Example Community College, Kansas
Notes to Basic Financial Statements
June 30, 2015

NOTE __ — PENSION PLAN
Description of Pension Plan

The Example Community College (the College) of Kansas participates in a cost-sharing multiple-employer
pension plan (Pension Plan), as defined in Governmental Accounting Standards Board Statement No. 67,
Financial Reporting for Pension Plans. The Pension Plan is administered by the Kansas Public Employees
Retirement System (KPERS), a body corporate and an instrumentality of the State of Kansas. KPERS
provides benefit provisions to the following statewide pension groups under one plan, as provided by
K.S.A. 74, article 49:

e Public employees, which includes:
e State/School employees
e Local employees

e Police and Firemen

e Judges

Substantially all public employees in Kansas are covered by the Pension Plan. Participation by local
political subdivisions is optional, but irrevocable once elected. Those employees participating in the
Pension Plan for the College are included in the State/School employee group.

KPERS issues a stand-alone comprehensive annual financial report, which is available on the KPERS
website at www.kpers.org.

Special Funding Situation

The employer contributions for the College, as defined in K.S.A. 74-4931 (2) and (3), are made by the
State of Kansas on behalf of the College. Therefore, the College is considered to be in a special funding
situation as defined by GASB Statement No. 68. Accordingly, the State is required to recognize its
proportionate share of the net pension liability, deferred outflows of resources, deferred inflows of
resources and expense for the pension plan attributable to the College. The College records revenue and
pension expense in an amount equal to the expense recognized by the State on behalf of the College.

Benefits

Benefits are established by statute and may only be changed by the General Assembly. Members with
ten or more years of credited service, may retire as early as age 55, with an actuarially reduced monthly
benefit. Normal retirement is at age 65, age 62 with ten years of credited service, or whenever a
member’s combined age and years of service equal 85.

Monthly retirement benefits are based on a statutory formula that includes final average salary and
years of service. When ending employment, members may withdraw their contributions from their
individual accounts, including interest. Members who withdraw their accumulated contributions lose all
rights and privileges of membership. For all pension coverage groups, the accumulated contributions
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and interest are deposited into and disbursed from the membership accumulated reserve fund as
established by K.S.A. 74-4922.

Members choose one of seven payment options for their monthly retirement benefits. At retirement a
member may receive a lump-sum payment of up to 50% of the actuarial present value of the member’s
lifetime benefit. His or her monthly retirement benefit is then permanently reduced based on the
amount of the lump sum. Benefit increases, including ad hoc post-retirement benefit increases, must be
passed into law by the Kansas Legislature. Benefit increases are under the authority of the Legislature
and the Governor of the State of Kansas. For all pension coverage groups, the retirement benefits are
disbursed from the retirement benefit payment reserve fund as established by K.S.A. 74-4922.

Contributions

Member contributions are established by state law, and are paid by the employee according to the
provisions of Section 414(h) of the Internal Revenue Code. State law provides that the employer
contribution rates are determined based on the results of an annual actuarial valuation. The
contributions and assets of all groups are deposited in the Kansas Public Employees Retirement Fund
established by K.S.A. 74-4921. All of the retirement systems are funded on an actuarial reserve basis.

For fiscal years beginning in 1995, Kansas legislation established statutory limits on increases in
contribution rates for KPERS employers. Annual increases in the employer contribution rates related to
subsequent benefit enhancements are not subject to these limitations. The statutory cap increase over
the prior year contribution rate is 0.9% of total payroll for the fiscal year ended June 30, 2014.

The actuarially determined employer contribution rates and the statutory contribution rates for school
employees are 15.12 % and 10.27%, respectively. Member contribution rates as a percentage of eligible
compensation for the fiscal year ended June 30, 2014 are 4.00%, 5.00%, or 6.00% for State/School
employees.

Employer and Nonemployer Allocations

Although KPERS administers one cost-sharing multiple-employer defined benefit pension plan, separate
(sub) actuarial valuations are prepared to determine the actuarial determined contribution rate by
group. Following this method, the measurement of the collective net pension liability, deferred
outflows of resources, deferred inflows of resources, and pension expense are determined separately
for each of the following groups of the plan:

e State/School

e Local

e Police and Firemen
e Judges

To facilitate the separate (sub) actuarial valuations, KPERS maintains separate accounts to identify
additions, deductions, and fiduciary net position applicable to each group. The allocation percentages
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presented for each group in the schedule of employer and nonemployer allocations are applied to
amounts presented in the schedules of pension amounts by employer and nonemployer.

The individual employer allocation percentages for the pension amounts were based on the ratio of the
employer and nonemployer contributions for the individual employer in relation to the total of all
employer and nonemployer contributions of the group.

At June 30, 2014, the proportion recognized by the State of Kansas on behalf of the College was .526%,
which was an increase of .005% from the proportion measured at June 30, 2013.

Net Pension Liability

At June 30, 2015 and 2014, the proportionate share of the net pension liability recognized by the State
of Kansas that was attributable to the College was $7,060,777 and 7,855,475, respectively.

Actuarial Assumptions

The total pension liability was determined by an actuarial valuation as of December 31, 2013, which was
rolled forward to June 30, 2014, using the following actuarial assumptions:

Price inflation 3.00%

Wage inflation 4.00%

Salary increases, including wage increases 4.00 to 12.50%, including inflation
Long-term rate of return, net of investment 8.00%

expense, and including price inflation

Mortality rates were based on the RP-2000 Healthy Annuitant Mortality Table for Males and Females,
with adjustments to better match actual experience. Separate tables apply for males and females as
well as each group (State, School, Local, KP&F and Judges).

The actuarial assumptions used in the December 31, 2013 valuation were based on the results of an
actuarial experience study conducted for three years ending December 31, 2009.

The long-term expected rate of return of pension plan investments was determined using a building-
block method in which best-estimate ranges of expected future real rates of return (expected returns,
net of pension plan investment expense and inflation) are developed for each major asset class. These
ranges are combined to produce the long-term expected rate of return by weighting the expected future
real rates of return by the target asset allocation percentage.
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Best estimates of arithmetic real rates of return for each major asset class included in the pension plan’s

target asset allocation as of June 30, 2014 are summarized in the following table:

Long-Term Target

Long-Term Expected

Asset Class Allocation Real Rate of Return

Global equity 47.00% 6.00%
Fixed income 14.00 0.85
Yield driven 8.00 5.50
Real return 11.00 3.75
Real estate 11.00 6.65
Alternatives 8.00 9.50
Short-term investments 1.00 --

Total 100.00%

Discount Rate

The discount rate used to measure the total pension liability was 8.00%. The projection of cash flows
used to determine the discount rate assumed that contributions from plan members will be made at the
current contribution rate and that contributions from school districts will be made at contractually
required rates, actuarially determined. Based on those assumptions, the pension plan’s fiduciary net
position was projected to be available to make all projected future benefit payments of current plan
members. Therefore, the long-term expected rate of return on pension plan investments was applied to

all periods of projected benefit payments to determine the total pension liability.

Revenue and Pension Expense Recorded by the College

For the year ended June 30, 2015, the College recognized revenue and pension expense in an equal

amount of $572,213.
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