February 26, 1992
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PP Date

MINUTES OF THE __HOUSE __ COMMITTEE ON _PENSIONS, INVESTMENTS & BENEFITS

Representative Don Rezac at

The meeting was called to order by :
Chairperson

5:07  4Af./p.m. on February 19 192 in room 521-S _ of the Capitol.
All members were present except: (all were excused)
Representative Elaine Wells Representative Robert Watson
Representative Walker Hendrix Representative Tom Love
Representative Aldie Ensminger Representative Ken Grotewiel

Committee staff present:

Alan Conroy - Legislative Research
Richard Ryan - Legislative Research
Juanita Blasdel - Committee Secretary

Conferees appearing before the committee:

Craig Grant - Kansas National Education Association
Basil Covey - Retired Teachers Association

Meredith Williams - Executive Director of KPERS

Meeting was called to order at 5:07 p.m. This meeting was a
conclusion of the meeting held at noon.

Craig Grant of KNEA was the first to testify on SB 526, He spoke
from material previously handed out (Attachment #1). He felt that
this bill places some logical and reasonable restrictions on
investments and also changes the structure of operation. Questions
were then asked of Mr. Grant.

Basil Covey of Retired Teachers Association then testified from

material previously handed out (Attachment #2). His group supports
this bill which is designed to improve the working business of KPERS
in preventing future losses from the pension fund. They have no

opinion on how the members of the board of trustees are selected,
only that trustees must be qualified, competent, and free from
fianancial conflict of interest.

Several technical points were brought up by Richard Ryan of-
Legislative Research that might require some technical amencdments.
He and Alan Conroy would talk about these points and inform the
committee regarding this later.

Meredith Williams, Executive Director of KPERS, then answered
questions previously asked and spoke from material handed out
(Attachment #3). He Dbriefly covered each section of +the bill.

Questions were asked by the committee members during his testimony.
Hearings were then closed on SB 526.

The chairman asked for action to be taken on HB 2773. Additional
information that had been requested on this bill was presented in
a balloon (Attachment #4) and some information sheets from Research
Department (Attachment #5) for the committee to consider.

Representative Wisdom moved that the technical amendment in +the

balloon be adopted. Motion was seconded by Representative Macy.
Questions were then asked after which motion carried. Discussion
followed.

Representative Hensley made a motion to support HB 2773 favorably
as amended; seconded by Representative Macy. Questions were then
asked. Motion carried.

Meeting adjourned at 6:15 p.m.

Unless specifically noted, the individuai remarks recorded herein have not

been transcribed verbatim. Individual remarks as reported herein have not

been submitted to the individuals appeaning before the committee for 1
editing or corrections. Page __1__. Of ——
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KANSAS NATIONAL EDUCATION ASSOCIATION / 715 W. 10TH STREET / TOPEKA, KANSAS 66612-1686

Craig Grant Testimony Before
House Pensions, Investments, & Benefits Committee
Wednesday, February 19, 1992

Thank you, Mr. Chairman. I am Craig Grant and I represent Kansas-NEA.
I appreciate this opportunity to visit with the committee about SB 526.

I probably followed the proceedings of the Joint Committee on KPERS
Investment Practices as closely as any other organization lobbyist. For
those of you who did not serve, I can assure you that these legislators
worked extremely hard this past year. The hours were long, the topic was
sensitive, yet it was obvious that the legislators were willing to do the
job they were assigned--to get as much as possible to the root cause of the
KPERS investment probleﬁ. I might go so far as to say that if an equal
amount of "due diligence" had been exercised by the people charged with the
résponsibility of handling our retirement moneys as the joint committee
exercised, there probably would have been no problem.

But there was a problem. Members of KPERS lost over $200 million of
moneys which could have helped us improve what is some of the lowest
benefits in the nation. I know from my calls all last year that my
members--and we represent about 24,000 members of the fund plus a number of
retired members--were worried and angry about what had happened to "their"
retirement money.

Our members wanted something done to guarantee that this situation did
not happen again. SB 526 places some logical and reasonable restrictions
on investments and also changes the structure of operation. We support
these changes.

We don’t support the change in the KPERS Board because we are unhappy

with the present trustees. On the contrary, we believe there are very good
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Craig Grant Testimony Before House PIB Committee, 2/19/92, Page 2

members on the Board presently who are doing good things. But we must
remember that the close scrutiny will eventually fade. We must not relax
our guard once again and not keep the proper oversight on the board.‘
Participating members on the board will help insure that the oversight
continﬁes.

We would ask that you designate that one participating member on the
board be a school member and one a nonschool member. It is fine in
subsection (12) of KSA 74-4909 that the board adopt the rules and
regulations for the election of members; however, we would appreciate it if
you amended KSA 74-4905 (A) (2) to make one member from both systems. I
realize that other fund participants would not be eligible, but these two
groups comprise the vast majority of participants.

Kansas-NEA supports the changes proposed in SB 526. We want the
safeguards and the structural changes in statute. Those changes will,
hopefully, guarantee that even a slight hint of a warning will not be
ignored in the future.

We' thank those of you who served on the joint committee for your hard
work and would ask that the committee pass SB 526 favorably. Thank you for

listening to our concerns.

Attachment #1-2
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February 19, 1992

Members of the House Pensions & Investments
Committes:

My name is Basil Covey and I am chairman
of the Kansas Retired Teachers legislative
committee.

Wie support SB 526 which is designed to
improve the woriking business of XPERS in prevens-
ing future losses from the Pension Fund.

3B 526 grew out of information learned by
the Joint Committees Investigating EPERS practices
during the summer of 1991.

Citizens attending the summer long meetings
soon picked up the neaed for new guidelines to
protect the Pension Fund.

The Joiny Committee made twelve recommendati
for improvement in KPERS to be embodied in legi-
slation. The 1l2th recommendation was removasd
before SB 526 was introduced.

The bill creates a new board of trusteses
starting July 1, 1993. There is some controversy
over this section between the governor and legi-
slature. We have no opinion on how the members

are selected, only that trustses must be qualified,

competent, and free from financial conflict of
interest.

Many sections of the bill are technical in
nature expressing safs and sound methods of
reporting and of investments.

The bill sets up the XPERS fund in the

state treasury. A4 strength in the bill states
the fund is a trust fund and shall be used solsly
for the exclusive purpose of providing bensefits
to members and member beneficiaries and defraying
reasonable expenses of administering the fund.
Investments are to preserve the fund to provide
benefits to members and member beneficiaries.

The bill prevents the XPER3 funds from being
invested and reinvested if the sole or primary
investment objactive is for economic development
or social purposes or objectives.

Pensions, Investments & Benefits
Attachment #2
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APPOINTIVE OFFICERS
(Continued)
Legislative Chairman
Digt, Basil Covey 2
3119 W. 31st 5t. Ct.
Topeka, KS 66614
Phone 913-272-5914

Community Service Chairma:r
Robert D. Carey
PO. Box 187
Moline, K5 67353
Phone 316-647-3619
Informative &
Protective Services Chairman
Frank E. Wilson, Ed. D
2888 SW Knoliwood Court
Topeka, KS 66611
Phone 913-267-1422
Retirement Planning Chairma:
Dale Relihan
PO. Box 86
Chapman, KS 67431
Phone 913-922-6474
Membership Chairman
Ruth M. Lyon
1040 N. 11th
Independence, KS 67301
Phone 316-331-2464
Historian Chairman
Alma Gall
2206 Sixth Ave.
Dodge City, KS 67801
Phone 316-2277-7544
Necavology Chairman
Wilda Novotny
2310 Maple Dr.
Belleville, KS 66935
Phone 913-527-2964

NRTA Coordinator
James H. Nickel
PO. Box 453
Colby, KS 67701
Phone 913-462-2293
Pariiamentarian
Mary E. Plank
917 Dearborn
Baldwin City, KS 66006
Phone 913-594-3173
Cotresponding S 4
and Publicity
Loren K. Litteer
Rt. 3, Box 88
Baldwin City, KS 66006

Phone 913-594-3734

LEGISLATIVE COMMITTT

District 1
Edward Sherraden
1206 Roach
Salina, KS 6401
District 3
Raiph E. Chalender
7227 Hemlock
Overland Park, KS 66204
District 4
Russel Lupton
2008 Hart
Dodge City. KS 67801

District 5
A. W Dirks
11403 Douglas
Wichita, KS 67209
District 6
Ruth M. Lyon
1040 No. 11th

NS

Independence, Ks 67301



Page #2 SB 526

SB 526 creates a Joint Committee on Pensions,
Investiments, and Benefits on January 1, 1993.
The committee will be composed of five senators
and eight members of the Houss. The bill spells
out what committee chairpersons will be on the
Joint committee. In the original bill the Housse
Pensions Committee chairperson was on the committes,
but the Senate amended the Pensions chairpserson out.

We feel that the Houss Pensions chairperson
should be g member of the Joint Committes.

SB 526 ssts the tone for confidence-building
in the future of XKPERS. The word must go out to
the public that the reins of good government is
now in control by qualified, capable peopla.

We are confident that 8B 526 will prevant
£XPERS losses from nevser, ever happening again.

We urge Committee approval of SB 526.

Thank you,

Rt
Basil Covey_ .

Attachment #2-2
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Kansas Public Employees Retirement System

February 19, 1992

Representative Don M. Rezac, Chairman

House Pensions, Investments and Benefits Committee
Room 278-W, Statehouse

Topeka, Kansas 66612

Dear Representative Rezac:

I appreciate the opportunity to comment on the provisions of Senate Bill No.
526 as passed by the Senate. Outlined below are my comments on the proposed
legislation.

Section 1

Subsection (a) calls for the expansion of the Board of Trustees from its
current seven members to nine. This enlarged Board would have a fiscal impact,
although not significant. The election of two Trustees by active and retired
members of the Retirement System would also entail some new expenditures.
Based on the membership of the Kansas Retirement System and the experience of
other public pension systems that elect trustees, we estimate that a trustees’ election
would cost $73,600. The majority of these costs involve postage.

Subsections (f) and (g) both contain restrictions on the investment and
employment activities of members and former members of the Board of Trustees.
These restrictions may be too broad, particularly those in Subsection (f). Given the
wide-ranging Retirement System portfolio, including, over time, substantial
portions of the publicly traded stock universe, Board membership could be severely
limited. The added language in Subsection (g) eliminates the employment
restriction from those publicly traded securities acquired for the Retirement System
by an investment manager. However, this language does not take into account the
universal plans to have a portion of the System’s publicly traded portfolio managed
on an in-house basis. Both subsections would be workable if language were added
to each making it clear that the restrictions were applicable only to the Retirement
System’s non-publicly traded holdings.

Section_2

Subsection (6) calls for the creation of a five-member investment advisory
committee. As no provisions are included for compensating or reimbursing the
members of this advisory committee, no measurable fiscal impact is anticipated.

Section_3

Subsection (3) establishes a new, higher level of compensation for
Trustees. The Retirement System estimates that the new, higher level of
compensation and the addition of two Trustees would result in additional annual
expenditures of $13,139.

Pensions, Investments & Benefits
Attachment #3
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Representative Don M. Rezac
February 19, 1992
Page 2

Section 4

Subsection (2) contains new language calling for the Retirement System to
prepare its Annual Report in accordance with generally accepted accounting
principles. This commendable addition should provide great assurance to System
members and Kansas citizens that the annual results of the System’s operations are
fairly and consistently presented.

Additional language in the same subsection calls for the Retirement System to
annually report for every individual alternative investment the cost and the lower of
cost or market value for each such alternative investment. This additional language
raises a significant public policy issue. The requirement that the market value of
individual alternative investments be publicly disclosed can come into conflict with
the Retirement System’s statutory and fiduciary responsibility to maximize the
value, income, and safety of the System’s assets. The problem with the public
disclosure of such information relates solely to those direct placement and real estate
investments in the System’s current portfolio where the System currently holds the
controlling interest in a non-publicly traded investment. I trust that the problem is
of a temporary and declining nature as the Board of Trustees has placed a
moratorium on future investments of this nature, the direct placement portfolio is
being restructured and liquidated to eliminate such controlling interests, and
legislation seems likely to prohibit such investments in the future. During this
period of adjustment, consideration should be given to allowing the Retirement
System to report the lower market values on an aggregate basis through the
establishment of a loss reserve, reporting on individual investments when the loss
1s actually recognized and a writedown is charged against the previously established
loss reserve. In the alternative, the required reporting of individual market values
could be made applicable to those investments initiated after a specified date.

If the language remains unchanged, the laudable public disclosure will come
at a cost. That cost could well include the abrupt closing of companies in Kansas
and the loss of Kansas jobs.

Section 5

Subsection (3)(a) contains new language stating that employer
contribution rates will be based only on the needs of the System. Similar language
is contained in following sections of the proposed legislation. This language is

most welcome as it serves to preserve and strengthen the actuarial funding basis of
the Retirement System.

Section 6

Subsection (11) calls for the Board of Trustees to develop a plan to
manage a portion of the System’s assets using Retirement System staff. Such a
move will have a fiscal impact and that impact may well be a positive one. As you
know, the Board of Trustees has already initiated actions in this arena, beginning
with the recent hiring of the System’s first Investment Officer. The State Finance
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Representative Don M. Rezac
February 19, 1992
Page 3

Council has provided additional resources to facilitate the same goals. Most
recently, the Retirement System, with the endorsement of the Board of Trustees,
has submitted a proposal for consideration by a House Appropriations
Subcommittee.

Section 8

Subsection (1) contains new language stating that employer contribution
rates will be based only on the needs of the System. Similar language is contained
in following sections of the proposed legislation. This language is most welcome
as it serves to preserve and strengthen the actuarial funding basis of the Retirement
System.

Section 9

Subsections (2) and (3) discuss the investment purposes of the Board of
Trustees. Subsection (3) in particular specifies that “economic development” and
“social purposes or objectives” are not sufficient stand-alone investment objectives.
This language is in accord with Board of Trustee’s current procedures and
practices.

Subsection (4) adds new language containing the prudent expert standard.
The Board has already initiated actions to incorporate the prudent expert standard in
its contractual relationships with managers and consultants.

Subsection (5)(a) increases the common stock limitation to 60 percent of
the value of the fund. This additional discretionary authority will serve the
Retirement System well in future years.

Subsection (5)(b)(1) caps the System’s total “alternative” investments at
ten percent of the total. The System’s current size would place this cap at
approximately $440 million. Language is provided to cover the contingency that
such investments exceed the cap at the effective date of the cap or if subsequent
market forces cause the cap to be exceeded.

Subsection (5)(b)(2) would require at least two other “sophisticated
investors” involvement in any “alternative” investment. The requirement for
institutional coinvestors provides additional safeguards against the abuses that have
taken place in the past by ensuring that each potential investment is subjected to a
minimum of three independent due diligence reviews.

Subsection (5)(b)(3) places a 20 percent limit on the System’s interest in
any one investment. This restriction should ensure that the Retirement System
would not have a majority interest in a particular “alternative” investment.

Subsections (5)(b)(4), (5), (7) and (8) require that “alternative”

investments be proceeded by several determinations, all in keeping with the prudent
expert standard of care.
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Representative Don M. Rezac
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Subsection (5)(b)(6) restricts the Retirement System from investing more
than 2.5 percent of its “alternative” investments in any one “alternative” investment.
Additional language provides that the limitation will be applicable to the underlying
individual assets of a multi-investor pool rather than the pool itself. The remaining
language in this subsection is confusing and suggests that the Retirement System
would be restricted to holding no more than 20 percent of its alternative investments
in multi-investor pools. Such a restriction seems contrary to many other provisions
of this legislation.

Subsection (5)(b)(8) also contains language defining “alternative”
investments. This is a most important definition given the many confusing
definitions in this area.

Subsection (6) requires the Board of Trustees to develop specified policies
and objectives to govern the System’s investment practices. Generally, these
Tequirements seem quite reasonable.

Subsection (7) requires the Retirement System to compensate its
investment managers and others subject to legislative appropriations. The same
subsection calls for the System’s managers and others to obtain errors and
omissions coverage in an amount equal to the funds entrusted to the manager. This
level of mandated coverage is unrealistic. Without exception, the Retirement
System’s current investment managers have indicated that the mandated levels of
coverage are not available in the marketplace. Indications are that such coverages
are most generally found in a range up to $25-30 million and, in some instances,
could be obtained in an amount up to $100 million. The best estimate of the cost of
the mandated coverage, if it were available, is one percent of funds under
management. Given the current assets of the Retirement System, this additional
annual cost would approach $45 million and would be passed on to the System.
Equally important is the fact that the mandated errors and omissions coverage
would not generally provide coverage for those losses resulting from deliberate,
fraudulent acts. Given that the System’s recent losses appear to be the result of
intentional acts, it appears that the cure offered by this mandated level of coverage
may be almost as bad as the disease it purports to prevent.

Retirement System staff were unable to locate any large, public pension fund
that had a similar mandated level of coverage. Retirement System staff asked the
System’s investment managers to comment on the proposed coverage. Their
responses are enclosed with this letter.

Finally, the Retirement System supports the addition of language specifying
the principal-agent relationship that has always existed between the Retirement
System and its managers and others.

Subsection (12) specifies annual audit coverage for the Retirement System.
I would only comment on the provision calling for the Retirement System to
reimburse the Legislative Division of Post Audit for the expenses associated with
the annual financial-compliance audit. Traditionally, that expense, estimated at
$26,000 per year, has been borne by the State General Fund. This legislation
would shift the expense to the Retirement System, increasing the System’s
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Representative Don M. Rezac
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Page 5

administrative costs and reducing the investment earnings available to cover current
and future benefit payments.

I appreciate the opportunity to comment on Senate Bill No. 526. In the event
I have overlooked some element of this legislation, please let me know. All of us
on the Retirement System staff are available at your convenience.
Sincerely,
Meredith Williams

Executive Secretary

enclosures
cc: Members, Board of Trustees

Attachment #3-5
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Richard }. Flannery One Commerce Squarc
Vice P~ -ident Philadelphia, PA 19103
Assis ccretary 215.988.1244

Delaware Management Company, Inc.
L

DELAW;
GROUP

February 11, 1992

VIA TELECOPY

Mr. Jack L. Hawn

Deputy Executive Secretary

Kansas Public Employees
Retirement System

Capitol Tower, Second Floor

400 W. 8th

Topeka, KS 66603

Dear Mr. Hawn:

Attached is a file memorandum dated November 14, 1991 which
outlines the errors and omissions coverage, as well as the fidelity
bond coverage, currently maintained by the Delaware Group.
Generally speaking, the coverage described on the attached
memorandum is available for any claims against Delaware's
investment advisory operation, its mutual fund operation and its
related service and support operations.

As the memo describes, we carry a total of $15 million of
errors and omissions coverage and pay annual premiums of
approximately $560,000 for that coverage. As you know, Delaware
manages approximately $350 million in assets for KPERS. We do not
believe we could obtain $350 million of errors and omissions
coverage at any price. Tc our knowledge, there is simply no market
for investment manager errors and omissions coverage at that level.
We Dbelieve the coverage we currently maintain is at least
consistent with, and probably exceeds, the coverage maintained by
other investment management firms of similar size. If $350 million
of errors and omissions coverage were available to us in the market
(again we do not believe such Ccoverage is available at any price),
we estimate that the annual premiums for such coverage would be
in the range of $5 million to $10 million. That coverage would
cost about five to ten times the total investment management fees
KPERS pays Delaware each year.

We recently assisted another major state employees retirement
system (Pennsylvania State Employes Retirement System or "PSERs")
in analyzing this precise issue. PSERS polled many of its
investment managers, talked to consultants in the industry and then

Attachment #3-6
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Mr. Jack L. Hawn
February 11, 1992
Page Two

established new insurance coverage guidelines for its investment
managers. I enclose a copy of a letter I wrote to PSERS concerning
this issue and a copy of SEC Rule 17g-1 referred to in my letter.
I also enclose a copy of the revised insurance coverage standards
which PSERS recently adopted. As you can see, PSERS adopted an
insurance coverage regquirement generally equal to 1% of PSERS
assets under management (versus the 100% proposed in the Kansas
legislation!).

It is our sincere belief that the proposed Kansas legislation
is completely unrealistic in light of established practices and
standards in the industry, as well as in light of insurance
coverage available in today's market. As I indicated on the phone,
I will call the ICI Mutual Insurance Company today (the captive
insurer of the investment company/investment management industry),
to request immediate assistance from their staff on this issue.

I would be happy to discuss this matter further with you at
your convenience.
Sincerely,

Sl T

Richard J. Flann
Vice President

RIF:pmk
Attachment

cc: Mr. Timothy J. Riddle
Mr. Donald O'Connor (Executive Vice President,
ICI Mutual Insurance Company)
Natalie Shirley, Esg. (General Counsel,
ICI Mutual Insurance Company)

RIF001Q5/021192 -
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MEMORANDUM

TO: FILE
FROM: RJ FLANNERY
RE: INSURANCE COVERAGE AND PREMIUM INFORMATION
DATE: NOVEMBER 14, 1991
Our insurance coverage in the D&O/E&O and Fidelity Bond area is currently as
follows:
L Directors & Officers/Errors & Omissions Insurance

(a) Basic Coverage: $10,000,000 D&O/E&O policy written by ICI Mutual
Insurance Company. The one-year premium (including taxes) for this policy
is $405,489.

(b)  Excess Coverage: $5,000,000 Excess D&O/E&O policy written by Reliance
Insurance Company. The one-year premium (including taxes) for this policy
is $155,000.

1L Investment Company Blanket B idelity Bon

(a)  Basic Coverage: $15,000,000 Investment Company Blanket Bond written by
ICI Mutual Insurance Company. The one-year premium (including taxes) for
this policy is $86,114.

(b)  Excess Coverage: $15,000,000 Excess Investment Company Blanket Bond
written by Gulf Insurance Company. The one-year premium (including taxes)
for this policy is $70,354.

RIF:pmk
RIF001QQ/11/14/91

Attachment #3-8
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Richard J. Flannery One Commeerce Square
Vice President Phitadclphia, PA 19103
Assistant Sccretary 988.1244

Declaware Management Company, Inc.

DELAWARE
GROUP
P ]
September 25, 1991
VIA TELECOPIER

Mr. John C. Lane

Investment Administrator

Ccommonwealth of Pennsylvania

Public School Employees Retirement System
5 North Fifth Street

Harrisburg, PA 17101

Re: Insurance Coverage for Investment Managers
Dear John:

As a follow-up to our telephone conversation earlier this
afternoon, I am enclosing a copy of the relevant sections of SEC
Rule 17g-1. As you can see, this Rule sets forth a "gliding scale"
of required fidelity bond coverage for registered investment
companies (i.e., "mutual funds"). You can see from the enclosed
table that the SEC's sliding scale at the lowest asset levels
requires fidelity bond coverage equal to 10% of the assets in the
fund (e.g., a $50,000 bond is required for up to $500,000 in
assets). At intermediate levels (e.g., $25 million in assets),
approximately a 1% fidelity bond is required. At larger levels
(e.g., $1.5 billion in assets), the fidelity bond is only required
to equal 1/10 of 1% of the assets. In no event is a mutual fund
required to have a fidelity bond larger than $2,500,000 regardless
of the total assets in the fund.

While this Rule is obviously not applicable to the funds your
investment advisory firms manage for the Commonwealth of
Pennsylvania, the sliding scale concept on which the Rule operates
may be of some utility. We also recognize that fidelity bond
coverage presents somewhat different considerations than directors
and officers/errors and omissions (D&0/E&0) coverage. Perhaps a
D&O/E&O "sliding scale" starting at 3 or 4% of assets managed for
smaller accounts, which slides down to 1% of assets managed for
larger accounts is an idea worth considering.

Attachment #3-9
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Mr. John C. Lane
September 25, 13991
Page 2

As I mentioned to you on the telephone, I am sure that Donald E.
o'Connor of ICI Mutual Insurance Company would be happy to discuss
insurance coverage with your other money management firms. Don's
number in Washington is (202) 293-7700. Don is the Executive Vice
President and Chief Operating Officer of The ICI Mutual Insurance
Company.  He is quite knowledgeable about the insurance requirements
of the investment management industry.

If we can be of any further assistance to you as you formulate
your requirements, please do not hesitate to call.

Sincerely,

Richard J. Fla
Vice President

RJIF:pmk
Enclosure

cc: Mr. Richard G. Unruh

Attachment #3-10
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Rule [7g-1. TNonding of OfMicers snd Employees of Registered Management Investment v
npanics. : :

(a) Each'repistered tanagement investment corupany shall proviue and maintain a bond
which shall be issued by a reputable fidelity insurance company, authorized lo do business in the
- place where (e bond is issucd, against larceny and cbezzlement, covering cach officer and
employec of the investment company, who may singly, or jointly with others, have access to
sceurilics or funds of the investment company, cither directly or through authority o draw upon
such funds or lo direct generaily the disposition of such sccuritics, unless the officer or employee
has such access solely through his position as an officer or employee of a bank (hereinafter
referred (o as “covered persons™).

(b) The bond may be in the form of: (1) an individual bond for each covered person or &
schedule or blanket bond covering such persons, (2) a blanket bond which names the registered
management iavestment company as lhe only insurcd (hereinalter referred to as “single insured
bond™), or (3) a bond which names the registercd management investment company and one or

. more other partics as insurcds (hercinalter referred to as a “joint insured bond™) such other
insured partics being limiled {o: (i) persons engaged in the management or distribution of the
shares of the registered investinent company, (i) other registered investment companics which
are managed and/or whose shares are distributed by the same persons (or affiliales of such
persons), (iii) persons who are cngaged in the management and/or distribution of shares of
companics included in (b)(3) (ii) hercinabove, (iv) effiliated persons of any registered manage-
menl investment company namecd in the bond or ol any person included in (b)(3)(i) or
(b} (3} (iii) hercinabove who arc engaged in the administration of any registered management
investment company named as insured in the bond, and {v) any trusl, pension, profit-sharing of
other benefit plan for officers, dircctors or employecs of persons named in the bond.

{c} A bond of the type described in paragraph {b) (1) or {b)(2) hercinabove shail provide
thal it shali not be cancelled, terminated or modified except after writicn notice shall have been
given by the acting party to the affected party and lo the Commission not less than 60 days prior
to the cffcclive date of cancellation, termination or madification. A joint insured bond described
in paragraph (b) (3} hercinabove shall provide that (1) it shall not be cancelied, terminated or
modificd except after written notice shall have been given by the acting parly to the sffected
party, and by the fidefity insurance company lo sll registered investment companics named as
insurcds and to the Cominission, not less than 60 days prior to the eflective date of cancellation, .
termination or modification and (2) the fidelity insurance company shall furnish each registered
management investment company named as an insured with: {i) a copy of the bond and any
amendment (hereto promplly after the execution thereof, (ii} a copy of cach formal filing of a
claim under the bond by any other named insurcd promptly after the receipt thereof, and (i)

notification of the terms of the settlcment of cach such claim prior to the execution of the  _ 4
settlement,
(d) The bood shall be in such reasonable form and amount as a majority of the board of o

directors of the registered management investment company whic are not *“interested persons™ of
such investmeni company as defined by Section 2(8){19) of the Act shall approve as often as
their fiduciary dulics require, but not less than once every 12 months, with due consideration (o
all relevant factors including, but not limited to, the value of the aggregate assels of the
registcred management investment company lo which any covered person may have access, the
type and terms of the arrangements made for the custody and salckecping of such assets, and the
nature of the securitics in the company's portiolio; provided, however, that (1) the amount of &
singlc insurcd bond shall be at Icast cqual to an amount compuled in accordance with he
following schedule: :

Amount of Registered
Management Investment
Company Gross Asscts-—al
the end of the most recent
fiscal quarter prior lo daie of Minimum Amount of Bond
determination (In Doliars) (In Dolisrs)

Up to 500,000 50,000 = . 107
500,000t0 1,000,000 75,000 2
100000010 2,500,000 100,000 ‘
- 2,500000t0 5,000,000 125,000
500000010 7,500,000 150,000
7.500,000 10 10,000,000 175,000
100000000 15,000,000 200,000 -
15000000 to 20,000,000 225,000 —
20,000,000t 25000000 250,000
25000000t0 35000000 300,000 &— APPROX. 17
350000000 . 50,000,000 350,000 ik
50,000,000t0 75000000 400,000
75,000,000 to 100,000,000 450,000
100,000,000t0 150,000,000 525,000
150,000,000 to 250,000,000 * 600,000
250,000,000 lo 500,000,000 750,000
500,000000t0 750,000,000 900,000
750,000,000 to  1,000,000,000 1,000,000 . ‘
1,000,000,000 to  1,500,000,000 1,250,000 :
/500,000,000 to 2,000,000000 1.500.000 &— NoT MoRE THAN: Yo oF L7

Over 2,000,000,000 1,500,000
plus 200,000 for cach 500,000,000 of gross asscls (ﬁr )
up (o a maximum bond of 2,500,000
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PSERS
Insurance

Each manager must maintain Fidelity Bond coverage of a minimum of
$5 million and Error & Omissions coverage equal to 1% of the market
value of the Fund's portfolio under management with a minimum
requirement of $500,000 and a maximum required of $5 million.

Attachment #3-12
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RECEIVED Alliance Capital M
. K Management Corporation
FEB [ 2 1392 1345 Avenue of the Americas
New York, NY 10105
(212) 969-1337

FANSAS FUELIC EMPLOYEES
RETIRFMFNT SYSTEM

A“iance capital Mark R. Manley

Compliance Officer and
Counsel

- February 11, 1992

Federal ExXpress

Mr. Jack L. Hawn

Deputy Executive Secretary
Kansas Public Employees
Retirement System
Capitol Tower :
400 West 8th - 2nd Floor
Topeka, Kansas 66603-3911

Dear Mr. Hawn:

In response to your letter of February 6, 1992, you have
requested information on Alliance’s current Errors & Omissions
(E & O) Insurance and our best estimate of the additional cost in
obtaining insurance coverage equal to the value of the portfolio we
manage for the Retirement System.

Alliance currently maintains $10,000,000 of investment
advisers E & O coverage. As of January 31, 1992, Alliance managed
approximately $167 million on behalf of the Retirement Systen.
Based on my discussions with several E & O professionals at Marsh
& McLennan and my experience in obtaining E&O insurance, we do not
believe that it is currently possible to have coverage limits of
$167 million written by the group of insurer that currently write
E & O insurance.

If a program of this magnitude could be assembled, we would
give a very rough estimate that it would cost an investment adviser
in excess of $4 to $6 million a year.

I hope this is responsive to your request, should you have any
questions, please do not hesitate to let me know.

Sincerely,

MRM:1z /é//
639L .

Attachment #3-13
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‘jULlUS BAER INVESTMENT MANAGEMENT INC.

Jay A. Dimmberger
Managing Director

sent Via Telefax

February 13, 1992

Mr., Jack L. Hawn

peputy Executive Secretary

Kansas Public Employees Retir. Sys.
400 W. 8th

Topeka, XS 66603

Dear Jack:

This letter is in Yresponse to your request for information
regarding errors and omissions coverage for your portfolio managed
by us. Our insurance agent estimates that the premium would be

$750,000 per year. Wwe have maintained insurance at a much lower
level which is described in the attached letter.

I am sorry that I can't give you a lower number, but your request
is gquite unusual and well outside the normal business practice as
we understand it. Please feel free to call me with any guesticns
you may have.

Sincerely,

104

Attachment

330 Madison Avenue ¢ New Yark, New York 10017
Telephone (212) 247-3850 * Telex RCA 238128 » Telefax (212) 557-7839
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JULIUS BAER INVESTMENT ANAGEMENT INC.

lay A. Dirnberger
Managing Director
June 21, 1991
Mr. Marshall Crowther
Executive secretary
Kansas Public Employees Retir. Sys.
capitol Tower, 2nd F1

400 West gth Street
Topeka, XS 66603

Dear Marshall:
This letter details the insurance coverage on Julius Baer
Investment Management, Inc.
Name of Carrier: Swiss Insurance
zurich, switzerland
Type of coverage: 1. Bankers Blanket Board -
2omm Swiss Francs
(approX- §15mm)
5. Fidelity Bend -

10mm Swiss Francs
(approx. £7 . 5mm)

amount Specific ,
to KPERS: None

special provisions: None

please feel free tO call with any questions-

sincerely,

330 Madison Avenue * New York, New York 10017
Telephone (212) 297.3850 « Telex RCA 938128 + Telefax (212) 557.7838
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PACIFIC INVESTMENT
MANAGEMENT COMPANY

February 10, 1992

Mr. Jack L. Hawn
Deputy Executive Secretary
Kansas Public Employees Retirement System

400 West 8th, 2nd Floor
Topeka, K3 66603-3911

Dear Mr, Hawn:

In response to your letter of February 6, 1992, regarding legislation introduced by the Kansas
Legisiature which prescribes certain investment practices and standards, specifically in regard
to Errors and Omissions insurance coverage for persons "entrusted" with the plan’s assets, I
offer the following.

Current E&O Coverage:
$10 million
Estimated Cost of Additional E&O Coverage:

PIMCO currently serves as the investment advisor to approximately $755 million of KPERS
assets. Based upon the preliminary findings of our insurance broker, the existing capacity in
the market from the limited number of carriers that offer Investment Advisors E&O is $80
million to $100 million, and the cost for that lesser level of coverage is roughly estimated to

be between $2 million and $5 million annually.

Comments:

While all of those involved in the management of pension plan assets must adhere to the highest
fiduciary standards, there is an important distinction between the legal responsibilities/functions
of a "trustee” and the responsibilities/functions of an investment advisor; the trustee has physical
control of the assets, while the investment advisor does not. Based upon the tone of your brief
letter, jt is not clear whether this important distinction is recognized within the language of the
proposed legislation. It is PIMCO’s strong opinion that, should the proposed legislation be
adopted, that it would be both inappropriate and uneconomic to apply the insurance coverage
requirement to investment advisors.

While PIMCO does not have direct access to, nor have custody of any client assets, PIMCO
does maintain $10 million in combined limits of Investment Advisors Errors and Omission
Liability insurance coverage for the benefit of our clients. This insurance is relatively
expensive, and most importantly its year-to-year availability and cost, arc highly dependent upon
the cycles of the insurance industry in general,

P.0O. Box 9000
840 Newport Center Drive
Newport Beach, California 82658-9030
(714) 840-3031 ¢ fax {714) 720-1376
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Mr. Jack L. Hawn
February 10, 1992
Page Two

Even in a relatively “soft" insurance market the annual premium for this coverage is almost
$360,000, and coverage limits in the $30 million to $50 million range are generally not
available. In the next "hard" insurance market, to be expected within the next several/couple
years, the annual premivm for PIMCO’s existing $10 million in coverage could easily triple,
and coverage limits beyond the $30 million to $50 million range could be virtually impossible

to obtain.

Each year we review the adequacy/appropriateness of our this level of coverage with outside
insurance brokers and the insurance underwriters themselves. The factors considered are
PIMCO’s management style, recent performance history, type/nature of our client base, and the
levels of coverage maintained by similar investment management firms. While some other
investment managers (typically equilf)l! managers with highly volatile or recently poor
performance), may maintain somewhat higher insurance limits on a relative basis, the insurance
brokers have generally concurred with PIMCQ’s $10 million combined coverage limit.

The specifics of PIMCO's existing coverage follow:

Coverage Limits: Primary $ 5 million

Excess 5 milli

| TOTAL - $10 million
Deductibles: Primary $250,000
: Excess $5 million (underlying policy)

Carricrs: Primary AI Surplus (AIG)

Excess Gulf (Primerica)
Policy Period 3/31/91 to 5/1/92

Please advise if we may be of additional assistance.

Sincerely,

y M JE S

William R. Benz, CFA -~
Vice President =2 _

WRB:dv -
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FEE—1GB8—92 MON

15 =232 LoomMIS SAYILES 1= C O .

[———__ et ] fm——e

BOSTON
CHICACO
: A
LOOM]S'SAYLES'&'COMPANY ~-.h¢‘1§$/§{%§e€
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INVESTMENT COUNSEL ngmmgggo

CHARLES J. FINLAYSON ONE FINANCIAL CENTER, BOSTON, MASS, 0211

VICL PRESIDENT (GLT) A0 -20400
AND
GENCAL SQUNIEL

February 10, 1992

BY FACSIMILE - 913-232-1829

Mr. Jack L. Hawn
Deputy Executive Secretary
Kansas Public Employees
Retirement System
- Capitol Tower, 2nd Floor
400 W, &th
Topeka KS 55503-3911

Dear Mr, Hawn:

Loomis, Sayles & Company, Incorporated ("Loomis Sayles") is an investment
manager to the Kansas Public Employees Retirement System ("KPERS"). Through its
Los Angeles office and Fixed Income Management Division in Boston, Loomis Sayles
manages approximately $675 million of KPERS assets. 1 am responding to your letter of
February 6, 1919 concerning the introduction of Jegislation which would require errors
and omissions coverage in an amount at Jeast equal to the ampount of money entrusted 10
a person under contract with KPERS.

Loomis Sayles currently carries €rrors and omissions coverage for $5 million with 2
$250,000 deductible. The premium for this policy is $207,500. If the proposed legislation
were passed, we would be required to secure an errors and omissions policy in excess of
$675 million. We have discussed this situation with our insurance agent who has
informed us that world capacity for this amount of coverage does not exist. Our
insurance agency informs us that the best estimate they can make would be maximum
caverage of $100 million which would cost more than $600,000 in annual premium,

It is evident that if this legislation were passed, no investment mapager could
satisfy its requirement. 1t appears that the legislation is based upon & false assumption,
i.e. that investment managers bave custody of the plan’s assets which subjects it to a risk
of 100% loss. However, the investment managers do not have custody and the only
foreseeable loss would be as a result of a violation of investment guidelines or applicable
investment laws. If a guideline or statute were inadvertently violated, it would probably
be covered under an E&O policy to the extent that the plan suffered losses as a result of
that violation. It is inconceivable that the plan would be totally at risk for such a
violation — at most only a small fraction of the plan would be at risk. In fact, the
greatest risk that the plan has in hiring an investment manager is poor investment
selection by the manager which would not be covered by an E&O policy.

Attachment #3-18
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Mr. Jack L. Hawn
February 10, 1992
Page No. 2

In sum, we would like to point out the following deficiencies in the proposal: (1)
there is not enough supply in the marketplace to cover the entire portjon of the plan
managed by Loomis Sayles and, presumably, by other investment managers; (2) even if
we did secure $675 million in coverage, it would be subject to claims of other clients and,
carrying the concept to an extreme, that would mean we should carry $26 billion in
coverage; (3) if we were to get the largest amount which we have been told is possible
(i.e., $100 million) the cost would be prohibitive, in excess of $600,000; (4) it is extremely
unlikely that even a significant fraction of the plan’s assets would be at risk as a result of
a covered "error” by the investment manager — errors and omissions policies do not cover
poor investment performance per se; (5) the proposed legislation would effectively
preclude the Board from retaining investment advisers to manage more than an
insignificant amount of the pension plan assets.

Sincerely,
1

‘Charles J. Finlayson
cee Carol McMurtrie |

Diarmuid O’Connell
CJF/img
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0Z-10-92 01:4GEM FC3

™~ - D



Pilgrim

Baxter _ NED

Greig RECENT T

& Associates oy W92

INVESTMENT COUNSEL Ve PLOYEES
£ ngcr’\;: o YSTEN

February 7, 1992

Mr. Jack L. Hawn

Deputy Executive Secretary

Kansas Public Employees Retirement System
Capitol Tower, 2Nd Floor

400 W. 8th

Topeka, Kansas 66603-3911

Dear Jack:

As we discussed yesterday, Pilgrim Baxter maintains a $1 million Errors &
Omissions policy with an annual premium of $36,565. We have submitted an
application to increase the face amount of this policy to $4 million. It is our
understanding that our present carrier, First State Insurance Company, is willing to

absorb the first $3 million at an estimated premium of $70,000. If they do not
increase their limits of coverage, a second carrier will assume the next $1 million at
a premium not yet determined.

Insurance professionals claim that clients of managers such as PBG (i.e., investors in
fully marketable, listed securities) should think of E&O insurance only in the terms
of a very small percentage of their assets under management. When applying for
this insurance in the past, we have been asked to submit the client’s written request
for such coverage to confirm our reason for applying for such coverage because of
us not being a brokerage house. In turn, we have inquired as to the claims history
against such coverage and repeatedly been informed that no claims have been made
by investment managers for this insurance.

You might wish to speak with Kenneth G. Mertz II, Chief Investment Officer of the
Pennsylvania State Employes’ Retirement System. Ken recently worked on the
subject of E&O insurance in regard to his Fund and I am sure he would be more
than happy to share his findings with you. Ken’s phone number at SERS is 717/787-
8540.

HAROLD J. BA~xxcR

PRESIDENT

CHIEF EXECUTIVE OFFICER

1255 Drummers Lane ® Suite 200 ¢ Wayne, Pennsylvania 19087 ¢ (215) 341-9000 ® FAX (215) 254-0547
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Mr. Jack L. Hawn
February 7, 1991
Page 2

I am not qualified to answer your question concerning an estimate of the additional
cost in obtaining coverage equal to the value of our portfolio. If we were able to
obtain such coverage, it would involve numerous carriers and most likely cost in
excess of 1% of assets. Therefore, the annual premium for PBG would be in the
neighborhood of $3 million. Obviously, this cost would have to be passed on directly
to KPERS should such become mandatory.

If we may provide you with additional information, please do not hesitate to contact
us.

Sincerely;

&arold J. Baxter
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February 10, 1992

BY FACSIMILE TRANSMISSION

Mr. Jack L. Hawn :

Deputy Executive Secretary

Kansas Public Employees Retirement System
Capitol Tower, 2nd Floor

400 West Eighth Street

Topeka, Kansas 66603-3911

RE: Errors and Omissions Insurance
Dear Jack:

With regard to your February 6, 1992, letter dealing with
insurance, we have contacted our agent to assist us in an
estimate with regard to Errors and Omissions insurance to cover
the portfolio we manage for KPERS. He Jjust provided us with
information that may be helpful.

First, the highest total amount of Errors and Omissions insurance
written that they are aware of was for Drexel, which had a limit
of $60 million per occurrence at their height of success and was
spread over four companies. We understand that Drexel could not
obtain more insurance. Therefore, there does not seem to be a
way to obtain insurance to cover the KPERS fund that we manage,
not even if Loyds of London and all avenues are utilized.

If it was available, the "rule of thumb" is 1% of the amount
covered; thus, in our case, the policy would cost over $4 million
annually. Of course, 1% could be negotiated, but the general
concept of this type of large E & O coverage is not possible.

As you may recall, we currently carry $5 million in Errors and
Omissions insurance. We are concerned that there is
misunderstanding as to what E & O insurance covers. It seems
essential to review in each case what is the type of money being
managed and what is the potential for errors and omissions. The
potential areas for errors in the portfolios we manage are funds
uninvested, forgetting to sell a security, going outside of
guidelines, and having either an unacceptable credit or maturity
in the portfolio. In most cases, the potential loss deals with
market fluctuations that occur before the error is spotted.

PAYDEN & RYGEL » 333 SOUTH GRAND AVENUE a SUITE 3250 = LOS ANGELES, CALIFORNIA 90071 = (213) 625-1900
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Mr. Jack L. Hawn

Kansas Public Employees Retirement System
February 10, 1992

Page two

For example, if the total portfolio of over $400 million was
covered, E & O insurance means one occurrence could be $400
million, which would not occur. If there was an error or
omission on a $40 million dollar transaction, and it was on a
security that had the maximum five-year maturity and it was not
discovered for one month, a $5 million error would mean interest
rates move over 3% in 30 days (i.e., in today's environment,
rates going from 6.35 to 9.65%.

We have several checks to avoid such errors and omissions, and of
course the KPERS system can monitor the portfolios from the
monthly reports. Actually, if there was a need, a daily listing
of both transactions and assets is available. Given an overall
average maturity of two years, the interest rate risk is not
large like it would be with a long bond portfolio. Also, the
KPERS funds we manage are heavily weighted in U.S. Treasuries and
Agencies. Currently, only 10% is invested in non-government
securities, but they are all rated single A or higher. Even in a
very different environment where we emphasize sectors, we would
not typically have less than 50% in Treasuries Agencies.

Please let me know if you have any questions.
Since[;I},

)

San J. Rygel

SJR/cl

cc: Ms.Elizabeth B.A. Miller

c:\wp50\corres\0210
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February 10, 1992

Jack L. Hawn

Deputy Exccutive Secretary
KPERS

Capito! Towcer, 2nd Floor
400 W. 8th

Topcka, XS 66603-3811

Tyear Jack:

In response to your Jetvters “of February 6 and Februzrv 10, 1 am
providing you with the following information:

Chemical Bank iz currently c¢overed by a $30 million Bankers
Professtonal Liabilily pulivy which costs $2.5 million per year. Errors and

omissions insurance is extremely expensive and therefore only a few New -

York moncy center banks have purchasced this typz of insurance.

If Chemical Dank were reguired to purchasc coverage cqual to the
3150 million to $200 million portiocn of the Direct Placement Fortfolio which
we are currently managing, our peolicy costs could inercase by S10 million.
We ure currently being paid $1.44 million per year for our services.

1 hope this brief pote addresses the ILegisiature's questioms. If it
does mot, please fecl free to call me at (212) 310-6075,

Sinc"rc!y,

B P é/

Brian P, Muruh
Associate

YNPg W3HD &P:8T 6.
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&> ' "MURA CAPITAL MANAGEME" ", INC.

- PAGE )
TO KPERS : DATE: :
2 ., 10, 92 1 1

DEPT:
FROM:

ATTN:  Jack L. Hawn Jchn F. Wallace
Peputy utLve Secretary FAX NO.: (212) 609-8836

As discussed, Nomura Capital Management, Inc. presently does not
have Errors and Omissions insurance coverage.

Our insurance broker stated that coverage for all NCM accounts
should be approxzimately $15 millien; not the total amount of funds

under management.

Such coverage ($15 million), on an annual basis was estimated to
be $189,000 with a $150,000 deductible and $160,000 with a deductible

of $1 million.

If additional information is required, please contact me directly.

07551/1
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e : Benjamin G. Gifford
.l HE Executive Vice President

(YCONNOR
GROUP

February 10, 1882

Mr. Jack L. Hawn

Deputy Executive Secretary

Kansas Public Employees Retirement System
Capitol Tower

2nd Flocor

400 West 8th ,

Topeka, Kansas 66603-3911

Re: Errors and Omissions Coverage

Dear Jack:

We currently carry errors and cmissions coverage in the
amount of $2,000,000. If we were to carry coverage equal to
the value of the portfolio we manage ($320 million) the
annual premium is estimated to be approximately $2,000,000.
our insurance broker, Willis Coroon, has indicated that in
their oplnion it is doubtful that coverage in the amount of
$320 million is commercially available. The cost of such
insurance would significantly exceed the annual investment
advisory fee we receive from KPERS.

Very truly yours,

ord

BGG/my

J.W, 0*Connor & Ca. Incorporsled ® 200 Park Avenue = New York, New York 10166 ~ 212 6877420 » FAX 212 687-7311
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I@ Lehndorff & Babson Real Estate Counsel

February 10, 1992

Mr. Jack Hawn

Deputy Exccutive Secretary

Kansas Public Employees Retirement System
Capitol Tower, 2nd Floor

400 W. 8th

Topeka, Kansas 66603-3911

Re: Errors and Omissions Coverage

Dear Mr. Hawn;

Lehndorff and Babson currently carries errors and omissions coverage with limits of $1,000,000.
We are currently investigating the National Council of Real Estate Investment Fiduciaries

(NCREIF) Professional Liability Program which has increased limits. We will keep you informed
of our progress.

If T can be of additional assistance, please let me know.

Sincerely,

=

ot el
Marilyn\Hatfield

Vice President
Risk Management

MHHIt

cc: G. Andrews Smith

Attachment #3-27
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February 7, 1992

Jack L. Hawn

Deputy Executive Secretary

Kansas Public Employees Retirement System
Capitol Towers, Second Floor

400 W 8th street ’

Topeka, Kansas 66603-3911

Dear Jack:

This letter is in response to your letter of February 6, 1992. Your letter
makes reference to language in legislation recently introduced in the Kansas
Legislature regarding errors and omissions insurance and the extent of
coverage required in certain situations. The legislation apparently refers
to coverage in an amount at least equal to the amount of monies of the fund
entrusted to such person. As you know, Commerce Bank and Trust, as
Investment Custodian, has no monies entrusted to it. Your letter also asks
for a best estimate of the additional cost in obtaining coverage equal to
the value of the portfolio managed. As you know, Commerce Bank and Trust,
as Investment Custodian, does not manage a portfolio of assets for KPERS.

For the reasons stated above, we can not respond precisely to the request in
your February 6 letter. In an attempt to provide you with information, we
are however, seeking to determine what additional errors and omissions
coverage we could obtain as the Investment Custodian and the approximate of
any additional coverage obtainable. We will provide this information as

soon as possible.

nior

Comptroller
Commerce Bank and Trust
3035 S Topeka Blvd.
Topeka, Kansas 66611
913/267-430

JA:mt

3035 South Topeka Avenue * Topeka, Kansas 66611 » Telephone: 813-267-0123 « Member FDIC
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Deputy Executive Secretary : ‘i
400 West Eighth Street

Capitol Tower, Second Floor
Topeka, Kansas 66603

Dear Jack,

At this time MRM has errors and omissions coverage of $500,000. This coverage is deemed
adequate as we manage only publicly traded stocks and bonds and do not accept custody of

any chent funds.

Prehmmary quotes for errors and omissions coverage equal to the total of assets that we
manage for you range from perhaps $500,000 - $1,000,000 per year. We are told that a
policy of this size would require a special effort, probably with Lloyd's of London. Please let :

me know if you will need a more precise quote figure. : e

Best Regards,

Franklin K. Crews

MARKET RESEARCH & MANAGEMENT CORPORATION O 418 FIRST NATIONAL CENTER O HUTCHINSON, KANSAS 67501 [J 316 663-9143
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: Bankers Trust Company

280 Park Avenue, New York, New York 10017

Robert W. Betz Mailing Address:
Vice President P.O. Box 318, Church Strect Station
Public Funds Division February 10, 1992 New York, New York 10008

Telephone: 212-454-4672
Facsimile: 212-454-2647

Mr. Jack L. Hawn

Deputy Execntive Secreta.%

Kansas Public Employees Retirement System
ngitol Tower

400 W. 8th Street, 2nd Floor

Topeka, Kansas 66603-3911

Dear Jack:

It is not clear to me as to whether or not the proposed legislation would impact us acting as
Custodian, In any event, the following information is provided with respect to our existing

coverage.
Bankers Trust Blanket Bond

Bankers Trust maintains the broadest Bankers Blanket Bond coverage available in the
marketplace. This coverage includes employee dishonesty, computer crime, on-premises
theft and burglary, in-transit loss (while in possession of our employees or designated
messengers), destruction, or forgery. The limit of liability is $125 million, excess of a $10
million deductible. The lead primary underwriter is Lloyds of London.

Excess Premises and Transit Coverage
Additional coverage for physical losss of securities while being held on premises or while

being transported by our employees or designated messengers is provided in the amount of
$375 million. This applies in excess of the Bankers Blanket Bond coverage noted above.

The top $10 million of this coverage includes a "Lost Instrument Bond” (LIB) feature,
which equates to an estimated $1 billion of "indemnities on demand.”

Errors and Omissions
We have chosen to self-insure our Errors and Omissions risk. Our ongoing monitoring of
conventional insurance availability indicates that the market has not offered Errors and

Omissions coverage of reasonable breadth and terms to warrant the necessary expenditure
of premium dollars. )

If you need any further information, please do not hesitate to contact me.

Sincerely,

o~
Y
P
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Mr.Jack L. Hawn February 14, 1382 ¢
Deputy Bxecutive Secratary k
Kaoeas Public Employess Ret., Sys.
Capital Tower 2ad floer ‘
400 W. Rth . { .
Topeka, Hansas 66603-38911 . .
re! Certificets of Imsurance !
Custodinl Bervices '
Dear Mr. Hawx: . %
. £
The certificate of imsurence for Bankers Blernket Bond spvarage that ! o
was sept to you ip mid-Dacember 10832 {eopy ancloeed) provides coveraga i :
fov asts of fraud. It does not provide arrors or omisslens coverage. '
Dus to pressnt insurance market conditions, =nd the inability ! !'
to sscura proper limits of Bankers Professional Brrors fad
Omissions Iusurance, Marine Midlend is self insured for|this
riﬂk- 'x
Should you have zny quesliona, Fael free to call »e at [716) B41-4115.
IE
Ragards, E 4
M&Mfﬁv
Marlenms D. Brumgartnar
pagiatant Pice Presidept
’ 1
{
|
|
|
4
{
> N
enier HosskagBaok greuo ;i I
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Walls Fargo institutional Trust Comp.

Susan K. Freund
- Compliancs Officer &
‘Counsel

April 30, 1991

Ms. Nancy Watts
Kansas Public Employees’ Retirement System
Capitol Tower, 2nd Floor
West 8th Street
Topeka, KS 66603-3911

Re: WFITC Fidelity and Bankers' Blanket Bond Coverage

Dear Ms. Watts:

This is in response to your questions concerning the Fidelity and Bankers' blanket bond
coverage applicable to Wells Fargo Institutional Trust Company (“WFITC™). Fidelity and
blanket bond coverage is %nvidzd by the Wells Fargo & Company (“WF&Co.”)
Comprehensive Crime Policy, This policy insures WFITC as an affiliate of WF&Co.
against risks of loss or damage resulting from various illegal acts. While it is not the
purpose of this letter to fully describe all the terms and conditions of the policy, I will
aftempt to summarize the sections that describe coverage, limits and carriers. In additon, I
will briefly describe some other coverages that may be of interast to you.

The Comprehensive Crime Policy provides coverage for loss occasioned by employee
dishonesty, burglary, robbery, theft, mysterious disappearence ar damage, and acceptance
in good faith of forged, counterfeit or stolen securities. The limit of coverage for each loss
under the policy is $105 million subject to a $15 million deductible provision with 2 20%

.

participation in any loss in excess of $15 million.

There are a number of factors that may impact poli:hy response, Losses under the policy
may be subject to exclusions which are defined by the terms of the policy. In addition,
coverage may be subject to exhaustion of ennual aggregate limits from prior claims of
others insured under the policy. Customer losses may be subject to further proration,

reduction or ti'riority based on other insurance policies or similar documents covering all or
a portion of the claim.
As is often the case in 2 policy of this size, there is a group of carriers providing coverage.

These carriers include: Lloyds of London, Federal Insurance Company, The Aetna
Casualty and Insurance Company, Continental Insurance Company and United Pacific

Insurance Company.

4% Framont Street

San Francisco, CA 84105
418) &87-2607

ax (418) BS7-2888
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Ms. Nancy Watts
April 30, 1991
Page 2

In addition to the Comprehensive Crime Policy, there are other palicies which may apply to
assets custodied with Errors and omissions coverage relates to losses resulting
from negligence and other unintentional acts. The Bankers Professional Lisbility policy
1eCts C assets from losses in this regard. The coverage limitis $15 million with a
5 million self-insured retention, and a 20% participation in any claim. The carrier 18
Nationa! Union Fire Insurance Company. Assets custodied with WFITC are also covered
by & Pension Trust Liability with coverage limits of $20 million and a $30,000
deductble. Like the Bankers Liability Policy, this policy is also through National Union.

Tn addition to the coverages discussed ebove, there are several liab poliéies insuring

against losses arising from matters which may not be covered under the Comprehensive
Crime palicy or the error and omissions coverages. I will not summarize the details of

these policies because they do not specifically relate to your quesdon, If you would like
further information about these policies, please advise.

This summary relates to policies currently in effect. Insurance policies arc reviewed on a
regular basis and are renewed, modified or terminated. Consequently, the information
provided by this letter is sult?‘ect to change. We would be happy to provide you with
information at a latar date, if you have need of it. .

I hope that this information is helpful. Please contact me if I can be of further assistance.

Sincerely,

SKF/ab
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and amendments thereto, shall be included in the amount of com-
pensation of such member used in determining such member’s final
average salary and shall not be subject to the 15% limitation provided
in this subsection. Any contributions by such member on the amount
of such increase which exceeds 15% which is not included in com-
pensation shall be returned to the member. Unless otherwise pro-
vided by law, beginning with the employer’s fiscal year coinciding
with or following July 1, 1985, compensation shall include any
amounts for tax sheltered annuities or deferred compensation plans.
Beginning with the employer's fiscal year which begins in calendar
year 1991, compensation shall include amounts under sections 403b,
457 and 125 of the federal internal revenue code of 1986 and any
other section of the federal internal revenue code of 1986 which
defers or excludes amounts from inclusion in income;

(10) “credited service” means the sum of participating service
and prior service and in no event shall credited service include any
service which is credited under another retirement plan authorized
under any law of this state;

(11) “dependent” means a parent or child of a member who is
dependent upon the member for at least Y2 of such parent or child’s
support;

(12) “effective date” means the date upon which the system be-
comes effective by operation of law;

(13) “eligible employer” means the state of Kansas, and any
county, city, township, special district or any instrumentality of any
one or several of the aforementioned of; any noncommercial public
television or radio station located in this state which receives state
funds allocated by the Kansas public broadcasting commission whose
employees are covered by social security; or any nonprofit area

agency on aging, any nonprofit community mental health center-and ——

any mproﬁt commumty facd:ty thduds—m&k—mem

receives state or Iocal funds or grants to promde the services oﬁwed
by such organization. If a class or several classes of employees of
any above defined employer are not covered by social security, such
employer shall be deemed an eligible employer only with respect
to such class or those classes of employees who are covered by social
security;

(14) “employee” means any appointed or elective officer or em-
ployee of a participating employer whose employment is not seasonal
or temporary and whose employment requires at least 1,000 hours
of work per year, but not including: (A) Any person covered by or
eligible for or who will become eligible for a retirement annuity

» as provided in K.S.A. 19-4001 et seq. and amendments

thereto,

for the mentally retarded, as provided in K.S.A.

et seqg. and amendments thereto and any nonprofit
independent living agency, as defined by K.S.A.
and amendments thereto

19-4001 °

65-5101
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Seasion of 1903
HOUSE BILL No. 2773
By Representative Reinhardt

1-24

AN ACT concerning the Kansas public employees retirement system;

relating to eligible employers;famending K.S.A. 1991 Supp.\74-
4802 and repealing the existing seohon\ \

sections
Be it enacted by the Legislature of the State of Kansas:

~—46-1302 and

Section 1. K.S.A. 1991 Supp. 74-4902 is hereby amended to read

as follows: 74-4902. As used in K.S.A. 74-4901 to 74-4929, inclusive, i

and amendments thereto, unless the context otherwise requires:
(1) “Accumulated contributions” means the sum of all contribu-

tions by a member to the system which are credited to the member’s '

account, with interest allowed thereon;
~ (2) “acts” means K.S.A. 74-4901 to 74-4929, inclusive, and
amendments thereto;

(3) “actuarial equivalent” means an annuity or benefit of equal
value to the accumulated contributions, annuity or benefit, when

computed upon the basis of the actuarial tables in use by the system; '

(4) “actuarial tables” means the actuarial tables approved and in
use by the board at any given time;

(5) “actuary” means the actuary or firm of actuaries employed or
retained by the board at any given time;

(6) “agent” means the individual designated by each participating
employer through whom system transactions and communication are

directed;

(7) ‘beneficiary” means any natural person or persons or estate !

named by a member to receive any benefits as provided for by this
act. Designations of beneficiaries by a member who is a member of
more than one retirement system made on or after July 1, 1987,
shall be the basis of any benefits payable under all systems unless
otherwise provided by law. Except as otherwise provided by sub-
section (33) of this section, if there is no named beneficiary living
at time of member’s death, any benefits provided for by this act
shall be paid to: (A) The member’s surviving spouse; (B) the mem-
ber’s dependent child or children; (C) the member’s dependent par-
ent or parents; (D) the member’s nondependent child or children;
(E) the member’s nondependent parent or parents; (F) the estate of
the deceased member; in the order of preference as specified in this

Proposed Amendments to House Bill No. 2773

- participating service credit for certain members;
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and amendments thereto, shall be included in the amount of com-
pensation of such member used in determining such member’s final
average salary and shall not be subject to the 15% limitation provided
in this subsection. Any contributions by such member on the amount
of such increase which exceeds 15% which is not included in com-
pensation shall be returmed to the member. Unless otherwise pro-
vided by law, beginning with the employer’s fiscal year coinciding
with or following July 1, 1985, compensation shall include any
amounts for tax sheltered annuities or deferred compensation plans.
Beginning with the employer’s fiscal year which begins in calendar
year 1991, compensation shall include amounts under sections 403b,
457 and 125 of the federal internal revenue code of 1986 and any
other section of the federal internal revenue code of 1986 which
defers or excludes amounts from inclusion in income;

(10) “credited service” means the sum of participating service
and prior service and in no event shall credited service include any
service which is credited under another retirement plan authorized
under any law of this state;

(11) “dependent” means a parent or child of a member who is
dependent upon the member for at least /2 of such parent or child’s
support;

(12) “effective date” means the date upon which the system be-
comes effective by operation of law;

(13) “eligible employer” means the state of Kansas, and any
county, city, township, special district or any instrumentality of any
one or several of the aforementioned er; any noncommercial public
television or radio station located in this state which receives state
funds allocated by the Kansas public broadcasting commission whose
employees are covered by social security; er any nonprofit area

agency on aging, any nonprofit community mental health center end —a- )

any nonprofit community facility for individuals with me“r::!Le’;taﬁ/
which

dation, developmental disabilities and physical disabili
receives state or local funds or grants to provide the services offered

by such organiz If a class or several classes of employees o
any above defined employer are not covered by social security, such

employer shall be deemed an eligible employer only with respect
to such class or those classes of employees who are covered by social
security; .

(14) “employee” means any appointed or elective officer or em-
ployee of a participating employer whose employment is not seasonal
or temporary and whose employment requires at least 1,000 hours
of work per year, but not including: (A) Any person covered by or
eligible for or who will become eligible for a retirement annuity

and any nonprofit countywide economic development corporation

organization

A

s or any community action agenc

’

opportunity act of 1964 and the omni
of 1981

r

y established by the economic
bus budget reconciliation act
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be amended;
(31) “social security” means the

old age, survivors and disability

section of the federal social security act;
ins(‘{;g)‘ncftoml disability” means a physical or mental disability which
prevents the member from engaging, for remuneration or profit, in
any occupation for which the men:lber is reasonably suited by ed-
i training or experience; an
“C‘(i:;la‘;"» “trust” rgneansxalileexpress trust, created by a trust instrument,
including a will, designated by a member to receive payment of the
insured death benefit under K.S.A. 74-4927 and amendments thereto
and payment of the member’s accumulated contributions un(.ler sub-
section (1) of K.S.A. 74-4916 and amendments thereto. A designation
of a trust shall be filed with the board. If there is a designated trust
at the time of the member’s death, the insured death benefit for
the member under K.S.A. 74-4927 and amendments thereto and the
member’s accumulated contributions under subsection (1) of K.S.A.
74-4916 and amendments thereto shall be paid to the trust in.lleu
of the member’s beneficiary. If no will is admitted to probate within

six months after the death of the

member or no trustee qualifies

ithin such six months or if the designated trust fails, for any reason
x;::}:tl:oever, the insured death benefit under K.S.A. 74-4927 fmd
amendments thereto and the member’s accumulated contributions
under subsection (1) of K.S.A. 74-4916 and amendments thereto shall
be paid in accordance with the provisions of subsection g’f) of this
section as in other cases where there is no named beneficiary living

at the time of the member’s death

and any payments so made shall

be a full discharge and release to the system from any further claims.
4 Sec.%: K.S.A. 1991 Supp. J4-4802 hereby repealed.

Sec.d. This act shall take e
its publication in the statute book.

are

t be in force from and after
46-1302 and

New Sec. 2. Notwithstanding the provisions of K.S.A. 74-4913 and amendments thereto, any pe-~son
who is a member of the Kansas public employees retirement system and who did not receive a ref f
such accumulated contributions upon termination of employment with a participating employer - A
receive participating service credit for service after January 1, 1991, as an employee ane
legislative branch of the state of Kansas. Any person receiving participating service credit
pursuant to this section shall not be entitled to any benefit provided in K.,S.A. 46-1302 and
amendments thereto.

Sec, 3. K.S.A. 1991 Supp. 46-1302 is hereby amended to read as follows: 46-1302. (a) Every
person employed by the legislative branch of the state of Kansas on and after January 1, 1984, shall
receive a monthly retirement benefit commencing on the first day of the month after the person has
(1) attained age 65; (2) been employed by the legislative branch of the state of Kansas for 50 or
more days in 10 or more calendar years; and (3) made application for such monthly retirement benefit
to the Kansas public employees retirement system in the form and manner required by the retirement
system. Such monthly retirement benefit shall be equal to the amount determined by multiplying $15
by the total onumber of years in which such person was employed by the legislative branch of the
state of Kansas for 50 or more days. No benefit shall include service with the legistative branch of
the state of Kansas which is credited under the Kansas public employees retirement system or any
other retirement system of the state of Kansas, however, such service may be used in determining
whether the person has been employed for 10 or more calendar years, )

(b) The service described in subsection (a) may be wused by members of the Kansas pubtic
employees retirement system 1{n determining whether such individuals meet any service requirer s
under such system. Except as provided in section 2, no benefit for service described 1in subsec..an
(a) shall be the tasis of any benefit pald under the Kansas public employees retirement system.

(c) No person’s monthly retirement benefit under this section shall be increased for any period
of employment with the legislative branch of the state of Kansas after applying for and commencing
to receive such benefit, nor shall any benefit be forfeited for subsequent employment by the
legisliative branch of the state of Kansas, except as provided by section 2. All benefits shall be
pald from the Kansas public employees retirement fund. As socon as practical after the close of each
fiscal year, the executive secretary of the Kansas public employees retirement system shall certify
to the chairperson of the legislative coordinating counci) the amount of benefits paid under this
section during the preceding fiscal year. The legislature shall pay to the Kansas public employees
retirement fund from moneys appropriated to the legislature a sum equal to the amount of any
benefits payable in the preceding fiscal year under the provisions of this section.

(d) In accordance with the provisions of this subsection, the legislative coordinating council
may terminate the benefits under this section. If the legislative coordinating council decides to
terminate benefits under this section, the chairperson of the council shall notify, in writing, the
executive secretary of the Kansas public employees retirement system. of such termination. Upon
notification of termination of benefits under this section, no further benefits will be payable
under the provisions of this section in any fiscal year which commences after the fiscal year in
which notification of termination s given. Termination of benefits under this section shall not
constitute a claim against the state of Kansas or the Kansas public employees retirement system by
any person receiving a benefit under the provisions of this section or who would have been eligible
to receive a benefit under the provisions of this section in the future.

(e) This section shall take effect and be in force from and after July 1, 1984,

N



MEMORANDUM

Kansas Legislative Research Department

Room 545-N - Statehouse
Topeka, Kansas 66612-1586
(913) 296-3181

February 19, 1992

To: House Committee on Pensions, Investments, and Benefits

Re: Requested Information on H.B. 2773

The Committee requested information concerning the estimated payrolls of selected
nonprofit organizations that are referenced in H.B. 2773. Staff contacted the Kansas Department
of Social and Rehabilitation Services and the Kansas Department on Aging to provide an estimate
concerning the nonprofit organizations in their respective areas.

According to the Department of Social and Rehabilitation Services, the total estimated
covered payroll for local mental health and retardation facilities is $91,645,597. This estimate reflects
the gross salaries and wages and does not exclude any part-time employees who might not be eligible
for membership in KPERS.

The Department on Aging estimated the total covered payroll for area agencies on aging
at $1,297,656. These agencies employ 63.6 full-time equivalent positions. The agency also indicated
that of the ten area agencies on aging, four currently offer a retirement plan.

The 1990 KPERS Annual Report (the latest available) states that the unfunded prior
service liability for KPERS Local is $29,471,400, all of which will be amortized by 2002. The current
KPERS Local rate of 1.8 percent is composed of 0.9 percent for prior service costs and 0.9 percent
for participating service costs, which includes 0.6 percent for death and disability benefits. Any
increase in the unfunded liability for KPERS Local would depend on the number of agencies that
would take advantage of the option to affiliate with KPERS and then the exact number of prior
service years that individual employees would bring to KPERS. The KPERS Board of Trustees does
have the ability to certify specific employer rates, rather than a composite rate for all local employers.

92-0216/ADC

Pensions, Investments & Benefits
Attachment #5
2-19-92



_«RTIN E. SEGAL COMPANY
CONSULTANTS AND ACTUARIES

TS e
ONE PARK AVENUE “:wfv.$ AV
NEW YORK, NEW YORK 10016-5895 — D
(212) 251-5000

FAX: (212) 251-5490

17 Fen i"ébr"déryglf» 1992

JOHN P. MACKIN, Ph.D.
SENIOR VICE PRESIDENT
GOVERNMENTAL DIVISION
DIRECT DIAL: (212) 251-5311 [a TP

Mr. Jack L. Hawn CemUT ay
Deputy Executive Secretary

Kansas Public Employees Retirement System
Capitol Tower - 2nd Floor

400 West 8th

Topeka, Kansas 66603

Re: House Bill 2773
Dear Jack:

House Bill 2773 would amend the definition of eligible employer
to include any non-profit area agency on aging, community mental
health center, and community fac111ty for individuals with
mental retardation, development disabilities, and phy51ca1
disabilities. Are the employees of these non-profit employers
public employees or private sector employees? Does House Bill
2773 raise legal questions regarding the implications of
covering employees of such non-profit employers under KPERS?

If House Bill 2773 were enacted, the new eligible employers that
join KPERS will contribute an actuar1a11y~determ1ned rate of
contribution. Because of the large number of employees involved
(in relation to the total number of local government employees
covered under KPERS), we would want to examine the character-
istics of the new group of employees to determine if a separate
contribution rate should be certified by the Board for this
group of eligible employers.

If the actuarlally-determlned rate of contribution for this new
group of ellglble employers differed 51gn1f1cantly from the
contribution rate for all other local part1c1pat1ng employers,
we would propose that either the Board certify a separate
additional rate or that the KPERS Act be amended to provide for
a longer amortization period for this new group of eligible

employers.
Sincerely,
C;;fii:z;jﬂgackin
JPM:ns

ATLANTA / BOSTON / CHICAGO / CLEVELAND / DENVER / EDMONTON / HARTFORD / HOUSTON / LOS ANGELES / NEW ORLEANS
NEW YORK / PHOENIX / SAN FRANCISCO / SEATTLE / TORONTO / WASHINGION, D.C. / WEST PALM BEACH
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