):
• Defined benefit plan. Employees with a participation date before Jan. 1, 2014, are
under a defined benefit plan that is protected by an inviolable (unbreakable) contract. A defined benefit plan, also known as a traditional pension plan, promises the
participant a specified monthly benefit at retirement.
• Hybrid cash balance plan. Because of so-called pension reform passed during the
2013 legislative session, public employees who hired after Jan. 1, 2014, are enrolled
in a hybrid cash balance plan that resembles a 401(k) plan. The hybrid cash balance
plan abandons the concept of guaranteed future benefits. These employees are no
longer under the inviolable contract.

Source: Comprehensive Annual Financial Report (CAFR) 2016, KRS, Page 14.
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The unfunded liability or funding gap can be expressed in a dollar figure or as
a funding ratio, assets to liabilities. Source: 2016 KRS Comprehensive Annual
Financial Report, Page 62 and 145.

What is the pension crisis?
All of the systems under KRS are, to a greater or lesser degree, facing unfunded liabilities. “A funding gap (or ‘unfunded liability’) occurs when the benefits owed to current
and future retirees exceed the amount of money the plan has socked away to meet these
obligations.” (AARP definition.) The funding gap can be expressed as a dollar figure
or as a percentage or ratio. Of all of the systems under the KRS umbrella, the Kentucky
Employees Retirement System nonhazardous (KERS-nonhaz) is the hardest hit. It is the
worst funded state pension plan in the nation. The system had a funding ratio of under
16 percent at the end of fiscal year 2016. That means for every $1 in obligations – money
owed to current and future retirees – KERS-nonhaz has under 16 cents in assets. The
funding ratio – assets to liabilities – dropped like a stone from 125.7 percent in 2001 to
the current ratio. State employees contributed through payroll deductions but legislators
failed to pay the state’s full employer contribution – the actuarially required contribution
(ARC) – into KERS-nonhaz for 15 out of 22 years. There are other reasons. But underfunding is at the top of the list.
4
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KERS-Nonhaz Funding Ratios

All pension plans under
Kentucky Retirement Systems
umbrella took a hit during the 2008-09 economic
downturn. But the Kentucky
Employee Retirement System
non-hazardous, weakened
by underfunding, has sunk
the lowest.

“Funded ratios are a point-in-time measurement. The movement or trend of the
funded ratio is as important as the absolute level…Actuarial funding methods generally are designed with a target of 100% funding—not 80%. If the funded ratio is
less than 100%, contribution patterns are structured with the objective of attaining
a funded ratio of 100% over a reasonable period of time…The consequences of
becoming underfunded include larger future contribution requirements, less security for participant/member benefits, and [emphasis added] the potential that the
current cost of pension benefits may need to be paid by future stakeholders
(e.g., shareholders or taxpayers). All of these risks can be managed through
appropriate benefit, funding, and investment policies.” The 80% Pension Funding
Standard Myth, fact sheet, The American Academy of Actuaries, July 2012.

Back to the
“TABLE OF CONTENTS” on
page 3
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What caused the increase in unfunded liabilities? Source: Kentucky Retirement Systems presentation to the legislature’s Task Force onPublic Pensions, July 14, 2012. GASB 43/45 refers
to new standards adopted by the national Governmental Accounting Standards Board.

Why do the pension systems under KRS have different funding ratios?
All government workers across the board have employee contributions deducted from
their paychecks. All employer contribution rates are set by the Kentucky Retirement
Systems Board of Trustees based on the actuarial valuations and recommendations. The
difference in funding ratios for the systems is a reflection of whether or not the employer
– county and local governments or state government – actually paid the full actuarially
required contribution. County and local government employers had to pay the ARC
into the County Employees Retirement System (CERS). The state government employer
rates for KERS and SPRS were subject to final adoption by the General Assembly in the
biennial budget. Unlike city and county governments, the state legislators had flexibility
regarding paying or not paying the full employer’s contribution.
But what about the 2008-09 economic downturn?
There have been six reasons cited for the pension crisis. But any way you look at it, the
legislators’ failure to fully fund KERS and SPRS is at the top of the list. Another important factor was the legislature’s decision in the mid-1990s to provide for cost-of-living
adjustments (COLAs) on pension benefits, while failing to allocate the money for those
raises. The legislature stuck KRS with the bill.
Some politicians like to deflect attention from their own financial neglect by pointing to
stock market losses. It’s true that market losses contributed to the KRS unfunded liabil6
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ity. But the simple fact is that other states’ pension funds also suffered market losses,
but most are financially stable because their legislatures were more responsible with
money. “Most plans have improved their funded status in 2014, with the ratio of assets
to liabilities increasing from 72 percent in 2013 to 74 percent in 2014.”1 The KERS nonhazardous fund is under 16 percent at 15.97 percent.
What has been done to address the pension crisis?
2008. A bill passed to make changes in the pension plan for new hires. While the
changes have helped slow the decline, they weren’t enough.
2012. The legislature’s Task Force on Public Pensions produced several recommendations for addressing the pension crisis. The most important was to recommend that the
state begin paying the full actuarially required contribution to the KERS non-hazardous
fund in 2014-16. Unfortunately, while ways to raise necessary revenue were discussed,
none was adopted. The Task Force was advised by two Pew-Arnold consultants who
have been active around the country in advising states and cities to move away from defined benefit plans. Consequently, these consultants recommended and the Task Force
adopted a proposal for a hybrid cash balance plan starting for new hires. Adopting an
inferior pension plan for new hires does nothing to address the existing funding crisis.
The Task Force also proposed removing Cost-of-Living Adjustments from state law.
2013. The General Assembly passed Senate Bill 2 and made substantial changes to the
pension systems. Senate Bill 2:
• Created a new less-generous cash balance pension plan for people who contribute to
the plan on or after Jan. 1, 2014, that does nothing to address the unfunded liability
and removed inviolable contract protection from these new hires. This change, along
with benefit changes for new hires in 2008, made KRS a three-tiered program. (See
KRS graphic on Page 2.)
• Eliminated the Cost-of-Living Adjustment provision for retirees except under
extraordinary financial circumstances. Stakeholders should not count on COLAs in
the near future.
• Packed the KRS Board of Trustees with three special-interest appointees. (A third
elected CERS position also was created.) Appointees, accountable to the governor,
now outnumber trustees elected by and accountable to retirees 7-6.
• Stated that all agencies will begin paying the full employer contribution. (This requirement can of course be ignored in the future, just as the legislature ignored this
obligation in the past.)

1 Alicia H. Munnell and Jean-Pierre Aubry, “The Funding of State and Local Pensions: 2014-2018,” June
2015, Center for State and Local Government Excellence and Center for Retirement Research at Boston College, http://slge.org/publications/the-funding-of-state-and-local-pensions-2014-2018
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In a last-minute deal regarding a bill that had little examination, the 2013 legislature
passed House Bill 440, which made tax changes that will create about $110 million for
the General Fund. The biennium that started July 1, 2014, contained the full ARC (actuarially required contribution) for the first time in more than a decade.
2016. In the spring of 2015, Kentucky Government Retirees established a critical goal
for the 2016 session – ARC+ for the KERS non-hazardous fund. Gov. Matt Bevin adopted this approach in his budget request, and ultimately, a budget bill passed in the 2016
legislative session that included about $126 million above the employer contribution for
KERS non-hazardous. The additional funds – added to the extra employer contributions
provided through the new contribution rates –should have a substantial impact on the
fund’s asset base, assuming the fund meets its projected investment rate of return.
What about the cash position of KERS nonhazardous?
This plan that covers most state employees is in terrible shape. In 2008, the fund held assets totaling $5 billion. As of the end of calendar year 2015, that balance had plummeted
to about $2.0 billion. It paid out $930 million in benefits/expenses during the fiscal year
ending June 30, 2015. We know of no other state pension plan anywhere in this position.
Over the past three years, KERS non-hazardous has lost more than $950 million in assets even though it exceeded its assumed rate of investment return.
Will ARC+ help?
KRS charts on Page 9-10 illustrate the impact of ARC+ on KERS-nonhaz cash flow.
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Source: KRS, Pension Oversight Board Materials (April 2016), Inflows vs Outflows.
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Source: KRS, Pension Oversight Board Materials (April 2016), Inflows vs Outflows.
Back to the
“TABLE OF CONTENTS” on
page 3
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If the market is up, why are we down?
This is a frequently asked question. In last the four
years KRS assets have declined each year by an average of $200 million annually. It is true that Kentucky
Retirement Systems experienced double-digit investment returns in FY 2013 and 14. But keep in mind that
KRS did not receive the full ARC in those years. Added
to that is the cumulative impact of an entire decade of
underfunding that collectively totaled more than $3 billion for the pension/insurance funds combined. Other
pension plans saw strong asset growth those two years because they were competently
funded. Finally, for the biennium that began July 1, 2014, we received the full ARC, but
no clawback of the previous underfunding. At about the same time, the market leveled
out. And in the 2016 fiscal year, the broad stock market has been down.
Why should active employees care about pensions?
It’s obvious that public employees in Kentucky weren’t paying much attention to what’s
going on in Frankfort regarding pension reform. We can relate to that. When we were
active employees, we were far more interested in family matters and our jobs than our
pension plan. But if you’re an active employee, you SHOULD pay attention to your pension. Why? Because your benefits may be forever changed by what is happening now.
Why should the public care about the KERS-nonhaz pension crisis?
By state law, Kentucky Retirement Systems pension benefits for participants hired before
Jan. 1, 2014, “shall not…be subject to reduction or impairment by alteration, amendment or repeal.” This is commonly known as the “inviolable contract.” The inviolable
contract was upheld in a Kentucky Supreme Court case decision handed down in 1995.
Since these earned benefits are guaranteed, the public could be directly impacted if the
usual pension funding mechanisms fail to produce sufficient revenue to pay pension

What is covered
under the inviolable
contract?
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benefits. In other words, through the systematic neglect by governors and legislators in
paying the full employer contribution, the public may, as a last resort, be on the hook
through the imposition of higher taxes or cuts elsewhere in state government. The public
interest is also served by keeping our pension systems healthy because of the positive
economic impact of retirees’ money. Most KRS retirees spend their money here in Kentucky.
Will I get a COLA this year? Short answer, no. Due to the dire financial condition of the
KRS pension funds, the General Assembly reduced our COLAs and then in 2013 eliminated them except under extraordinary financial circumstances. Stakeholders should
not count on COLAs in the near future.
Prior to July 1, 2009, cost-of-living adjustments (COLAs) were provided annually to
KRS retirees equal to the percentage increase in the annual average of the federal Consumer Price Index for all urban consumers for the most recent calendar year, not to
exceed 5 percent in any plan year.
Effective July 1, 2009, and on July 1 of each year thereafter through June 30, 2014, the
COLA was limited to 1.5 percent provided the recipient had been receiving a benefit for
at least 12 months prior to the effective date of the COLA. The legislature reserved the
right to suspend or reduce the COLA if, in its judgment, the welfare of the Commonwealth so demands. On July 1, 2013, the COLA was not granted.
In 2013, the General Assembly eliminated the cost-of-living adjustment provision for
retirees except under extraordinary financial circumstances. Beginning with the 2013
Fiscal Year, COLAs will be given to retirees only if the retirement system in which the
retiree has service is funded over 100 percent, and giving the COLA will not reduce the
funding level of that system under 100 percent. Additionally, a COLA may be given if
the General Assembly provides funding to pay for one.
What is the PFM report? In September 2016, the Bevin administration selected PFM
Group to provide “a comprehensive review of Kentucky’s state pension systems.” (Link
to 2016 press release: http://kentucky.gov/Pages/Activity-stream.aspx?n=Ke
ntuckyGovernor&prId=167) The study cost $1.2 million. https://transparency.
ky.gov/search/Pages/contractsearch.aspx#/contract
PFM presented its third and final report to the legislature’s Public Pension Oversight
Board on Monday, Aug. 28, 2017. All of the PFM documents are online. https://pensions.ky.gov/Pages/Consultant-Reports.aspx “PFM Briefing Presentation, Aug.
28” is a PowerPoint presentation that sums up the recommendations.
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Who manages government pensions in Kentucky?
Kentucky Teachers’ Retirement System.“KTRS administration is the responsibility of
a Board of Trustees consisting of nine members. Two of these, the Chief State School
Officer and the State Treasurer, are ex-officio, serving by reason of their office. The
remaining [seven] trustees are elected to four-year staggered terms by KTRS members.
Kentucky law requires that four trustees be active members, one trustee be a retired
member, and two trustees be persons from outside the teaching profession.” (From the
KTRS Web site.) Summing up: seven of nine KTRS trustees are elected by KTRS members.
Judicial Form Retirement System. This system administers the Legislators’ Retirement
Plan and the Judicial Retirement Plan, but the plans remain separate entities. (Staff
with the Legislative Research Commission are under KRS.) The Judicial Form Board of
Trustees has eight members:
• Two members are appointed by the governor. These appointees can’t be in the plan or
draw benefits from the plan.
• Three members are appointed by the state Supreme Court.
• One is appointed by the President of the Senate.
• One is appointed by the Speaker of the House.
• One is appointed by both the President and the Speaker.
Kentucky Retirement Systems. In 2013 the General Assembly reorganized the KRS
Board of Trustees. The board was expanded from nine to 13. On June 17, 2016, Gov.
Matt Bevin issued an order abolishing the board and establishing a new 17-member
Board of Directors that “grandfathered in” all the trustees except one. That trustee, No.
18, is a non-voting director. Bevin’s reorganization was ratified during the 2017 legislative session but “Board of Directors” was changed back to “Board of Trustees.” (See Page
14-16.) KRS Board composition:
Six elected directors:
• Three directors elected by County Employees Retirement System stakeholders.
• One director elected by State Police Retirement System stakeholders.
• Two directors elected by Kentucky Employees Retirement System stakeholders.
Eleven directors appointed by the governor:
• The Personnel Cabinet secretary.
• One director “knowledgeable about the impact of pension requirements on local governments.”
• One director appointed from a list submitted by the League of Cities.
• One director appointed from a Kentucky Association of Counties list.
• One appointed from a Kentucky School Boards Association list.
• Six additional appointed directors including at least two who have investment experience.
Pension Activist’s Handbook
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Blue = trustee elected by stakeholders. Red = trustee appointed by governor.

KRS Board Controversy Timeline
In the words of TV detective Adrian Monk, here’s what happened:
April 20, 2016. Gov. Matt Bevin issued executive orders removing Thomas K. “Tommy” Elliott from the KRS Board of Trustees (Order #2016-0211) and naming Dr. William F. Smith of Madisonville as Elliott’s replacement (Order #2016-0214). Mr. Elliott
had been appointed by Gov. Steve Beshear to the board for a term ending March 31,
2019, and was serving as board chairman.
“Bevin spokeswoman Jessica Ditto said the governor removed Elliott because, under
Elliott’s leadership, the Kentucky Retirement Systems opposed a bill in the [2016] state
legislature that would have required it to disclose investment fees, contracts and staff
salaries on its website. And it would have required the systems to use the same competitive bidding process used by the rest of state government. ‘KRS needs a fresh start and
more transparency,’ Ditto said.” (“Bevin removes chairman of state’s retirement systems; board opposes move” by Adam Beam, Associated Press, Posted: April 20, 2016.)
Regarding the proposed transparency legislation, KRS executive director Bill Thielen
sent a letter to state Rep. Brent Yonts on Feb. 16, 2016. Mr. Thielen communicated
what KRS felt were potential problems regarding Senate Bill 2 – “very significant operational disruption, delays, inefficiencies and administrative costs” – and asked that
the proposals be sent to the legislature’s Public Pension Oversight Board for further
study. The transparency bill did not pass.
Pension Activist’s Handbook
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April 21, 2016. Mr. Elliott assumed his duties as chairman at a Board of Trustees
meeting. Dr. Smith was in the audience but was not sworn in. The board decided to
seek an Attorney General’s opinion on the governor’s orders. The board did not hold
a scheduled annual election to select a new chairman and vice chairman.
May 17, 2016. The Office of Attorney General issued an opinion that the governor
could not remove Elliott and that his replacement appointee was unqualified. (OAG
16-004, May 17, 2016, on the AG’s site under Civil Branch/Office of Civil and Environmental Law/ Opinions.) Dr. Smith sent a letter to the governor declining the
appointment.
May 18, 2016. Gov. Bevin appoints Mark Lattis of Louisville to replace Mr. Elliott.
(Order #2016-0273)
May 19, 2016. Gov. Bevin dispatched Kentucky State Police troopers to tell Mr. Elliott that he would be arrested under Kentucky Revised Statute 525.150 (Disrupting
meetings and processions in the second degree) if he attempted to take his seat on the
board. Mr. Elliott sat in the audience and the board meeting was chaired by an acting
chairman. Gov. Bevin’s new appointee was not present.
May 20, 2016. Jim Carroll, co-founder of Kentucky Government Retirees, filed an
open meetings complaint with the Attorney General in response to the events of May
19.
June 13, 2016. The Attorney General issued a ruling affirming that the police presence at the meeting had a chilling effect on public participation. (Open Meetings
Decision: 16-OMD-124 -- Jim Carroll/The Kentucky Retirement Systems Board of
Trustees. The ruling is online at the AG site under Civil Branch/Office of Civil and
Environmental Law/Open records & open meetings.)
June 17, 2016. Mary Helen Peter, an elected trustee representing Kentucky Employees Retirement System stakeholders on the board, and Mr. Elliott filed a lawsuit in
Franklin Circuit Court seeking a temporary injunction blocking Elliott’s removal
under the April 20 executive order. (Case #16CI-656)
June 17, 2016. Gov. Bevin issues an executive order (Order #2016-0340) abolishing the 13-member Kentucky Retirement Systems Board of Trustees and creating
the 17-member Board of Directors. With the exception of appointed trustee Thomas
“Tommy” Elliott, the trustees were “grandfathered in” as directors on the new board.
The order was received by the Secretary of State’s office at 2:56 p.m.
Pension Activist’s Handbook
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June 22, 2016. Attorney General Andy Beshear announces an intervening complaint
in Franklin Circuit Court to challenge Gov. Bevin’s abolition of the Kentucky Retirement System Board of Trustees.
Aug. 21, 2016. Franklin Circuit Judge Phillip Shepherd temporarily blocked Gov.
Bevin’s removal of Thomas Elliott from the Kentucky Retirement Systems’ governing
board but said Bevin can otherwise continue the reorganization until a final court
decision is made. A final decision is still pending as of April 3, 2017. Mr. Elliott is still
on the board but has been designated “non-voting.”
March 10, 2017. Gov. Bevin’s reorganization was ratified during the 2017 legislative
session when the General Assembly passed Senate Bill 2. The bill went into effect on
March 10, 2017. Note: “Board of Directors” was changed back to “Board of Trustees.”
http://www.lrc.ky.gov/record/17RS/SB2.htm
Copies of the executive orders are online at the Secretary of State’s site under Administration > Executive > Executive Journal. Click on “Executive Journal” to go to a
serch page and search under “Retirement” or the order number.
http://www.sos.ky.gov/Pages/default.aspx
Attorney General opinions and rulings are online at the AG site.
http://ag.ky.gov
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2017 Kentucky Retirement Systems (KRS). Updated Sept. 14, 2017.

KRS Board of Trustees

Jerry Wayne Powell

Elected by County Employees
Retirement System (CERS)

Vince Lang

Elected by Kentucky Employees
Retirement System (KERS)

David M. Gallagher

Governor’s appointee
Ky. Association of Counties

David Rich

Elected by County Employees
Retirement System (CERS)

Mary Helen Peter

Elected by Kentucky Employees
Retirement System (KERS)

J.T. Fulkerson

Governor’s appointee
Kentucky League of Cities

Betty Anne Pendergrass
Elected by County Employees
Retirement System (CERS)

Thomas K. Elliott
Governor’s appointee
Non-voting

Wilburn Joe Brothers

Governor’s appointee
Ky. School Boards Association

Keith Peercy

Elected by State Police
Retirement System (SPRS)

John R. Farris

Governor’s appointee

Thomas B. Stephens

Personnel Cabinet secretary
Ex-officio member

Continued...
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Matthew Monteiro
Governor Appointee

Patrick Kelly Downard
Governor Appointee

John E. Chilton

Governor Appointee

William S. Cook
Governor Appointee

David L. Harris

Governor Appointee

Neil P. Ramsey

Governor Appointee

David L. Eager, Interim Executive Director
The Executive Director oversees all day-to-day operations
of KRS and reports to the board.

Contact information for board members and staff is online
at the KRS site. Go to the home page and scroll to the bottom.
Click on “Contact.”

Back to the
“TABLE OF CONTENTS” on
page 3
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KRS 2016 Comprehensive Annual Financial Report, Page 194.

Employer Contributions
One provision in Senate Bill 2 adopted in 2013 stated
that all state agencies will begin paying the full employer contribution – the actuarially required contribution
(ARC) – into the systems covering state workers. The
full employer contribution included in the 2014-16 biennial budget added about $210 million in new dollars
per year to the fund.
It appears unlikely that the full ARC is sufficient in the
next several years to reverse the damage done to the
Kentucky Employee Retirement System - nonhazardous
by decades of underfunding. So before and during the 2016 legislative session, Kentucky Government Retirees promoted ARC+ (ARC plus) meaning the full ARC plus
additional money to slow the downward spiral. Additional money would strengthen
the fund, reduce recovery time and make it better able to weather future economic
storms.
A budget bill passed in the 2016 legislative session that included about $126 million
above the employer contribution for KERS non-hazardous. The additional funds –
added to the extra employer contributions provided through the new contribution rates
– should have a substantial impact on the fund’s asset base, assuming the fund meets its
projected investment rate of return.
ARC+ logo by Stephen L. Lanham.
Pension Activist’s Handbook
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There is more than one reason for the pension crisis (See Page 6). But underfunding tops
the list. Actuaries determine the rate of employer (state government) contribution (the gray
line) needed to keep the Kentucky Employee Retirement System - nonhazardous solvent.
The red line shows how the General Assembly cut recommended rates. KRS, Pension Oversight Board Materials (April 2016), Inflows vs Outflows.

“Actuaries analyze the financial costs of risk
and uncertainty. They use mathematics,
statistics, and financial theory to assess the
risk that an event will occur and they help
businesses and clients develop policies that
minimize the cost of that risk.” (Occupational
Outreach Handbook, U.S. Bureau of Labor
Statistics) Pension actuaries “use elaborate
data about life expectancy, retirement age,
health care costs and other information to
quantify pension obligations.” (e-How) All
of this to say that actuaries do not pull the
“actuarially required contribution” out of the
air. Ignoring or reducing the ARC has dire
consequences as evidenced by the chart on
Page 5 showing the KERS-nonhaz funding
ratio (assets to obligations) in freefall.
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KRS Stakeholders By The Numbers

KRS 2016 Comprehensive Annual Financial Report, Page 15.
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Benefits By County

KRS 2016 Comprehensive Annual Financial Report, Page 18-19
22
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KRS 2016 Comprehensive Annual Financial Report, Page 19
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The positive impact of pension dollars

Used with permission.
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The Wayback Machine

Underfunding our pensions systems is a bipartisan effort that began decades ago. With help
from documents shared by Kentucky Government Retirees friends, Kentucky Retirement
System publications, and a news article summary compiled in 2012 by journalist Ryan
Alessi, (Where were the outcries over Ky. pension contribution shortages? They were
there, just ignored) here is a pension crisis timeline:
1938. The Teachers’ Retirement System was established by the General Assembly but no
money was appropriated until 1940. Social Security and the Teacher by Martha A. Moloney, Legislative Research Commission, August 1973, Research Report No. 104, Page 3.
1954. Congress passed a law extending Social Security coverage to state and local government employees already under a retirement system. Social Security and the Teacher,
Page 1.
1956. The Kentucky Employees Retirement System (KERS) was created by the Kentucky
General Assembly in order to supplement the benefits provided by Social Security.
1956. According to a 1973 report, starting in 1956 legislation was introduced at each
session of the Kentucky General Assembly that would enable teachers to obtain Social
Security coverage. Social Security and the Teacher, Page 36.
1958. The State Police Retirement System (SPRS) and County Employees Retirement
System (CERS) were established.
1992. The General Assembly “set rates for state agency contributions rather than using
the rates set by the board of the retirement systems…[Gov. Brereton] Jones, who recommended the lower rates, said they wouldn’t affect benefits or jeopardize the retirement
fund.” State to appeal ruling on pension funds, Associated Press, April 26, 1994.
26
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1993. The KRS Board of Trustees sues the state. (AP)
1994. Franklin Circuit Judge Bill Graham rules in favor of KRS - the state must put
another $25 million plus interest in the pension fund. State to appeal ruling on pension
funds, Associated Press, April 26, 1994.
State Sen. Joe Meyer writes an opinion piece in response to a State Journal editorial that,
in his words, used “the inflammatory phrase ‘raiding the retirement systems’ to describe
a bill I’m sponsoring to restructure the way decisions are made about funding the three
retirement systems…” His bill would have appointed an auditor independent of the Kentucky Retirement Systems. Sen. Meyer wrote, “Nothing could be further from the truth.
No ‘raid’ of the system is envisioned or even possible...” SB 64 no ‘raid’ on retirement
system, The State Journal, Frankfort, Ky., Jan. 16, 1994.
1995. Gov. Jones wins the appeal – Jones v. Board of Trustees of Kentucky Retirement
Systems. The ruling says, in part, “While we recognize that the retirement savings system
has created an inviolable contract between KERS members and the Commonwealth, and
acknowledge that the General Assembly can take no action to reduce the benefits promised
to participants, we must nevertheless reverse the trial court. Contrary to the approach it
took, the focus of the litigation should be upon what, if any, substantive contractual infringement occurred by virtue of the actions of the Governor and General Assembly in
rejecting the recommendations of the Board. We conclude that since there was no showing
that any benefit commitment made to KERS members was infringed, or threatened, the
Board had no power to mandate rates of contribution and require their adoption.”
2002. “The nine-member board of the Kentucky Retirement Systems voted unanimously Thursday to “steadfastly oppose” [Gov. Paul] Patton’s plan. The retirement system
‘should not be used as a tool to solve short-term budget shortfall,’ the board said.” Panel
opposes retirement proposal, Jack Brammer, The Herald-Leader, Jan. 9, 2002. Alessi
timeline.
Charles B. Wells, then-executive director of the Kentucky Association of State Employees (KASE) said, “The [Patton] administration should deliver the money the program
says is needed to remain solvent. It should not deviate by one penny.” Governor would
trim funding for retirement; State employees group opposing 1-year cutback by Jack Brammer, The Herald-Leader, Jan. 15, 2002. Alessi timeline.
2003. “Preventing Kentucky’s government employee retirement systems from running
out of money may require hundreds of millions of dollars from tax increases, cuts in
other state programs or some economic miracle within 10 years. ‘If we just leave it alone,
we’re going to have ourselves a huge mess,’ said Michael Childress, executive director of
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the Kentucky Long-Term Policy Research Center.” Lead and quote from an article by
Karla Ward, The Herald-Leader, Dec. 15, 2003. Alessi timeline.
2004. Then-executive director of KRS William P. Hanes and then-KASE executive
director Charles B. Wells, both speak out strongly and criticize pension underfunding.
Gov. Ernie Fletcher said, “in the future we are going to have to increase that contribution but during tough times we felt like it was not in our ability to meet all of our retirement obligations.” Retirement panel criticizes contribution in Fletcher’s budget: amount
is far less than actuary calls for, Jack Brammer, Herald-Leader, February 2004. Alessi
timeline.
KRS Member News, January 2004. “The Board of Trustees has the unique responsibility
of insuring that sufficient assets are available to fund your benefits during your retirement years. To help fulfill this responsibility, the Board hires an independent actuary
to conduct an annual valuation of the retirement
systems…As recently as November 2003, the retirement systems were required to invade the principal
balance of the KERS trust assets just to pay current
benefits and health insurance costs for retirees…”
Over the next two years, KRS executive director
Hanes said, Gov. Fletcher’s budget would provide
$201 million less than what the agency’s consulting actuary says will maintain the systems’ financial
integrity. “This will not affect benefits of current state
retirees, but retirees down the road will be affected,”
Hanes said. Retirement panel criticizes contribution
in Fletcher’s budget; Amount is far less than actuary calls for, Jack Brammer, the HeraldLeader, Feb. 5, 2004. Alessi timeline.
2005. KRS Member News, September 2005. A column compares the three funding
sources – contributions from employees, the employer contribution and investment – to
a three-legged stool and says, “Instead of having a very stable stool that requires little
or no effort to use, it becomes a never ending battle to stay on the stool. That is exactly
what has happened to the Retirement Systems. Two of the three legs are just fine. The
second leg [the employer contribution], however, has been cut off or shortened to the
point where the financial health of the Retirement Systems has become unstable.”
2006. In seven of the last 13 years, the system’s plans have received less than they were
required to receive under current law, including a shortfall of $213 million in the current 2006-08 biennium, according to KRS executive director Hanes. Retirement System
Chief keeps pushing for more funding, Tedra DeSue, The Bond Buyer, March 30, 2006.
Alessi timeline.
Pension Activist’s Handbook
28

2007. Lawmakers must focus on pensions, Owensboro Messenger-Inquirer editorial,
Jan. 6, 2007. Alessi timeline.
Calling the spiraling cost of providing health insurance and pensions to retirees a “train
wreck waiting to happen,” leaders of three prominent advocacy groups urged Fletcher to
quickly appoint a task force to recommend solutions and called on lawmakers to spend
the state’s projected surplus shoring up the systems. Groups warn of retirement system
crisis; Urge broadening of task force promised by Fletcher, John Stamper, The HeraldLeader, Feb. 2, 2007. Alessi timeline.
2008. Gov. Steve Beshear’s proposed two-year budget would increase the roughly $20
billion shortfall in funding for public retirement systems by nearly $800 million. For
the next two years, Beshear is proposing the same level of funding that is in place now,
which is substantially less than the recommendation of pension experts. The governor’s
budget: Retiree systems’ shortfall to grow, Stephanie Steitzer, The Courier Journal, Jan. 30,
2008. Alessi timeline.
There was a benefit change for new employees in 2008. In accordance with House Bill
1, plan members who began participating on, or after, Sept. 1, 2008, were required to
contribute a total of 6 percent for nonhazardous and 9 for hazardous of their annual
creditable compensation. Five percent for nonhazardous and 8 percent for hazardous
of the contribution was deposited to the member’s account while the 1 percent was
deposited to an account created for the payment of health insurance benefits. Interest
is paid each June 30 on members’ accounts at a rate of 2.5 percent. If a member terminates employment and applies to take a refund, the member is entitled to a full refund
of contributions and interest; however, the 1 percent contribution to the 401(h) account
is non-refundable and is forfeited. For plan members who began participating prior to
Sept. 1, 2008, their contributions remained at 5 percent for nonhazardous and 8 percent
for hazardous of their annual creditable compensation. 2014 Comprehensive Annual
Financial Report, KRS, Page 39.
2009. Prior to July 1, 2009, cost-of-living adjustments (COLA) were provided annually
equal to the percentage increase in the annual average of the consumer price index for
all urban consumers for the most recent calendar year, not to exceed 5 percent in any
plan year. Effective July 1, 2009, and on July 1 of each year thereafter through June 30,
2014, the COLA was limited to 1.5 percent provided the recipient had been receiving
a benefit for at least 12 months prior to the effective date of the COLA. The legislature
reserved the right to suspend or reduce the COLA if, in its judgment, the welfare of the
Commonwealth so demands. On July 1, 2013, the COLA was not granted. 2014 Comprehensive Annual Financial Report, KRS, Page 38. An AP story about the collective hit
to state pension plans across the country quoted the KRS then-executive director Mike
Burnside: “What you hear concern about out there right now is, ‘We the taxpayers are
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going to be stuck with a bill paying for public pensions. And we don’t want taxes raised
to pay for public pensions.’ And that is understandable,” says Burnside. $1 trillion hit to
pensions could cost taxpayers, workers, Barry Massey, AP, April 6, 2009.
Facing a bleak budget situation, the 2010 legislature will nevertheless be asked to increase the General Fund contribution to the public employee retirement plans by at least
$74 million in the next two-year budget period, according to early Legislative Research
Commission estimates. That’s on top of the more than $177 million allocated in the last
biennium for pension and health care costs for non-hazardous-duty personnel. “[The
retirement fund] is in a critical funding situation, and we need to get on track,” KRS
executive director Mike Burnside said. Public pension plans need $74 million increase,
Stephanie Steitzer, The Courier Journal, Oct. 26, 2009. Alessi timeline.
2010. Kentucky’s state pension fund could run out of money in 2019 if contributions remain inadequate and market investments sag, under a worst-case scenario presented to
lawmakers Thursday. More likely, by 2018, the fund will pay out nearly half of its assets
every year for retiree benefits, making it difficult to get the high returns it needs from
large, long-term investments, pension officials said. Adviser: State pension fund sinking
fast, John Cheves, The Herald-Leader, July 8, 2010. Alessi timeline.
2012. House Concurrent Resolution 162 creates the Task Force on Kentucky Public
Pensions. The Task Force issued a report with recommendations in December 2012. The
report gave special thanks by name to the “Pew Center on the States and the Laura and
John Arnold Foundation,” foes of the traditional defined benefit plan.
2013. Senate Bill 2 changes benefits for new employees, yet again, placing new employees under a cash balance plan and ending inviolable contract protections. Plan members who began participating on, or after, Jan. 1, 2014, were placed under a cash balance
plan – not a defined benefit plan. Members in the cash balance plan contribute a set percentage of their salary each month to their own account. Members contribute 5 percent
(nonhazardous) and 8 percent (hazardous) of their annual creditable compensation and
1 percent to the health insurance fund which is not credited to the member’s account
and is not refundable.
The employer contribution rate is set annually by the KRS Board based on an actuarial valuation. The employer contributes a set percentage of the member’s salary. Each
month, when employer contributions are received, an employer pay credit is deposited
to the member’s account. A member’s account is credited with a 4 percent (nonhazardous) and 7.5 percent (hazardous) employer pay credit. The employer pay credit represents a portion of the employer contribution. Information from the 2014 Comprehensive
Annual Financial Report, KRS, Page 38.
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2014-2016. Seven Counties Services, a participating employer in KERS, filed for Chapter 11 bankruptcy protection in 2013. In 2014, the U.S. Bankruptcy Court for the Western District of Kentucky held that Seven Counties was entitled to seek relief and rejected
its contract with KERS. Seven Counties Services ceased making contributions on behalf
of all its employees. In 2016 Kentucky Retirement Systems appealed the decision. The
case is now being considered by the Sixth Circuit Court of Appeals.
In June 2014, the city of Fort Wright, a participating employer in CERS, filed a lawsuit
against KRS alleging that the Board invested CERS funds in investments that were prohibited by both statutory and common law. In addition, the city alleged that the
Board paid substantial asset management fees, which the suit alleges were improper. The
case is pending. Information from the 2014 Comprehensive Annual Financial Report,
KRS, Page 65.
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More information

LEGISLATIVE RESEARCH COMMISSION. Includes contact information for
your legislator. http://www.lrc.ky.gov/
OVERVIEW OF INVIOLABLE CONTRACT. This presentation was on the KRS
site under Pension Oversight Board Materials, May 2016. Contact Kentucky
Government Retirees if you want a copy of the PDF.
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