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AN ACT relating to the fiduciary duties owed to the state-administered retirement

systems.

Be it enacted by the General Assembly of the Commonwealth of Kentucky:

®

@)

= Section 1. KRS 21.450 is amended to read as follows:
The benefits provided by KRS 21.350 to 21.510 to be paid shall be funded through

contract with a reputable life insurance company authorized to do business in this

state, or through investment and reinvestment of funds in securities which, at the

time of making the investment, are by law permitted for the investment of funds by
fiduciaries in this state, or through a combination of such methods. To the extent
that funding is provided through insurance contract, no contributions, payments or

premiums shall be subject to any tax on insurance premiums or annuity

considerations. The investment committee for the judicial retirement fund shall be -

trustee of any and all funds contributed or appropriated to the retirement system,
and shall have sole authority to make msurance contracts or investments.
L "Solely in _the fﬁterg of the members and beneficiaries” shall be
determined in on. ecun actors and shall not _include an
Qumose to further a nongecunw mtgest;
2. "Pecuniary fm " _means_a_consideration having a direct ag

material connection 1o _the financial risk or fin ancial return of an
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23 RS HB 236/GA

have a direct and material connection to the financial risk or financial

return ot Q investment;. gnd

The board members,{-—er} any mvestmerﬁt r_n_gngger or other fiduciary, o
proxy adviser shall discharge their du’aefs with respect to the funds of the

retirement system solely in the interest of the members and beneficiaries and:

- LK)}  For the exclusive purposes of provzdmg benefits to members and

“their beneficiaries and defraying re: Weexpenses of administering
the plan;

2{®]} With the care, skill, pmdénce, and diligence under the
circumstances then prevailing that p prudent person{man} acting in a
like capacny and familiar with such inatters would use in the conduct of
an enterprise of ‘a like character and wm%ﬂ& aims; and

3.4} In accordance with the fgggml, _state, and common laws,
regulations and other instruments goyemmgthc funds and fiduciaries.

(3) Any accrual of benefits provided under this or any other applicable statute shall be
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no less than the benefit adjustment provided for in KRS 21.405(4) from the date of
the last establishment of that benefit, |
(4) The board shall establish ethics policies and procedures by promulgation of
administrative regulations in accordance with the provisions of KRS Chapter 13A.
The ethics policies shall include but not be limited to annual financial and conflict
- of interest disclosure requirements which must be completed by all board members

and made available to the public upon request.
(5) _In_addition to the standards of conduct prescribed by subsection (2) of this

(a) Investment managers shall comply with all applicable provisions_of the
Investment Ad ct of 1940, as amended, and the ru andk", yulations
romulgated thereunder, and shall ly with all other applicable
securities statutes and related rules and regulations that toin ent
managers; and

(b) Proxy advisers and proxy voting services shall comply g’ vith all applicable
provisions of the Investment Advisers Act of 1940, as amended, and the
rules and rgulatzons promulgated thereundér, and shall comply with all
other federal statutes and related rules and regulations that apply to proxy

advisers and proxy voting services.
(6) No contract or a :

and governéd by the laws o{k the Comimonwealth.
P Section 2. KRS 21.540 is amended to read as follows:

1 (a) Bxcepf as provided inifKRS}‘Zl.SSO, 21.560, and subsections (3) and (7) of this
section, the board of trustees of the Judicial Form Retirement System shall be
charged with the administration of KRS 6.500 to 6.577 and 21.350 to 21.510.
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The Judicial Form Retirement System shall have all powers necessary to
administer KRS 6.500 to 6.577 and 21.35b to 21.510 including the power to
promulgate all reasonable ‘administrative f"egf&lﬁtioné; pass upon questions of
eligibility and disability, make employnfaents‘ for services; to contract for
fiduciary liability insurance, investment {;ouns;ling, and actuarial, auditing,
and other professional services subject to tlhe limitations of KRS Chapters 45,
45A, 56,and 57. |
1. ~ The admms&atweoxpensesshalhbe paxd ‘out -of an administrative
account which shall be funded by tx%ansfers of the necessary money, in
appropriate ratio, from the - funds ;amvided for in KRS 21.550 and
21.560. o | |
2.  Authorization for all admmlstratxveaexpenses relating to the operations
of the Judicial Form Retirement. System shall be contained in the
‘blenmal ‘budget unlt request, branch budget recommendatlons, and the
financial plan adopted by the Ge,’geral.ﬁ Assembly pursuant to KRS
Chapter 48. | |
3.  The request from the Judicial Form Retlrement System shall include any
specific administrative &c;gp@gs@ﬁs‘. rcqwestcdby the board of trustees that
are not otherwise specified by this subsectlon
A qualified domestic relations order is%;ued kby a court or administrative
agency sh:ill be bhonored by the Judicial Eorm ‘Reti»r,emet.xt System if the order
is in compliance with the réquirements estpbhshed by the retirement system.
Except in cases mvolvmg chlld support _payments, the Judlclal Form
Retirement System may charge reasonablé and necessary fees and expenses to
the participant and the alternate payee of a qualified domestic relations order
for the administration of the quahﬁed domestic relations order by the
retiremeﬁt system. All feeé and ¢>%pens,es shall be established by
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administrative regulations promulgated by the board of trustees ‘bf the
retirrment system. The qualified domestic relations order shall specify
whether the fees and expenses provided by this subsection shall be paid:
1. Solely by the participant; - |
2. Solely by the altémate payee; or

3, | Equally shared by the participant and alternate payee. :

(c) For purposes' of this subsection, a "qualified do_mestic»relations order" shall

mean any judgment, decree, or order, iﬁcluding approval of a property
: settlement agreement,‘that:
1.- Is issued by a court or administrative agency; and
2. Relates to' the provision of child support, alimony payments, or marital
propertyﬁghts to a spouse, former spouse, child, or other dependent of a
member. |
Nofwithstanding any other evidence of legislative intent, it is hefpby declared to be
the controlling legislative intent that the provisions of KRS 21.345 to 21:580 and
6.500 to 6.577 shall conform with federal statutes or regulations and meet the |

~ qualification requiremer{ts ~ under 26 U.S.C. sec. 401(a), applicable federal -
. regulations, and other published guidance, and the board shall have the autlmnty to

promulgate administrative regulatxons, with retroactive effect if required undcr
federal law, to conform the Leglslators Retirement Plan and the Judicial Reurement
Plan with federal statutes and regulations and to meet the quallﬁcatlon requu'emgntsr |
under 26 U.S.C. sec. 401(a)

In order to improve pubhc tmnsparency regardmg the admuustratlon of the

Legislators' Retirement Plan and the Judlclal Retirement Plan, thc board of trustees
of the Judicial Form Retnement System shall adopt a bwt—practlces model by
postmg the following mformauOn to the system's webszte{Web—sﬁe} and shall make
it available to the pubhc_. .
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Meeting notices and agendas -for all mesetings of the board. Notices and
agendas shall be posted to the system's Me%b-sﬁe} at least seventy-two
(72) hours in advance of the board or conwuttee meetings, except in the case
of special or emergenoy meetings as»provié;led by KRS 61.823;

A list of the members of the board of %u'ustees and membership on each
committee established by.the board, includ;iing any investment committees;

A list of system staff and each staff's salarj;

A list of the fund's professional conéult;ants and their respective fees and
commissions paid by the system; |

A list of the system's expendltures, ,

The annual financial audit of the sys,te@ whis;:hg,,shall include but not be
limited to a statement of plan net assets, :ta statement of changes in plan net
assets, an actuarial value of assets, a schedule of investments, a statement of

funded status and funding progress, and other supportlng data;

All external audits;

 The annual actuarial valuation report of pfnsxon and retiree health benefits of

each retirement plan administered by the system, which shall include a
general statistical section and 'informatioril on contributions, benefit payouts,
and retirement plan demographic data;

All board minutes or other materials that require adoption or ratification by
the board of trustees or comm:ttees of the board The items listed in this
paragraph shall be postcd within seventy-two (72) hours of adoption or
ratification by the board or committees;

All bylaws, policies, or procedures adoptefd or ratified by the board of trustees
or by committees of the board

The summary plan descnptlon for each plan administered by the system;

A document or a lmk to documents contammg an unofficial copy of the
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statutes governing the plans administered by the Judicial Form Retlrement
System; B | ’ .

Investment information, including all investmeﬁt holdings in aggregate, fees,
and commissions for each fund administered by the board, which shall be

'updated on a quarterly basis for fiscal years beginning on or after. July 1,

2017. The system shall request from all managers, partnerships, and any other
available sources all infqnnation regarding fees and commissions and shall,
based on the requested information received: |

1. Disclose the dollar value of fees and commissions paid to each
individual manager or partnership;

2. Disclose the dollar value of any profit sharing, carried interest, or any
other partnership incent'i\fe arrangements, partnership agreements, or
any other paﬂncrship expenses received by or paid to each mé,nagcr or
partnership; and | : N

3.  As applicable, report each fee or commission by manager or partnership
consistent with standards established by the Institutional Limited
Partners Association (ILPA).

In addition to the requirements of this paragraph, the system shall also

disclose the name and address of all individual underlying managers or |

partners in any fund of funds in which system assets are invested;

An update of net investment returns, asset allocations, and the performance of

the funds against benchmarks adopted by the board for each fund, for each

asset class administered by the board, and for each manager over a historical
period. The update shall be posted on a quarterly basis for fiscal years
beginning on or after July 1, 201 7§ '

All contracts o offering documents for services, goods, or property purchased

or utilized by the system. Notwithstanding KRS 61.878, all contracts,
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including investment contracts, shall be sub_]ect to review by the board, the
Auditor of Public Accounts and the Government Contract Review Committee
established pursuant to KRS 45A.705. If any public record contains material
which is not excepted under KRS 61,8;’18,‘_ the system shall separate the
excepted material by removal, scgregatfion, bor redaction, and make the
nonexcepted material available for examin%ation;{fead-}

Information regarding the system's fman%;ial and actuarial condition that is

easily understood by the members, retired pembers, and the public; and

Nothing in this subsection shail require or coénpel the Judicial Form Retirement

System to disclose information specific to the account of an individual member of

the Legislators' Retirement Plan or the Judicial Retlrement kPlan.

No trustee or employee of the board shall'

(a)

(b)

©

(d)

©

®

Have any mterest, direct or mdlrect, in the gams or prof its of any investment
or transaction made by the board, provxded that the provisions of this
paragraph shall not prohibit a member ox‘- retiree of one (1) of the retirement
plans administered by the system from servmg as a trustee,

Directly or indirectly, for hunself or herself or as an agent, use the assets of
the system, except to make current and necessary payments authorized by the
board , T =

Become an endorser, surety, or obligor for moneys loaned by or borrowed
from the board; A

Have a contract or agreement with the retu‘ement system, individually or

through a business owned by the trustee ofr the employee§

Use his or her official position with the retirement system to obtain a financial

gain or benefit or advantage for himself oi' herself or a family member;

Use confidential information acquired durmg his or her tenure with the
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systems to further his or her own economic interests or that of another person;
or
(2) Hold outside employment with, or accept compensation from, any person or
business with which he or she has involvement as part of his or her official
position with the system. The provisions of this paragraph shall not prohibit:
1. A trustee from serving as a judge or member of the General Assembly;
or .
2. A trustee from serving on the board if the compensation is de minimus
 and incidental to the trustee's outside employment. If the compensation’
is more than de minimus, the trustee shall disclose the amount of the
compensation to the other trustees and recuse himself or herself from
any matters involving hiring or retairiing a person or a business from
.whom more than de minimus amounts are received by the trustee. For
purposes of this section, "de minimus" means an insignificant amount
that does not raise a reasonable question as to the trustee's objectivity.
Notwithstanding any other provision of KRS 6.500 to 6.577 and 21.345 to 21.580
to the contrary, no funds of the Legislators' Retirement Plan or the Judicial
Retirement Plan, including fees and commissions paid to an investment ménager,
private fund, or company issuing securities, who manages systems assgis, shall ’be :
used to pay fees and commissions to p’laoementk agents. For purposes of this
subsection, "placement agent” means a third-party individual, who is not an
employée, or firm, wholly or panially owned by the entity being hnred, who solicits
investments on behalf of an investment manager, private fund, or company issuing
securities. |
All contracts for the investiment or management of assets of the system shall not be
subject to KRS Chapters 45, 45A, 56, and 57. Instead, the board shall conduct the

following process to develop and adopt an investment procurement policy with
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which all prospective contracts for the investment or management of assets of the

system shall comply:

(a)

(®)

©

CY

©

®

® @

On or before July 1, 2017 the board shail consult w1th the secretary of the

Finance and Admrmstratlon Cabinet or lus or her desrgnee to develop an

investment procurement polrcy, which shall be wntten to meet best practices

in investment management procurement; ‘ ‘

Thirty (30) days pl‘lOl' to adoptlon the board shall tender the preliminary

investment procurement pollcy to the secretary of the Finance and

Administration Cabinet or his or her desrgnee for review and comment;

Upon receipt of comments from the secretary of the Finance and

Administration Cabinet or his or her desiginee,ﬁﬂyre board shall choose to adopt

or not adopt any recommended changes;

Upon adoptien, the board shall tender the hnalmvestment procurement policy

to the secretary of the Finance and Ad;ninistration Cabinet or his or her

designee; 4 3

No later than thirty (30) days after recerpt of the investment procurement

policy, the secretary or his or her desrgnee shall certlfy whether the board's

investment procurement pohcy meets’ or does not meet best practices for
investment management procurement; and

Any amendments to the investment proéurementfpolicy shall adhere to the

requirements set forth by paragraphs (b) tdl) (e) of this subsection.

1.  Upon request hy any person, the Juéticial _Forrn Retirement System shall
release the following mformatronf”romthe asccounts of any member or
retiree of the Legislators' Retiremént Plan or the Judicial Retirement
Plan, if the member or retiree is a eurrent or former officeholder in the
Kentucky General Assembly: |

a.  The first and last name of the fnember or retiree;

" Page100f69 |
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The plan or plans in which the member has an account or from
which the retiree is receiving a monthly retirement allowance;

The status of the member or retiree, inclixding but not limited to
whether he or she is a contributing to the plans but has not retired,
or a retiree drawing a monthly retirement allowance;

If the individual is a retiree, the monthly retirement allowance that
he or she was receiving at the end of the most recently completed
fiscal year; and

If the individual is a member who has not yet retired, the estimated
monthly retirement allowance that he or she is eligible to receive
on the first date he or she would be eligible for an unreduced
retirement allowance, usihg his or her service credit, final
compensation, and accumulated account balance at the end of the

most recently completed fiscal year.

No information shall be disclosed under this paragraph from an account
that is paying benefits to a beﬁeﬁciary due to the death of a member or
retiree.

(b) The release of information under paragraph (a) of this subsection shall not
constitute a violation of the Open Records Act, KRS 61.870 to 61 .884. |
The board shall adopt:

‘Page 11 of 69
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to vote on_its behalf, unless the grogc_é, adviser or_proxy voting service
acknowledges in writing and accepts un;lg contract its duties under Section
1 of this Act ggd commits to tomg the board»adogted proxy _voting

%

uidelines when th stems S, es order 1o _Co with the
' T
board 's ld dut and other res; ns

Section 1 ot tlus Act. |
(c Al shg- es_held by or on_behalf oz the _s_z _t_t_t_, and whtch the system_is

L8 Lk

ander this section_and

ws, shall be voted

according to the proxy voting guidelines adopted by the board and subject to

the fiduciary duties and other re uiremetétso this section by:

1. The board or investm

having the auth
or
2 A 70, e‘r 70,

acknowledges in writing and accep

tcommitte of ebo

mves

| _ ,
voting service, or sole i
§ e

d who are fiduciaries

r Section 1 of this Act;

nt manager that

umler éontract its duties under

roxy voting guidelines

adopted by the board when voting the gz_s_tl em's shares in order to

under this section.

d) All proxy votes shall be reported at le ;

1. __The vote caption;
2. Thedate of the vote:

the report shall provide:

and other responsibilities

3. The company's name;

4. __ The vote cast for the system;

uarterly to the board. For each

6.___If applicable, the recommendati the proxy adviser or proxy votin
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service.

=»Section 3. KRS 61.645 is amended to read as follows:

The Kentucky Employees Retirement System and State Police Retirement System

shall be administered by the board of trustees of the Kentucky Retirement Systems

composed of nine (9) members, who shall be selected as follows:

(a)

®)

©

(d)

One (1) trustee, who ’shall be a member or retired from the State Police
Retirement System, elected by the members and retired members of the Sfate
Police Retirement System; ' |

Two (2) trustees, who shall be members or retired from the Kentucky
Employe_es Rctirément} System, elected by the members and retired members
of the Kentucky Employees Retirem_ent Sys,tem;

Six (6) trustees, appoint_ed by the Governor of the Commonwealth, subject to
Senate confirmation in accordance with KRS 11.160 for each appointment or
reappointment. Of the six (6) trustees appointed by the Governor, three (3)
trustees shall have investment experience and three (3) trustees shall have
retirement expenence, ’

For purposes of paragraph (c) of this subsection, a trustee with "investment

~ experience" means an individual who does not have a conflict of interest, as

provided by KRS 61.655, and who has at least ten (140) years of expeﬁencev in

one (1) of the followmg areas of expertise:

1. A portfolio manager actmg in a fiduciary capaclty,

2. A professional securities analyst or investment consultant; -

3. A current or retired | employee or principal of a ‘u#ust\*institu'tion,
investmenf or finance organization, or endowment ﬁmd acting in an
mvestment-related capacity; ’

4, A chartered financial analyst in good standing as deter:mned by thc
CFA Institute; or
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5. A university préfessor, teaching investment-related studies; and

For purposes of paragraph (c) of this subsectlon, a trustee with "retirement

experience" means an mdlvxdual who does not have a conflict of i interest, as

provided by KRS 61.655, and who has at teast ten (10) years of experience in

one (1) of the following areas of expertise:%

1. Experience in retirement or pension plan management;

2. A certified public accountant with r’fclev&ﬁtéipéﬁence in retirement or
pension pléh accounting/; v 1 |

3.  An actuary with relevant experlenfce in retn'ement or pension plan
consulting;

4.  An attorney licensed to practice lawlgin«th,é. Commonwealth of Kentucky
with relevant experience in reti‘remeiit ~or’:§ens’i'0n plans; or

5. A current or former university ﬁ?;roféSédr ‘whose primary area of

" emphasis is economics or finance. "}

(2) The board is hereby g;anted the powers and ptiivileges of a corporation, including

but not limited to the following powers:

(a)
®)
©
C)

©
®

To sue and be sued in its corporate name;
To make bylaws not inconsistent with the law,

To conduct the business and promote the gutpases for which it was formed
Except as provided in KRS 61.650(6), to: contract for investment counseling,
auditing, medical, and other professioﬁal or tqchgic_al services as required to

carry out the obligations of the board subject to KRS Chapters 45, 454, 56,

and 57. Actuarial consulting services shail be provxded by a firm hired by the
Kentucky Public Pensions Authority; . |

To purchase fiduciary liability i msurance, |

Except as provided in KRS 61 650(6), to acquire, hold, sell, dispose of, -

pledge, lease, or mortgage, the goods or property necessary to exercise the
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board's powers and perform the board's duties subject to KRS Chapters 45,
45A, and 56; and

The board shall reimburse any trustee, officer, or employee for any legal
expense resulting from a civil action arising out of the performance of his or
her ofﬁeial duties. The hourly rate of reimbursement for any contract for legal
services under this paragraph shall not exceed the maximum hourly rate
provided in the Legal Services Duties and Maximum Rate Schedule
promulgated by the Government Contract Review Committee established
pursuant to KRS 45A.705, unless a higher rate is specifically approved by the
secretary of the Finance and Administration Cabinet or his or her designee.
Notwithstanding the provisions of subsection (1) of this section, each trustee
shall serve a term ofk four (4) years or until his or her successor is duly
qualified except as otherwise provided in this section. An elected trustee or a
trustee appointed by the Governor under subsection (1)(c) of this section, shall
not serve more than three (3) consecutive four (4) year terms, An elected
trustee or a trustee appointed by the Governor under subsection (IV)(c) of this
section, who has served three (3) eonsecutive terms may be elected or
appointed again after an absence of four (4) years from the board. -

The term limits established by paragraph (a) of this subsection shall apply to
trustees serving on or after July 1, 2012, and all terms of office served prior to
July 1, 2012, shall be used to determine if the trustee has exceeded the term
limits provided by paragraph (a) of this subsection.

The trustees selected by the membership of each of the ;va,rious,retirement
systems shall be clected by ballot, For cach trustee to be elected, the board

may nominate, not less than six (6) months before a term of office of a trustee

‘isdueto expire, three (3) constitutionally eligible individuals.

Individuals may be nominated by the retirement system members which are to

- Page 15 of 69
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elect the trustee by presenting to the exectitive director, not less than four (4)
months before a term of office of a trustee/is due to expire, a petition, bearing
the name, last four (4) digits of the Social Security number, and signature of

no less than one-tenth (1/10) of the number votmg in the last election by the
retirement system members,

Within four (4) months of the nomi‘nifations' made in accordance with
paragraphs (a) and (b) of this subsection, the executive director shall cause o
be prepared an _ofﬁcial ballot. The ballot sinall include the name, address, and
position itle of each individual nominated by the board and by petition.
Provisions shall also be made for write-in VOtes

Except as provided by paragraph (j) of tihis subsection, the ballots shall be
distributed to the cligible vaters by mail to theirlast known residence address

“on file w1th the Kentucky Pubhc Pensmns Authority. Ballots shall not be

distributed by maxl to member addresses tepon;ed as mvahd to the Kentucky
Public Pensions Authority.

The ballots shall be addressed to the Kenmcky Retirement Systems in care of
‘a predetermined box number. at avatq;d States Post- Office or submitted
electronicaliy as provided by paragraph (j) of this subséction Access to this
post ofﬁce box shall be limited to the boatrd's contracted firm. The individual
receiving a plurality of votes shall be declgred elected.

The eligible voter shall cast his or her hal&ot by selecting the candidate of his
or her choice. He or she shall sign and qul the ballot or submit the electronic
ballot at least thirty (30) days prior to the; date the term to be filled is due to
expire. The latest mailing date, or date of tsubmmsnon in the case of electronic
ballots, shall be provid,ed on the ballot. .

The board's contracted firm shall report 14 writing the outcome to the chair of
the board of trustees. Cost of an e]ection; shallbe pt:tyablc from the funds of
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 the system for which the trustee is elected.

()

@

)

For purposes of this subsection, an eligible voter shall be a person who was a

member of the retirement system on Décember 31 of the yéar precediﬂg ﬁe

élection year. 4 ‘

Each individual who submits a request to be nominated by the board under

paragraph (a) of this subsection and each individuai who is nominated by the

membership under paragraph (b) of this subsection shall: ' )

1. Complete an application developed by the retirement systems which
shall include but not be limited to a disclosure of any prior felonies and
any conflicts of interest that would hinder the individual's ability to
serve on the board; | |

2. Submit a resume detailing the individual's education and employment
history and a éover letter detailing the member’s qualiﬁcaﬁonsr for
serving as trustee to the board; and ‘

3. Authorize the systems to have a criminal background check performed.
The criminal background check shall be performed by the Department
of Kentucky State Police. k

In lieu of the ballots mailed to members and retired members as provided by

this subsection, the systems may by promulgation of adminién'ative reg’ulaﬁon

pursuant to KRS Chapter 13A conduct trustee elections usmg electronic

- ballots, except that the systems shall mail a paper ballot upon request of any

) (@

eligible voter.

'Any vacancy which may occur in an appointed position during“a term of

 office shall be filled in the same manner which provides for thésyele»ctionk of

HB023610.100 - 1181 - 105794 ~ 5334 - -

the particular trustee, and any vacancy which inay_ occur in an elected position
during a term of office shall be filled by appointment by a majority vote of the
remaining elected trustees with a person selected from the system in which the
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vacancy occurs; however, any vacancy shall be filled only for the duration of
the unexpired term. In the event of a vacancy of an elected trustee during a
term of office, Kentucky Retirement SyStems shall notify members of the
system in which the vacancy occurs of the vacancy and the opportunity to be
considered for the vacant position. Any vd:caney‘during a term of office shall
be filled within ninety (90) days of the posiition becoming vacant. \
Any appointments or reappointments to gn appointed position on the board
shall be made no later than thirty (30) days prior to an éppointed member's
term of office ending. |
Membership on the board of trustees shalL not be incompatible with any other
office unless a constitutional mcompatlblhty exists. No trustee shall serve in
more than one (1) position as trustee on thje hoard' and if a trustee holds more
than one (1) posxtlon as trustee on the boat:d, he or she shall re31gn a position.
A trustee shall be removed from office upon conviction of a felony or for a
finding of a violation of any provision of KRS 11A.020 or 11A.040 by a court
of competent jurisdiction.
A current or former employee of Kmhucky Retirement Systems, County
Employees Retirement System, or the Ki%entucky Public Pensions Authority

shall not be eligible to serve as a member of the board.

(7) Trustees who do not otherwise receive a salary from the State Treasury shall

receive a per diem of eighty dollars ($80) for each day they are in session or on

official duty, and they shall be relmbursed for their actual and necessary expenses

in accordance w1th state admlmstratlve regulatlons and standards.

® @

(b)

The board shall meet at least once in each quatter of the year and may meet in
spec1a1 session upon the call of the chau' or the chief executive officer.
The board shall elect a chaxr and a vice chalr The chair shall not serve more

than four (4) consecutive years as chair Qr vice-chair of the board. The vice-

. Page 18 of 69
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chair shall not serve more than four (4) consecutive years as-chair or Yicé-
chair of the board. A trustee who has served four (4) consecutive years as
chair or vice-chair of the board may be elected chair or vice-chair of the board
after an absence of two (2) years from the positions. |

‘A majority of the trustees shall constitute a quorum and all actions taken by
the board shall be by affirmative voto of a majority of the trustees pfesent.

The board of trustees shall appoint or contract for the services of a chief'
executive oﬁ'lcor and general ‘counsel and fix the compensation and other
terms of employment for these positions without limitation of the provisions
of KRS Chapters 18A and 45A and KRS 64640 The chief executive officer
shall serve as the legislative and executive adviser to the board. The general
counsel shall serve as legal adviser to the board. The chief executive officer
and general counsel shall work with the executive director of the Kentucky
Public Pensions Authority to carry out the provisions of KRS 16.505 to
16.652 and 61.510 to 61.705. The executive director of the Kentucky Public
Pensions Authority shall be the chief administrative officer of the board |
Prior to April 1, 2021, the board of trustees shall authonzc the execut:ve
director to appoint the employees deemed necessary to transact the business
of the system. Effective April 1, 2021, the responsibility of appomtmg
employees.and managing personnel needs shall be transferred to the Kentucky
Public Pensions Authority establxshed by KRS 61.505. o

The board shall require the chief executive ofﬁcer and may requlre the general
counsel to execute bonds for the faxthful performance of hls or her dutles
notwithstanding the hmltatlons of KRS Chapter 62.

The board shall have a system of accounting estabhshed by the Kentucky -
Public Pensmns Authority.

The board shall do all thmgs, take all actions, and promulgatz all

: Page 19 of 69 , '
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administrative regulations, not inconsistent% with the provisions of KRS 16.505
to 16.652 and 61.510 to 61.705, necessary;or proper in order to carry out the
provisions of KRS 16,505 to 16.652 and §1.510 to 61.705. Notwithstanding
any other évidcnée of legislative mtent, it is hereby declared to be the
controllmg legislative intent that the prov1§1ons of KRS 16.505 to 16.652 and
61.510 to 61. 705 conform w1th federal statute or regula’aon and meet the
quahﬁcatlon requxrements under 26 U. S C sec. 401(a), applicable federal
regulatlons, and other pubhshed guxdance Prov1s1ons of KRS 16.505 to
16.652 and 61.510 to 61.705 which conﬂxct with. federal statute or regulation
or-qualification under 26 U.S.C. sec. 40!(a), applicable federal regulations,
and other published guidance shall not bez'available The board shall have the
authority to promulgate administrative regulatlons to conform with federal
statute and regulatlon and to meet the quallﬁcatlon requxrements under 26
U. S C. sec. 401(a), mcludmg an adm:mstratlve regulatton to comply with 26
U.S.C. sec. 401(a)(9). :

Notwithstanding any other provision of statute to the contrary, including but
not limited to any provision of KRS Chaiater 12 the Governor shall have no
authority to change any prov1s10n of KRS 16 505 to 16.652 and 61.510 to
61.705 by executive order or action, mcludmg but not hmlted to reorganizing,
replacing, amending, or abolishing the membershlp of the Kentucky

Retu'ement Systems board of trustees.

(10) Notwithstanding any statute to the ,contrary,fcmployees shall not be considered

legislative agents under KRS 6.611.

(11) The Attorney General, or an ass1stant deéigna%ed by him or her, may attend each

meeting of the board and may receive the Eagenda;, board minutes, and other

information distributed to trustees of the board upon request. The Attomey General

may act as legal adviser and attorney for the board, and the board may contract for

. Page200f69

HB023610.100 - 1181 - 105794 - 5334 GA




23 RS HB 236/GA

legal services, notwithstanding the limitations of KRS Chapter 12 or 13B.

(12) (a)

(b)

The Kentucky Public Pensions Authority shall publish an annual ﬂnancial
report showing all receipts, disbursements, assets, and liabilities for the

systems. The annual report shall include a copy of an audit conducted in

" accordance with generally accepted auditing staridards. Except as provided by

paragraph (b) of this subsection, the board may select the independent
certified public accountant hired by the Kentucky Public Pensions Authority
or the Auditor of Public Accounts to perform the audit. If the audit is
performed by an independent certified public accountant, the Auditor of
Public Accounts shall not be required to perform an audit pursuant to KRS
43.050(2)(a), but may perform an audit at his or her discretion. All
pmceedingé and records of the board shall be open for inspection by the
public. The Kcntuckyl Public Pensions Aﬁthority shall mé,kg copies of the
audit required by this subsection available for examination by any member,
retiree, or Bencﬁciary in the offices of the Kentucky Public Pensions
Authority and fn other places as necessary to make the audit available to all
members, retirees, andfbepéficiaries. A copy of the annual audit shall be sent
to the Legislative Research Commission no later than ten (10) days after
receipt by the board. '

At least once every five (5) years, the Auditor of Public Accounts shall
perform the audit described by this subsection, and the system shall reimburse

the Auditor of Public Accounts for all costs of the audit. The Auditor of

 Public Accounts shall determine which fiscal year during the five (5) year

period the audit prescribed by this paragraph will be completed.

(13) All expenses incurred by or on behalf of the system and the board in the

administration of the system during a fiscal year shall be paid from the retirement

alloWﬁnce account, mcludmg ‘any administrative expenses for the Kentucky Public

HB023610.100 - 1181 - 105794 - 5334
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Pensions Authority that are ass"igﬂned‘to the Kenq,tueky Retirement Systems by KRS

61.505. The board shall submit any administratq‘ive expenses that are specific to the

Kentucky -Retirement Systems that are net otherwise covered by KRS
61.505(11)(@). - ;

(14) Any person adversely affected by a decision of ;he bcard, except as provided under

subsection (16) of this sectlon or KRS 61 665, mvolwng KRS 16 505 to 16.652 and

61.510 to 61.705, may appeal the declsmn of thd board o the Frankhn Circuit Court
within sixty (60) days of the board action. '

15 @

A lrustee shall dtseharge his or her dutles as a trustee mcludmg his or her
duties as a member of a commxttee
1. Ingood faith;

2. Onan informed basis; and |
3. In a manner he or she honestly belie%ves to be in the best interest of the

Kentucky Retirement Systems. '

(b) A trustee discharges his or her duties on ain infermed basis if, when he or she

©

makes an mqmry into the business and hffalrs of the Kentucky Retirement
Systems or into a partlcular actlon to be taken or decision to be made, he or
she exercises the care an ordinary prudent person in a like position would
exercise under similar circumstances.
In discharging his or her duties, a trustee. may rely on information, opinions,

reports, or statements, including financial statements and other financial data,

if prepared or presented by:
1. One (1) or more officers or e‘mpl';oyees of the Kentucky Retirement
Systems whom the trustee honestly believes to be reliable and

competent in the matters presented

N

Legal counsel, public accountants§ actuaries, or other persons as to
matters the trustee-honestly believes are within the person's professional

Page 22 of 69
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or expert competence; or -
3. - A committee of the board of trustees of which he or shé is not a member

if the trustee honestly believes the committee merits confidence.

A trustee shall not be considered as acting in good faith if he or she has

knowledge concerning the matter in question that makes réliance otherwise

permitted by paragraph (c) of this subsection unwarranted.

Any action taken as a trustee, or any failure to take any action as a trustee,

shall not be the basis for monetary dam#ges or injunctive relief unless:

1.  The trustee has breached or failed to perform the duties of the trustee's
office in compliance with this section; and

2. In the case of an‘ action for monetary damages, the breach or failure to
perform constitutes willful misconduct‘ or wanton or reckless disregard
for human rights, safety, or property.

A person bringing an action for monetary dainages under this section shall

* have the burden of proving by clear and convincing evidence the provisions of

paragraph (e)1. and 2. of this subsection, and the burden of proving that the
breach or failure to perform was the legal cause of damages suffered by the
Kentucky Retirement Systems.

Nothing in this section shall eliminate or limit the liability of any trusteé for
any act or omission occurring prior to July 15, 1988.

In discharging his or her administrative duties under this section, a trustee

shall strive to administer the retirement system in an efficient and cost-

- effective manner for the taxpayers of the Commonwealth k'of Kentucky and

shall take all actions available under the law to contain costs for the trusts,

including costs for participating employers, members, and tétirees.\

(16) When an order by the system substantially impairs the benefits or rights of a

member, renred member, or‘:recipigm; except action which relates to entitlement to

HB023610.100 - 1181 - 105794.+ 5334
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disability benefits, or when an employer disagrees with an order of the system as
provided by KRS 61 598 the affected memloer, retired member, recipient, or
employer may request a hearing to be held in accordance with KRS Chapter 13B.
The board may establish an appeals cormmttee whose members shall be appointed
by the chair and who shall have authority to act upon the recommendations and
reports of the hearing officer on behalf of the board The member, retired member,
recipient, or employer aggrieved by a final order of the board following the hearing
may appeal the decision to the Franklin C1rcu1t Court, in accordance with KRS
Chapter 13B. The board may establish a joinétg administrative appeals committee
with the County Employees Retirement Syste%m»angi may also establish a joint
disability appeals committee with the County Employees Retirement System.
The board shall give the Kentucky Educatiém Support Personnel Association
twenty-four (24) hours notice of the board meetings, to the extent possible. -
The board shall establish a formal trustee eduehtlon program for all trustees of the
board. The program shall include but not be lmﬁted to the following:
(@) A required orientation program for all new trustees elected or appointed to the

board. The orientation program shall mclulgde training on:

1. Benefits and benefits administrationi

2. Investment concepts, policies, and current composition and

administration of retirement systemsiﬁvestments- :

3. Laws, bylaws, and adnnmstratwe regulatlons pertammg to the
_retirement systems and to ﬁduclanes, and

4.  Actuarial and ﬁnancral concepts peﬂammg to the retirement systems.

If a trustee fails to eomplete the onentatlon program w1thm one (1) year from

the begmmng of his or her first term on the board, the retirement systems shall

w1thhold payment of the per diem and travel expenses due to the board

member under this section and KRS 16.640 until the trustee has completed the

Page 24 0f 69
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orientation program; _

Annual required training for board members on the administration, benefits,
financing, and investing of the retirement systems. If a mlstee‘ fails to
complete the annual required training during the calendar or fiscal year, the
retirement systéms shall withhold ﬁayment of the per diem and travel
expenses due to the board member under this section and KRS 16.640 until
the board member haémet the annual training requirements; and |

The retirement systems shall incoprtate by refergnce, in an administrative

regulation, pursuant to KRS 13A.2251, the trustee education program.

(19) In ordef to improve public transparency regarding the administration of the systems,

the board of trustees shall adopt a best practices model by posting the following -

information to the Kentucky Public Pensions Authority's websitefWeb-site} and

shall make available to the public:

(a)

®)

HB023610.100 - 1181 - 105794 - 5334

LA S R

Meeting notices and agendas for all meeting# of the board; Notices -and
agendas shall be posted to the Kentucky Public Pensions Authority's
website[Web-site} at least seventy-two (72) hours in advaﬁcé of the board 6r
committee meetings, except in the case of special or emergency meetings as
provided by KRS 61.823; _

The {Gomprehensive—}Annual Comprehensive Financial Report with the
information as follows:

1. A general overview and update on the retirement systems by the

executive director;

A listing of the board of trustees;
A listing of key staff;,

An organizational chart;

Financial information, including a statement of: plan net assets, a

statement of changes in plan net assets, an actuarial value of assets, a
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schedule of investments, a statemgnt of funded status and funding

progress, and other supporting data

6. Investment information, including p genéral overview, a list of the
retirement system's professional con:‘%ultants, a total net of fees return on
retirement systems investments ovef a vhiStorical period, an investment
summary, contracted investment - management expenses, transaction
commissions, and a schedule of i mvesshnents

7. The annual actuarial valuation repc)rt ..on the pension benefit and the
medical insurance benefit; and ,

8. A general statistical section, inclu{iing information on contributions,
benefit payouts, and retirement systems' .dé_mographic data;

All external audits;

All board minutes or other materials that require adoption or ratification by
the board of trustees. The items 1isted in tilis paragraph shall be posted within
seventy-two (72) hours of adoptxon or ratlﬁcatmn of the board,;

All bylaws, policies, or procedures. adcppted or ratlfied by the board of
trustees; 5

The retirement systems’ summary plan de%cnptzon,

A document containing an unofficial cppy of the statutes govemmg the
systems admmlstered by Kentucky Retlregnent Systems,

A listing of the members of the board df trustes and membership on each
committee estabhshed by the board, mcludmg any investment committees;

All mvestment holdmgs in aggregate, fer, and commissions for each fund
administered by the board, which shall be updated on a quarterly basis for
fiscal years beginning on'or after Jﬁly 1, 2iOl7. The systems shall fequcst from
all managers, partnerships, and any oth%r avéilable sources all information

regarding fees and comnussmnsandshall), based on the requested information

- Page 26 0of 69
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received:
1. Disclose the dollar value of fees and commissions paid to each
_ individual manager or partnership;

2. Disclose the dollar value of any profit sharing, carried ipterest, or any
other partnership incentive arrangements, partnership agreements, or
any other partnership expenses received by or paid to each manager or
partnership; and.

3.  As applicable, report each fee or commission by manager or partnership
consistent with standards established by the Institutional Limited
Partners Association (ILPA).

In addition to the requirements of this paragraph, the systems shall also

disclose the name and address of all individual underlying managers or

partners in any fund of funds in which system assets are invested; »

An dpdate of net of fees investment returns, asset allocaﬁons, and the

performance of the funds against benchmarks adopted by the board for each

fund, for each asset class administered by the board, and for each manager.

The update shall be posted on a quarterly basis for fiscal years beginning on

or after July 1, 2017; '

A searchable dgtabase of the systems' expenditures and a listing of ‘¢ach

individual employed by thé systems along with thé émployee's salary or

wages. In lieu of posting the information required by this paragraph to the

‘Kentucky Public Pensions Authority's websitefWeb-site}, the systems may

provide the information through a websitefWeb-site} ésmbliShed by the
executive branch to inform the public about exechtivé branch agency
expenditures and public employee salaries and wages; |
All contracts or offering documents for services, goods, or probéxty purchased
or utilized by the systems;f-and} ' |

~  Page270f69
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(m) Information regarding the systems' financial and actuarial condition that is
easily understood by the members, retired inembers, and the public; and

Notwithstanding the requirements of subsectiolt (19) of this section, the retirement
systems shall not be required to furnish information that is protected under KRS
61.661, exempt under KRS 61.878, or that, if disclosed, would compromise the

retirement systems' ability to competitively invest in real estate or other asset
classes, except that no provision of this section or KRS 61.878 shall exclude
_ . e
H

disclosure and review of all contracts, including inveStment contracts, by the board,

the Auditor of Public Accounts, and the Gover':ment Contract Review Committee

- established pursuant to KRS 45A.705 or the dtscfl\osure of investment fees -and

commissions .as provided by this section. If any public record contains material
which is not excepted under this section, the systems shall separate the excepted
material by removal, segregatlon, or redactlon, and make the nonexcepted material
available for examination. |

Notwithstanding any other provision of KRS 16 505 to 16.652 and 61.510 to 61.705
to the contrary, no funds of the systems adrmmstered by Kentucky Retirement
Systems, including fees and commissions pald to an investment manager, private

S

fund, or company 1ssumg secuntles, who manages systems assets, shall be used to
pay fees and commissions to placement agen;s For purposes of this subsection,
"placement agent" means a thlrd-party mdmdual who is not an employee, or firm,
wholly or partially owned by the entlty bemé lured, who solicits investments on
behalf of an m_vestment manager, private fund, ¢ or eompany issuing securities.
?)Section 4. KRS 61.650 is amended to read és follows:"b
(8) The board shall be the trustee of funds dfreated by KRS 16.510, 61.515, and
61.701 pertaining to the accounts forrﬂ"ie Kentucky Employees Retirement
System or State Police Retirement Systeén; notwithstanding the provisions of
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any other statute to the contrary, and shall have exclusive power to invest and
reinvest such assets in accordance with feqeral law.
(b) 1. The board shall establish an investment committee whose mémberﬁhip
shall be composed of the following: |
a.  The three (3) trustees of the Kentucky Retirement Systems board
appointed by the %veﬁor pursuant to KRS 61.645 who have
~ investment experience; and
b.  Additional trustees appointed by the board chair.
2. The investment committee shall havé authority td irhplemeht the
investment policies adopted by the board and aét on behalf of the board

on all investment-related matters and to acquire; sell, safeguard,

monitor, and manage the assets and securities of the several funds.

(c) 1.___For the purposes of this paragraph:
a.___ "Solely in the interest of the members and bene, aries" sha

be determined using only pecuniary tactbg and shall not inclg_dg |

any purpose to further a nonpecuniary interest;

an investment; o ;
c. A "material connection” is established if there is g substansial
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Act ot 194Q, 15 QS.Q. sec. 80& o
2 A trustee ofﬁcer, employee, employee of the Kentucky Public Pensions

Authonty, nvestment manager, or other fiduclary, or_proxy adviser

shall drseharge duties with respect to the retlrement system:

a{-l-} ‘Solely in the mterest of the members and beneficiaries;

bf2}. For the exclusive purpose of provndmg benefits to members and
beneficiaries and paying reasor;:able expenses of administering the
system, | * s

ci3}. With the care, sklll and cautlon under the circumstances then
prevallmg that a prudent perSon actmg in a like capacity and
farmhar with those matters would use in the eonduct of an activity
of like character and purpose;

df4}. Impartially, takmg mto account any dnffenng interests of members
and beneficiaries; |

ef5}. Incurring any costs that are ai)ﬁrepriate and reasonable; and

6l In aecordancewith e good-faitii interpretation of the federal, state,
and common law govermng the {reafemeat-—}system and
@uciaries

Evidenceth a fiduciary has co idered or acted on a nonpecun

a. _ Statement lanations, reports, or correspondence;
b. Communications with portfolio ¢ anies;

_ Page300f69
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Coalition fi agreements, or itments 10 whi e

id v is a participant, a, signator

(d) In addition to the standards of conduct prescribed by paragraph (c) of thls

subsection:

1. All internal investment staff of the Kentucky Public Pensions Authority,

and investment consultants shall adhere to the Code of Ethics and

 Standards of Professional Conduct, and all board trustées shall adhere to

the Code of Conduct for Members of a Pension Scheme Governing

Body. All codes cited in this subparagraph are promulgated by the CFA
Institute; fend} |

2. Investment managers shall comply with all applicable provisions of the |

federal Investment Advisers Act of 1940, as amended, and the rules and

fegulations‘ promulgated thereunder, and shall comply with all other

applicable federal securities statutes and related rules and regulatlons

that apply to mvestment managers and

regulations that apply to proxy advisers and proxy voting services. :

(e) _No contract or ggregment, whether made in_writ _g_zg or g@_ﬂﬂw'

Commonwealt and govern he laws of the Cor

@ The board, through adopted written policies, shall mamtam ownershlp and control
over its assets held in its unitized managed custodial account

(3) The board, in keeping with its re’sponsibility as trustee and wherever eonsietent with
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its fiduciary responsibilities, shall give priority to the investment of funds in

obligation calculated‘ to fimprove the industrial development and enhance the

" economic welfare of the Commonwealth

The contents of real estate appraxsals, engmeenng or feas:blhty estimates, and
evaluations made by or for the system relative to the acqulsmon or dlsposmon of
property, unul such tifme s all of the property has been acqurred or sold, shall be
excluded from the application of KRS 61.870 to 61 884 and shall be subject to

inspection only upon order of a court of competent junsdxctlon. :

Based upon market value at the time of purchase, the board shall limit the amount
of assets managed by any one (1) active or passive 'investment manager to fifteen
percent (15%) of the assets in the pension and insurance funds.

All contracts for the investrnent or management of aeéets of the systems shall not be

subject to KRS Chapters 45, 45A, 56, and 57. Instead, the board shall conduct the

following process to develop and adopt an investment procurement policy with
which all prospective contracts for the investrnent or menegemmt of assets of the
systems shall comply: = t o -

(8 On or before July 1, 2017, the board shall consult with the secretary of the
Finance and Atkninistration Catbinet or.hisf or her-designee to develop an
investment procurement pohcy, whrch shall be wntten to meet best practices
in investment management procurement

(b) Thirty (30) days priOr to adoption, th‘e“board“shall tender the preliminary
investment procurement pollcy to the secretary of the Finance and
Administration Cabinet or his or her desrgnee for revrew and comment;

(¢) Upon recelpt of comments ﬁom the secretary of the Finance and
Administration Cabmet or h1s or her desxgnee the board shall choose to adopt
or not adopt any recommended changes; -

(d) Upon adoption, the board shall tender the final investment procurement policy
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to the secretary of the Finance and Administration Cabinet or his or her
designee; |

(¢) No later than thirty (30) days after receipt of the investment procurement
policy, the secretary or his or her desxgnee shall certlfy whether the board's
investment procurement policy meets or does not meet best practlces for
investment management procurement; and

() Any amendments to the investment procurement pohcy shall adhere to the

requirements set forth by paragraphs (b) to (e) of this subsection.

with the fiduciary duties and other r 'ufreme ts of this .

(b) _The board shall not adopt the recommendations of a proxy adviser or proxy
voting service and héll‘not ow such proxy adviser or proxy voting service
to vote_on behy the system, unless th adviser or

service acknowledges in writi):g and accepts under contract its duties under
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d) Al proxy votes hall er ortedatleast tothebo_rd.Foreach

vote, the report ghﬂ growge

1.  Thevote
2. __The date of the vote;
3. "he ny's n :

4. The vote cast for the system;

service,
PSection 5. KRS 78.782 is amended to read as follows:
(1) The County Employees Retirement System shall be administered by the board of

trustees composed of nine (9) members who shalI be selected as follows:

(@

(b)

Three (3) trustees, who shall be members_ or retired from the County
Employees Retirement System, elected by the members and retired members

of the County Employees Retirement ASystem,}_gfr_’ whieh:

1. Two (2) shall have a majority of his or her service credit earned in the

County Employees Retirement System in a nonhazardous position; and
2. One (1) shall have a majority of his okruher’ service credit earned in the
| Ceunty Employees RetirementSystem ina hazardous position;

Six (6) trustees appointed by the Govemor, subject‘to Senate confirmation in

accordance w1th KRS 11.160 for each appomtment or reappointment. Of the
| six (6) trustees appointed by the Govemor

1. One (1) trustee with retu'ement experience shall be appomted from a list
o of three (3) appltcants submltted by the Kentucky League of Cities;

2.  One (1) trustee with investment e?{perience shall be appointed from a list
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of three (3) applicants submitted by the Kentucky League of Cities;

3. One (1) trustee with retirement experience shall be appointed from a list
of three (3) applicants submitted by the Kentucky Association of
Counties; | '

4.  One (1) trustee with investment experience shall be appointed from a list

. of three (3) applicants submitted by the Kentucky Association of
Counties; ' ' ‘ ’

5.  One (1) trustee with retirement experience shall be appointed from a list
of three (3) applicants submitted by the Kentucky School Boards
Association; and

6.  One (1) trustee with investment experience shall be appointed from a list
of three (3) applicants submitted by the Kentucky School Boards
Association. |

Notwithstanding the provisions of KRS 12.070(3), the Governor shall appoint

each individual trustee described by subparagraphs 1. to 6. of this paragraph

solely frorﬁ each corresponding individual list required to be submitted by the

Kentucky League of Cities, the Kentucky Association of kCouknties, or the

| Kentucky School Boards Association as provided by subparagraphs 1. to 6 of

this paragraph, and the Governor shall not be able to reject the: list of
applicants submitted, request that another list be provided,- or use a list
different from the one (1) individualk list required to be submitted for ea;ch

specific appointment or reappointment;

‘For purposes of paragraph (b) of this subsection, a trustee with ffinVesﬁ':ient

experience" means an individual who does not have a conflict of mterest, as

provided by KRS 61.655, and who has at least ten (10) years of experience in

one (1) of the following areas of expertise:
1. A portfolio mangger actmg ina fiduciary capacity;
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A professional securities analyst or investment consultant;

A current or retired employee or principal of a trust institution,
invéstment or finance organizatiori,,or endowmenf fund acting in an
investment-related capacity; |

A chartered ﬁnanclal analyst in good standmg as determined by the
CFA Institute; or

A university professor, teaching investment-related studies; and

For purposes of paragraph (b) of this subsection, a trustee with "retirement

experience” means an individual who does not have a conflict of inter‘est“ as

provided by KRS 61.655, and who has at least ten (10) years of experience in

one (1) of the followmg areas of expcrtlse

L.
2,

'Experience in retirement or pension plan management;

A certified publlc accountant with relevant expenence in rctlrement or

pension plan accountmg,

'An actuary with relevant experience in retfirement or pension plan

consulting; |

An attorney licenseci to practicé law in me Commonwealth of Kentucky
with relevant experience in retirement or pension plans; or

A .current or v,former university proféésor whose primary area of

emphasis is economxcs or fmance

(2) The board is hereby granted the powers and pnvﬂeges of a corporatlon, mcludmg

but not limited to the following powers:

(a)
(b)
©
CY

HB023610.100 -

To sue and be sued in its corporate name;

To make bylaws not inconsistent with the law; o

To conduct the business and promote the purposes for which it was formed;

Excépt as provided in KRS 78'.790(6), to contract for investment counseling,

auditing, medical, and other professional or technical services as required to
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carry out the obligations of the board subject to the provisions of KRS
Chapters 45, 45A, 56, and 57. Actuarial consulting services shall be provided
by a firm hired by the Kentucky Public Pensions Authority;

To purchase fiduciary liability insurance;

Except as prov1ded in KRS 78. 790(6), to acqmre, hold, sell dispose of,

pledge, lease, or mortgage, the goods or property necessary to exercise the

board's powers and perform the board's duties subject to KRS Chapters 45,
45A, and 56; and '

The board shall reimburse any trustee, officer, or employee for any legal

expense resulting from a civil action arising out of the performance of his or
her official duﬁes. The hourly rate of reimbursement for any contract for legal

services under this paragraph shall not exceed the maximum hcurly rate

provided in the Legal Services Duties and Maximum Rate Schedule

promulgated by the Government Contract Review Committee cétablished

. pursuant to KRS 45A.705, unless a higher rate is specifically approved by the

secretary of the ’Finance and Administration Cabinet or his or her designee.

(3) Notwithstanding the provisions of subsection (1) of this section, each trustee shall

serve a term of four (4) years or until hls or her successor is duly quahﬁed except as

othemse provided in this section. An elected or appointed trustee shall not serve

more than three (3) consecutive four (4) year terms. An elected or appomtcd trustee

who has served three (3) consecutxve terms may be elected or appomted agam after

an abscnce of four (4) years from the board.

@ ®

()

The trustees selected by the memberslnp of the system shall be electcd by
ballot. For cach trustee to be elected, the board may nominate, not less than
six (6) months before a term of ofﬁce of a trustee 1s due to explre thrce (3)
constltutlonally chgxble individuals. '

Individuals may be nommatcd by the system mcmbers by presenting to the
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executive director, not less than four (4) monthe ’before a term of office of a
trustee is due to expire, apetition, bearing the né,me, last four (4) digits of the
Social Security number, and signature of no less than one-tenth (1/10) of the
number voting in the iast election by the system members.

Within four (4) months of the nomuwtlons ‘made in accordance with
paragraphs (a) and (b) of thls subsectlon, the executtve director shall cause to
be prepared an official ballot. The ballot shall carry the name, address, and
position title of each mdwxdual nommated by the board and by petition.

" Provision shall also be made for write-in votes

Except as provided by paragraph () of this subs‘eetion, the ballots shall be
distributed to the eligible voters by mail to the’ir‘ last known residence address
on file with the Kentucky Publlc Pensnons Authonty Ballots shall not be
distributed by mail to member addresses repor.ted as mvahd to the Kentucky
Public Pensions Authority.

The ballots shall be addressed to the County Employees Retirement System in
care of a predetennmed box number at a Umted States Post Office or
submitted electromcally as provided by paragraph (3) of this subsection.
Access to this post ofﬁce box shall be lumted to the board's contracted firm
The individual receiving a plurallty of votes shall be declared elected.

The eligible voter shall cast his or her ballot by 331ect1ng the candidate of his
or her choice. He or she shall sign and mail the :ballot or submit the electronic
ballot at least thu'ty (30) days prlor to the date the term to be filled is due to
expire. The latest malhng date or date of submlsswn in the case of electromc
ballots, shall be prov1ded on the ballot o |

The board's contracted firm shall report in writing the ootcome to the chair of
the board of trustees. Costs of an election shall be payable from the funds of

the system.
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(h) For purposes of this subsection, an eligible voter shall be a person who was a

@)

G @

member of the system on December 31 of the year preceding the election

year. .

Each individual who submits a request to be nominated by the board under

paragraph (a) of this subsection and each individual who is nominated by the

membership under paragraph (b) of this subsection shall:

1. Complete an application developed by the system which shall include
but not be limited to a disclosure of any prior felonies and any conflicts
of interest that would hinder the individual's ability to serve on the
board;

2.  Submit a resume detailing the individual's education and employment
history . and a cover letter detailing-the member's quahﬁcatlons for
serving as trustee to the board; and

3. Authorize the system to have a criminal background check performed.
The criminal background check shall be performed by the Department
of Kentucky State Police. |

In lieu of the ballots mailed to members and retired members as provided by

this subsection, the‘systems may by promulgation of adxninislrative regulation

pursuant to KRS Chapter 13A conduct trustee elections using el_ecﬁonic
ballots, except that the systelns shall mail a paper ballot upon request of any
eligible voter. - | |

Any vacancy which may occur in an appomted position. dunng a term of

office shall be filled in the same manner which prowdes for the selectwn of

the particular trustee, and any vacancy which may occur in an elected position
during a term of office shall be ﬁlled by appointment by a majonty vote of the
remammg elected trustees, however, any vacancy shall be filled only for the

duration of the unexp;red term. In the event of a vacancy of an elected trustee
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during a term of office, the system shall notify members of the vacancy and
the opportunity to be considered for the vacant position. Any vacancy shall be
filled within ninety (90) days of the position becoming vacant.

Any appointments or reappointrneﬂts to an appointed position on the board
shall be made at least thirty (30) days priof to an Appointcd member's term of
office endmg The Governor's Ofﬁce shall w1th each appomtment or
reappomtment, request lists to be submitted and base selectxons on those lists

solely under the procedures and requirements provided by subsection (1)(b) of

this section.

Membership on the board of trustees shall not be incompatible with any other
office unless a Qonstifuﬁoqal incompatibility cXists. No trustee shall serve in
more than one (1) position as trustee on the board ahd, if a trustee holds more
than one (1) position as trustee on the board, ﬁe or she shall resign a position.
A trustee shall be removed from office upon conviction of a felony or for a
finding of a violation of any provision of KRS 1 1A.Q20 or 11A.040 by a court
of competent jurisdiction. |

A current or former employee of the Couhty' Eihployees Retirement Systém,
Kentucky Retirement Systems, or the Kéntucky Public Pensions Authority

shall not be eligible to serve as a member of the board.

(7) Trustees who do not otherwise receive a salary from the State Treasury shall

receive a per diem of eighty dollars ($80) for each day ’they are in session or on

official duty, and théy‘shaIl be reimbursed forthclractual and necessary expenses

in accordance with state administrative regulations and standards.

® (@

(®)

The board shall meet at least once in each ;quérter of the year and may meet in
special session upon the call of the chair or the chief executive officer.
The board shall elect a chair and a vice chair. The chair shall not serve more

than four (4) consecutive years as chair or vice chair of the board. The vice
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 chair shall not serve more than four (4) consecutive years as chair or vice

chair of the board. A trustee who has served four (4) consocuﬁve years as
chair or vice chair of the board may be elected chair or vice chair of the board
after an absence of two (2) years from tho positions.

A majority of the trustees shall constitute a quosum, and all actions taken by
the board shall be by affirmative vote ofa majority of the trustees present.
The board of trustees shall appoint or contract for the services of a chiof
executive officer and general counsel and fix the compensation and other
terms of employment for these positions without limitation of the provisions
of KRS Chapters 18A and 45A and KRS 64.640. The chief executive officer
shall serve as the legislative and executive adviser to‘the board. The general
counsel shall serve as legal adviser to the board. The chief eXec\itive officer

and general counsel shall work thh the executxve dlrector of the Kentucky

. Pubhc Pensions Authonty to carry out the provnsxons of KRS 78 510 to;

78.852. The executive director of the Kentucky Public Pensions Amhonty
shall be the chief admmlstratlve oﬁ’xcer of the board.

The board shall require the chief executlve officer and may require the general
counsel to execute bonds for the faithful performance of ks or _her duties
notwithstanding the limitations of KRS Chapter 62. |

The board shall have a system of accountmg established by the Kentucky
Public Pensions Authority.

The board shall do all things, take all actlons, and promulgate all ‘
administrative regulatlons, not inconsistent with the provisxons of KRS 78 510 ,

to 78.852, necessary or proper in order to carry out the provxsmns of KRS ,

78.510 to 78.852. NotWIthstandmg any other evxdencc of leglslatlve mtent, it
is hereby declared to be the controllmg legislative intent that the prov:swns of
KRS 78510 t0 78. 852 conform with federal statute or regulauon and meet the
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qualification requirements under 26 U.S.C. sec. 401(a), applicable federal
regulations, and other published guidancé. Provisions of KRS 78.510 to
78.852 Which conflict with federal statute or regﬁlation or qualification under
26 U.S.C. sec. 401(a), épplicable federal regulations, and other published
guidance shall not be available. The board shall have the authority to
pfomulgate administrative regulations to conform with federal statute and
régulatidn and to meet the qualiﬁcatioh requirements under 26 U.S.C. éec.
401(a), including an administrative regulation to comply with 26 U.S.C. sec.
401(a)(9). o ’

(e) Notwithstanding any other provision of statute to the contrary, including but

not limited to any provision of KRS Chapter 12, the Governor shall have no

- authority td change any provision of KRS 78.510 to 78.852 by executive order

or action,' including but not limited to reorgani:ing, replacing, amending, or
abolishing the membership of the County Employees Retirement Systein

board of trustees.

(10) The chief executive officer and general counsel of the board shall serve during its

will and pleasure. Notwithstanding any statute to the contrary, the chief executive

officer shall not be considered a legislaﬁve agent under KRS 6.611.

(11) The Attorney General, or an assistant designated by him or her, may attend each

meeting of the board and may receive the agenda, bbard‘minutes, and other

information distributed to trustees of the board upon requgst; The Attorney General

may act as legal adviser and attorney for the board, and the board may contract for

legal services, notwithstanding the limitations of KRS Chapter 12 or 13B.

(12) (a)

The Kentucky Public Pensions Authority shall publish an annual financial
report showing all receipts, disbursements, assets, and liabilities for the
systems. The annual report shall include a copy of an audit conducted in

accordance with generally accepted auditing standards. Except as provided by
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paragraph (b) of this subsection, the board may select the independent
certified public accountant hired by the Kentucky Public Pe‘nsions, Authority
or the Auditor of Public Accounts to perform the a_udit. If the audit is
performed by an independent certified public aeeouutant,' the Auditor of

~ Public Accounts shall not be required to perform an audit pursuomi to KRS

®

43, 050(2)(5), but “may perform an audit at his or hei' discretion. All,
proceedmgs and records of the board shall be open for mspectlon by the

" public. The Kentucky Pubhc Pensions Authority shall make copnes of the

audit required by this subsection available for examination by any member,

retiree, or beneficiary in the offices of the County Employeesk Retirement

System and in other places as necessary to ‘make the audit available to all

members, retirees, and beneficiaries. A copy of the annual audit shall be sént
electronically to the Legislatiye Research Commission no later than ten (10)

days after receipt by the board. o | |
At least once every ﬁve &) years, the Audltor of Publlc Accounts shall

perform the audit described by this subsection, and the system shall reimburse - |
tlle Auditor of Public Accounts for all costs of the audit The Audito‘r of
Public Accounts shall determine which fiscal year durmg the fi Ve (5) year
period the audit prescnbed by this paragraph will be completed

All expenses incurred by or on behalf of the system and the board m the

admmlstratlon of the system during a fiscal year shall be paid from the retirement -

allowance account, meludmg any administrative expenses for. the Kentucky Pubhe

Pensmns Authonty that are assxgned to the County Employees Retu*ement System
by KRS 61.505. The board shall submit any admmxsuauve expenses thet are

spemfic to the County Employees Retirement System that are not:otherwxse covered
by KRS 61.505(11)@). '
(14) Exeept as prov1ded undersubsectlon (16) of thxs section or KRS 61 665, any person
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adversely affected by a decision of the board involving KRS 78.510 to 78.852 may

appeal the decision of the board to the Franklin Circuit Court within sixty (60) days

- of the board action. |

(15) (2

(b)

©

@

A trustee shall discharge his or her duties as a trustee, including his or her

duties as a member of a committee:

1. Ingood faith;

2. Onan informed basis; and

3. In a manner he or she honestly believes to be m the best interest of the
County Employees Retirement System.

A trustee discharges his or her duties on an informed basis if, when he or she

makes an inquiry into the busmess and affalrs of the system or into a

partlcular action to be taken or decision to be made, he or she exercises the

care an ordinary prudent person in a like posmon would exercise under

sumlar circumstances.

In discharging his or her duties, a trustee may rely on information, opinions,
reports, or statements, including financial statements and other financial data,
if prepared or presented by: | ’

1. One (1) or more officers or employees of the system or Authority whom
the trustee honestly,_believes to be reliable and competent in the matters
presented ‘

2. Legal counsel, public aocountants actuaries, or other persons as to
matters the trustee honestly believes are within the person's professional
or expert competence; or -

3. A committee of the board of trustees of which he or she is not 5 member
if the trustee honestly believes the committee merits confidence. |

A trustee shall not be considered as acting in good faith if he or she has

knowledge concerning the matter in question that makes reliance otherwise
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permitted by paragraph (c) of this subsection unwarranted.

Any action taken as a trustee, or any failure to take any action as a trustee,

shall not be the basis for tﬁonetai'y damages or injunctive relief unless:

1.  The trustee has breached or failed to perform the duties of the tfustee's
office in compliance with this section; and |

2. In the case of an action for monetary damages, the breach or failure to
pg:rform constitutes V\.rillful misconduct or wanton or reckleSs disregard
for huinan rights, sa{fety, or property. -

A person bringing an action for monetary damages under this section shall

have the burden of proving by clear and convincing evidence the provisions of

paragraph (e)1. and 2. of this subsection, and the burden of proving that the _

breach or failure to perform was the legal céuse of damages suffered by the
system. - . |

In discharging his or her administrative duties under ihi§ ;séction, a trustee
shall strive to administer the system in an efficient and cost-effective manner
for the taxpayers of the Commonwealth of Kentucky and shall take all actions
available under the law to contain costs for the trusts, including costs for

participating employers, members, and retirees.

When an order by the system substantially impairs the benefits or rights ‘of a

member, retired member, or recipient, except action which relates to entitlement to

disability benefits, or when an employer disagrees with an order of the system as
provided by KRS 61.598, the affected member, retired member, recipient, or

employer may request a hearing to be held in accordance with KRS Chapter 13B.

 The board may establish an appeals committee whose members shall be appointed

by the chair and who shall have authority to act upon the recommendations ‘and

reports of the hearing officer on behalf of the board. The mefnber, retxred ineniber,

recipient, or employer aggrieved by a final order of the board following ',"the hearing
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may appeal the decision to the Franklin Circuit Court, in accordance with KRS

Chapter 13B. The board may establish a joint administrative appeals committee

with the Kentucky Retirement Systems and may also establish a joint disability

appeals committee with the Kentucky Retirement SyStems. |

(17) The board shall establish a formal trustee education program for all trustees of the

board. The program shall mclude but not be limited to the followmg

(@

(b)

©

A required orientation program for all new trustees elected or appomted to the

board. The orientation program shall include training on:

1. Benefits and benefits administration; o

2. Investment concepts, ~ policies, kand | current composition and
administration of system investments;

3. Laws, bylaws, émd administrative regulations pertaining to the system
and to fiduciaries; and

4.  Actuarial and ﬁnanclal concepts pettalmng to the system

If a trustee fails to complete the orientation progra.m within one (1) year from

the beginning of his or her first term on the boa,rd,the system shall withhold

payment of the per diem and travel expenses due to the board member under

this section until the trustee has completed the orientation program;

Annual required training for board mernbers’oh the administration, benefits,

ﬁnancmg, and mvestmg of the system. If a trustee fails to complete the annual

required training during the calendar or fiscal year, the retirement system shall

withhold payment of the per diem and travel expenses due to the board

member under this section until the board meﬁber has met the annual training

requiretﬁénts; and o

The system | shall incorporate by reference in an administrative regulation,

pursuant to KRS 13A.2251, the trustee education program.

(18) In order to improve public transparency regarding the administration of the system,
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the board of trustees shall adopt a best practices model by posting the following
information to the Kentucky Public Pensions Authority's Mﬁe} and

shall make available to the public:

(a) Meeting notices and agendas for all meetings of the board. Notlces and

agendas shall be posted to the Kentucky Public Pensxons Authority's

g_e_lm_tt_q[Web-sﬁe} at least seventy-two (72) hours in advance of the board or

committee meetings, except in the case qf special or emergency meetings as

provided by KRS 61.823; | |
(b) The [Comprehensive—Annual Comprehensive Financial Report with the
information as follows: |

1. A general overview and update on the system by the executive director;

2. Alisting of the board of trustees; '

3. Alisting okaey staff;

4,  Anorganizational chart;

5. Financial information, including a statement of plan net assets, a
statement of changes in plan net assets, an actuarial value of assets, a
schedule of investments, a statement of funded status and funding
progress, and other supporting data; |

6. Investment information, including a general overview, a list of the
system's professional consultants, a total net of fees return on system
investments over a hlstoncal period, an investment summary, contracted
investment managcment expenses, transaction comm1ss10ns, and a
schedule of investments;. | ' ’

7. The annual actuarial valuatlon report on the pension benefit and the
medical insurance benefit; and

8. A general statistical section, including information on contributions,

~ benefit payouts, and retirement system demographic data;
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All external audits;

All board minutes or other materials that reqmre adoption or ratification by
the board of trustees. The items listed in this paragraph shall be posted within
seventy-two (72) hours of adoption or ratification of the board;’

All bylaws, policies, or procedures adopted. or ratified by the board of
trustees; |

The system's summary plan description;

A document containying' an unofficial copy of the statutes governing the

system;

A listing of the members of the board of trustees and membership on each

committee established by the board, including any investment committees;
All investment holdings in aggregate, fees, and commissions for each fund
administered by the board, which shall be updated on & quarterly besis for
fiscal years beginning on or after July 1, 2021. The system shall request from
all managers, partnerships, and any other available sources all information
regarding fees and commissions and shall, based on the requested information
received: |

1. Disclose the dollar value of fees and -cbmmiésions paid to each
individual manager or partnership;

2. Disclose thc} dollar value of any profit sharing, carried interest, or any
other partnership- incentive arrangements, partnership agreements, or
any other partnership expenses received by or paid to each m;nager or
partnership; and ‘ '

3.  As applicable, report each fee or commission by manager or partnership
consistent with standards established b); the Institutional Limited
Partners Association (ILPA) | |

In addition to the requirements of this paragraph, the system shall also
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disclose the name and address of all individual underlymg managers or
partners in any fund of funds in which system assets are invested;

() -An update of net of fees investment returns, asset allocations, and the
performance of the funds against benchmarks adopted by the board for each
fund, for each asset class administered by the board, and for each _Amanagera
The update shall be posted on a quarterly basis for fiscal years beginning on
or after July 1, 2021;

(k) A searchable database‘ of the systcm's expenditures and a listing of each
individual employed by the system along with the employee's salary or wages.
In lieu of posting the mformatlon required by this paragraph to the Kentucky
Public Pensions Authority's websitefWeb-site}, the system may provnde the
mformatlon through a website{Web—s&te} established by the executive branch
to inform the public about public employee salaries and wages,

()  All contracts or offering r_documents for-services, goods, or property purchased

' or utilized by the system for contracts or offering documents entered into on
or after July 1, 2021;F-end}

(m) Information regardmg the systems ﬁnanclal and actuanal condition that is

easﬂy understood by the members, retired members, and the pubhc,_ﬂgc_i_

19) Notw1thstandmg the reqmrements of subsectlon (18) of this secnon, thc system
- shall not be required to furnish information that is protected under KRS 61.661,
exempt under KRS 61.878, or that, if disclosed, would compromise the system's
ability to competmvely mvest in real estatc or other asset classes, except that no
provision of this section or KRS 61. 878 shall cxclude dlsclosure and rev1ew of all

- contracts, mcludmg investment contracts, by the board, the Audltor of Public

Accounts, and the Government Contract Review Commnttee estabhshed pursnant to

KRS 45A.705 or the ydisclosure,of investment fees and commissions as provided by

, L , " Page490f 69
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this section. If any public record contains material which is not excepted under this
section, the system _shdll-s&parate the excepted material by removal, segregation, or
redaction, and make the nonexcepted material available for examination.

(20) Notwithstanding any other provision of KRS 78.5‘10*?;0 78.852 to the contrary, no
funds of the County Employees Retirement System, including fees and
commissions paid to an investment manager,pnvatc fund, or company issuing
securities, who managés systems assets, shall be used to pay fees and commissions
to placement agents. For purposes of this subsection, "placement agent" means a
third-party individual, who is not an employee, or ﬁrm, Wholly or partially owned
by the entity being hired, who solicits irixves'tmenté*ydn’behalf of an investment
manager, private fund, or company ié”suing secm'ltles
S Section 6. KRS 78.790 is amended to read as follows:

(1) (2) The board shall be the trustee of funds pertaining to the County Employees
Retirement System created by KRS 78.510 to 78,852, and KRS 61.701, and
shall have full and exclusive power to mvestand reinvest such assets in
accordance with federal law. , v

() 1. The board shall establish an investment committee that shall include
members of the board with investment,t\';;\’;perie’noe, elected members, or
other members as determined by the board ch,air, and may also include
nonvoting members who have inves@hem‘;ke)’;pgrt_ise.

2. The investment committee shall have ‘, ‘auﬂit')rity to implement the
investment policies adopted by the board and act on behalf of the board

on all investment-related matters.

© ' 1 For the purposes of this paragroph:
a.___"Solely in the interest of the_
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" an_inyvestment;
c. A "material connection” is established if there

in nt:
d "Nongecuniﬂ interest”_includes but _is not limited to 'an

environmental, social, political, or_ideolo; interest which

risk or financial return of an investment; and
e.__"Investment manager" shall have the same definition attributed

Act of 1940, 15 US.C. sec. 80b-2.
A trustee, officer, employee, employee of the Kentucky Public Pensions

Authority, investment n gger, or other ﬁducxaryhﬂ_m_m
shall discharge duties with respect to the system:

af}. Solely in the interest of the members and beneficiaries;

bf2}. For the exclusive purpose of providing benefits to membersmd
beneficiaries and paying reasonable expenses of administering’ihe
system; ' |

cP3}. With the care, skill, and caution uinder the c:rcumstances then
prevaxlmg that a prudent person actmg in a like capacity and
familiar with those matters would use in the conduct of an aetmty
of like character and purpose, | o o

di4}. Impartially, taking into account any differing interests of members
and beneﬁcxanes, | |
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€5} Incurring any costs that are appropriate and reasonable; and
f16}. In accordance with a good-faith interpretation of the Zedera_l,. state,
and common law governing the system and fiduciaries.

¢ that a fia Jias red or acted on a nonpecuni

e._Coalitions, initiatives, agreements, or commitments (o which the
uciary is ant, affiligt ignatory. '

(d) In addition to ~’thc standands of conduct prescnbed by paragraph (c) of tﬁis
subsection: ‘
1.  Allinternal investment staff of the Kenmckyzlv’ubliclPensions Aufhor_ity,
_ and investment consultants shall adhere to the Code of Ethics and
Standards of Professipnal Conduct, and all boa;'d trustees shall adhere to
the Code of Conduct for Members 4of ’a‘Pension Scheme Governing
Body. All codes cited in this subparagragh are promulgated by the CFA
nstitute; fand} |
2.  Investment managers shall comply with all applicable provisions of the
federal Investment Advise_rs Abt of 1940, as amended, and the‘ rules and"
regulations 'promulgated‘ thereunder, a.nd;‘shall comply with all other
applicable fcdéral seéﬁrities statutes and related rules and regulations
that apply to investment managers; and
3.__Proxy_advisers and d_proxy voting services shall comply with all
applicable provisions of the Investment Advisers Act of 1940, as
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Commonwealth gg_d; governed by the laws of the Commonwealth.
The board, through adopted written policies, shall maintain ownership and control

over its assets held in its unitized managed custodial account.
The board, in keeping with its responsibility as the trustee and whereve:"feasibl,e,
shall give priority to the investment of funds in obligations calculated to improve

the industrial development and enhance the economic welfare  of the-

‘Commonwealth.

The contents of real estate appralsals, engmeenng or feamblllty estlmates, and
evaluations made by or for the system relative to the acquisition or dlsposmon of

property, until such time as all of the property has been acquired, °‘f sold, shall be

excluded from the application of 'KRS 61.870 to 61.884 and shall be. subject‘: to

inspection only upon order of a court of competent jurisdiction.

Based upon market value at the tlme of purchase, the board shall limit the amount

~ of assets managed by any one (1) active or passive mvestment manager to ﬁfteen
‘ percent (15%) of the assets in the pensmn and insurance funds

- All contracts for the investment or management of assets of the system shall not be

subject to KRS Chapters 45, 45A, 56, and 57. Instead, the board shall,cenduct the

following process to develop and adopt an invesunent'prdcumment:pblyicy ‘with

~ which all prospective contracts for the investment or managemcnt of‘as'setrﬁ of the

system shall comply
(& The ‘board shall consult ‘with the secretary of the: Fmance and Adm1mstratxon
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() (a)

- Administration Cabinet or his or her designee for review and comment,

Upon adopt"ion,;he board shall tender the final investment procurement policy

, pdlicy, the secretary or his or her designeeshéll certify whether the board's

23 RS HB 236/GA.

Cabinet or his or her designee to develop an investment procurement policy,
which shall be written to meet best practiceé in investment management
procurement,

Thirty (30) days prior to adoption, the board shall tender the preliminary

investment procurement policy to ﬂae secretary ‘of the Finance and

Upon receipt of comments from the ,secrctary’ of -the Finance and
Administration Cabinet or his or her designee, the board shall choose to adopt

or not adopt any recommended changes; .

to the secretary of the Finance and Administration Cabinet or his or her
designee; |
No later than thirty (30)' days after receipt of the investment procurement

investment procurement policy meets or does not meet best practices for
investment management procurement; and |

Any amendments to the investment procurement pohcy shall adhere to the
requirements set forth by paragraphs (b) to (€) of this subsection.

(b) _The board shall not adogt the recommegggt_ig rﬁxs\o[‘ "a proxy adviser or proxy

HB023610.100 - 1181 - 105794 - 5334 S . GA

The board shall adopt written proxy voting guidelines, whgh are consistent
with the fiduciary duttes and other reguiremems ot _t_hts section. |

fo vote on behal the s unless the ro advxser or proxy votin

servtce acknowle(_lges in wrtting and accggts ugder contract tts duties under
this _section _and_commits _to_follow the board-adopted proxy _voting

uidelines when voting the system's in order to comply with the
board's fiduciary duties ahd oiher rg._sp_qn&ibilit_gg_‘ under this seaiqn.
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and other r ibi ‘under this section.

All proxy votes she

vote, the report shall provide:

1. The vote caption;

2. The date of the vote:

3. The company's name;

4. The vote cast for the system;

service.

- spSection 7. KRS 161 .250 is amended to read as follows

¢} (a) The general admmxstratlon and management of the. tetlrcment system, and the

responsibility for its proper operation and for makmg effectwe prows:ons of -
KRS 161.155 and 161 220 to 161.714 are vested in aboardoftrusteestobe '

known as the "Board of Tiustees of the Teachers' Retirement System of the -

‘State of Kentucky."
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(b) The board of trustees shall consist of the following:

L.
2.
3.

The chief state school officer;

The State Treasurer; |

Two (2) ﬁ'ustees, appointed by the _quexﬁor of the Commonwealth,
subject to Senate confirmation in accordance with KRS 11.160 for each
appointment or reappointment; These two (2). trustees shall have
investment experience. For purposes of this subparagtaph a trustee with
“investment expenence" means an mdmdual who does not have a

conflict of mterest, as provided by KRS 1 61‘.4760, and who has at least

ten (10) years of experience in one (1) of the following areas of

expertise:

a. A portfolio manager acting in a ﬁducxary capacity;

b A professional securities analyst or investment consultant;

c. A current or fetired employee or ﬁrincipal of a trust institution,
_investment or finance organization, or endowment fund acting in
an investment-related capamty,
d. A chartered financial analyst in good standmg as determmed by
the CFA Institute; or
e. A univefsity professor, teaching investment-related studies; and
Seven (7) other trustees elected s ,3,.-0vi'd¢d in KRS 161.260. Four (4) of
the elective trustees shall be members of the retlrement system, to be
known as teacher trustees, two (2) shall be persons who are not
members of the teaching profession, to be known as the lay trustees, and
one (1) shall be an annultant of the retlrement system to be known as the
retired teacher trustee. One (1) teacher trustee shall be elected annually
for a four-year term. The retired teacher trustee shall be elected every
four (4) years. The chief state school officer and the State Treasurer are
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considered ‘ex officio members of the board of trustees and may
designate in writing a person to represent them at board meetings.
Elective trustees ghall not serve more than three (3) consecutive four (4)
year terms. An elective trustee who has served three (3) consecutive
terms may be elected again after an absence of four @ years from the
board of trustees.

The term limits established by subparagraph 1. of this paragraph shall

apply to elective trustees serving on or after July 1, 2012, and all terms

- of office served prior to July 1, 2012, shall be used to determine if the -

elective trustee has exceeded the term limits provided by subparagraph
1. of this paragraph.

Each appointed trustee shall serve a term of four (4) years. An appointed
trustee shall not sefve more than three (3) consecutive four (4) year
terms. An appointed trustee who has served three (3) consecutive terms
may be appointed again after an absence of four (4) years from' the
board of trustees.

Any vacancy that occurs in an appointed position shall be filled in the
same manner that provides fér the selection of the trustee; however, any

vadancy shall be filled only for the duration of the unexpired term.

(2) A member, retired member, or designated beneficiary may appeal the retirement

system's decisions that materially affect the amount of service retirement allowancz,

amount of service credit, eligibility for service retnrement, or ehglblhty for

survivorship benefits to whlch ‘that member, retired member, or deslgnated

beneﬁc1ary claims to be entitled. All appeals must be in writing and filed with the

retirement system within thu'ty (30) days of the claimant's first notxce of the

- retirement system s decision. For purposes of this section, notice shall be oomplete

and effective upon. the date of mailing of the retirement systems decision to the
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claimant at the claimant's last known address. Failure by the claimant to file a
written appeal with the retirement system w1thm the thirty (30) day period shall
result in the decision of the retirement system bécon;ing i)eﬁnanent with the effect
of a final and unappealable order. Appeals ‘may include a request for an
administrative hearing which shall be conducte& in accordénce’ with the provisions
of KRS Chapterr 13B. Thg board of trustees may cstablish an appeals committee
whose members shall be appointed by the chairperson and who shall have the
authority to act upon the report and recommendatioﬁ of the hearing officer by
issuing a final order on behalf of the full board of trustees. A member, retired
member, or designated beneficiary who has filcd a timély, written appeal of a
decision of the retirement system may, following the administrative hearing and
issuance of the final order by the board of trustees, appéal the final order of the
board of trustees to the Franklin Circuit Court in accordance with the provisions of
KRS Chapter 13B. . S
The board of trustees shall establish a formal trustee education program for all
trustees of the board. The program shall include but not be liinited to the following:
(8 A required orientation program for all new trustees to the board. The |
orientation program shall include training on: |
1.  Benefits and benefits adrniﬁistration;
‘2. Investment concepts, policies, and ‘, current. composition and
administration of retirement system investments; |
3. Laws, bylaws, and administrative f‘egulations pertaining to the
retirement system and to fiduciaries; and :
4.  Actuarial and fmanciﬂ concepts perfaining to the retirement system.
If a trustee fails to complete the orientation program within one (1) year from
the beginning of his or her first term on the board, the retirement system shall

withhold payment of the per diem and travel expenses due to the board
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.member under KRS 161.290 until the trustee has completed the oﬁentatibn

program,

Annual required training for trustees on the administration, benefits,
financing, and investing of the retirement system. If a trustee fails to complete
the annual required training during the calendar or fiscal year, the retirement |
system shall withhold payment of the per diem and travel expenses due to the
board member under KRS 161.290 until the board member has met the annual
training requirements; and

The retirement system shall incorporate by reference in an administrative

regulation, pursuant to KRS 13A.2251, the trustee education program.

In order to improve public transparency regarding the administration of the systein,

the board of trustees shall adopt a best practices model by posting the following

information to the retirement system's website[Web-site} and' shall make available

to the public:

(@

(b)

“wo AW N

Meeting notices and agendas for all meetings of the board. Notices and
agendas shall be postqd to the retirement system's M at least
éeventy-two (72) hours in advance of the Board or committee meetings, except
in the case of special or emergency meetings as provided by KRS 61.823; o
The {Cemprehensive—}Annual Comprehensive Financial Report with the
information as follows:
1. A general overview and update on the retirement system by thé
executive secretary; '
A listing of the board of trustees;
A listing of key staff;
vAn organizationél chart; |
| Financial information, including a statement of plan net. assets, a
sfatement of changes in plan net assets, an actuarial value of asseté, a
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schedule of investments, a statement of funded status and funding
progress, and other supporting data;

6. Investment infonnation; including a general overview, a list of the

_ retirement system's professional consultants, a total net return on

retirement system investments over a hi§torical period, an investment
summary, contracted investment management cxpenseé, transaction
commissions; and a schedule of investments;

7. The ahnual'acmariél valuation report on the pension benefit and the
medical insurance benefit; and

8. A general statistical section, including information on contributions,
,beheﬁt payouts, and retirement system demographic data;

All éxternal audits; |

All board minutes or other materials that requiré adoption or ratification by

the board of trustees. The items listed in this paragraph shall be posted within

seventy-two (72) hours of adoption or ratification of the board;

All bylaws, policies, oi' procedures adopted or ratified by the board of

trustees; | |

The retirement system's summary plan descriptipn;

The retirement system's law book;

A listing of the members of the board of trustees and membership on each

committee established by the board, including any investment committees;

All investment holdings in aggregate, fcés, and cdmmissioris for each fund

administered by‘the board, which shall be updated on a quarterly basis for

fiscal years beginning on or after July 1, 2017. The system shall request from

all managers, partnerships, and any other available sources all information

regarding fees and commissions and shall, based on the requested information

received:
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1. Disclose the dollar value of fees or commissions paid to each individual

manager or partnership;

2. Disclose the dollar value of any profit sharing, carried interest, or any

other partnership incentive arrangements, partxyxetshipi agreements, or
any other parutership expenses received by or paid to egchv manager or
partnership; and |
3. Asapplicable, rcport each fee or commi'ssiort by manager or partnership
consistent with - standards estaﬁlished by the Institutionﬁl Limited
Partners Association (ILPA). |
In addition to the requirements of this paragraph, the system shall also
disclose the natrie and ‘address of all individual underlying managcrs k'cr 4
partners in any fund of funds in which system assets are invested; .
An update of net of fees investment returns, asset allocations, and’ the
performance of the funds against benchmarks adopted by the board for each
fund, for each asset class administered by the board, and for each manager
The update shall be posted on a quarterly basis for fiscal- years begmnmg on
or after July 1, 2017 »
All contracts or offering documents for services, goods, or pto;;ertyrpmchaccd o
or utilized by the system;f-and} |
A searchable database of the system's expenditutt'cs and a listing of each
individual cmploycd by the system along with the cmplojee‘s salary or wages.
In lieu of posting the information reqmrcd by thlS paragtaph to the system's
gglﬂ_eﬂﬂeb—s&te} the system may provide the mfonnatxon through a
websiteFWeb—s*te} established by thc executive branch to mform the public

~about executive branch agency ' expenditures and public employee salanes and -

- wages; and
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HB023610.100 - 1181 - 105794 - 5334 ) L : : . GA



O 00 N3 N W e W N

NNNNNNNN.—-»—ty—An—-»—A—-u—A-—-n—-—-
\IO\M&WN'—‘C\OOO\)O\’JI-&WN'—‘O

(5)

(6)

M

23 RS HB 236/GA

Notwithstanding the requirements of subsection (4) of this section, the retirement
system shall not be required to furnish mformatlon that is protected under KRS
161.585, exempt under KRS 61.878, or that, if dlsclosed would compromise the
retirement systems ablllty to compctmvely mvest in real estate or other asset
classes, except that no provision of this sectlon or KRS 61 878 shall exclude
disclosure and review of all contracts, mcludmg mvestment contracts by the board,
the Auditor of Public Accounm and the Government Contract Review Committee
established pursuant to KRS 45A.705 or the dlSCIQSure’of investment fees and
commissions as provided by this sectxon If any pubhc record contains material
which is not excepted under this section, the system shall separate the excepted

material by removal, segregation, or redactlon, and make the nonexcepted material

- available for examihation.

For any benefit nnprovements the General Assembly has authorized the board of

trustees to establish under KRS 161 220 to 161 716 and that requn'e formal

adoption by the board, the board shall establish the bcnef ts by promulgation of
administrative regulations in accordance with KRS Chiapter 13A.

D Section 8. KRS 161.430 is amended to read as follows:

(a) The board of trustees shall be the trustee of the funds of the retirement system

| and shall have full Iiower and responsibilify fof‘the,purchase, sale, exchange,
transfer, or other dispositibn of the investméhtﬁ and moneys of the retirement
system. The board shall, by admmlstratlveregnlatlon, establish investment
policies and procedures to carry out their resp%:q,éibilities.

(®) 1. The board shall contract with. experiénced competent investment
managers to invest and manage assets off'the sy,stém; The board may also
employ qualified investment staff to advise it on investment matters and
to invest and manage assets of the system. not to exceed fifty percent

(50%) of the system's assets. The board may contract with one (1) or
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more general investment consultants, as well as specialized investment
consultants, to advise it on investment matters.

2. All internal investment staff and investment consultants shall adhere to
the Code of Ethics and Standards of Professional Conduct, and all board
trustees shall adhere to the Code of Conduct for Members of a Pension
Scheme Governing Body, promul-gated by the CFA Institute. Investment
managers shall comply with the federal Investment Advisers Act of
1940, as amended, and the rules énd regglaﬁbns promulgated thereunder
and shall comply with all other applicablé federal securities statutes and
related rules and regulations that apply to investment managers.

3.  No investment manager shall manage more than forty pefcent (40%) of

the funds of the retirement system.

(¢) The board may appoint an investment committee to act for the board in all

matters of investment, subjedt to the approval of ‘the board of trustees. The

board of trustees, in keeping with their responsibilities as trustees and

" wherever consistent with their fiduciary responsibilities, shall give priority to

the investment of funds in obligations calculated to improve the industrial
development and enhance the economic welfare of the Commonwealth.

Toward this end, the board shall develop procedures for informing the

 business community of the potential for in-state investments by the retirement

fund, accepting and evaluating applications for the in-state investment of
funds, and working with membérs of the business oom'm‘lmi’ty in executing in-
state investments which are .consistent with ‘the  board's ﬁduiciafy
responsibilities. The board shall include in the criteria it uses to évialilate‘in'-
state investments their potential for creaﬁﬁg new employrheﬁt 'o?pqrtunities

and adding to the total job pool in Kéntucky. The board may cooperate with

the board of trustees of Kentucky Retirement Systems in deVelopinfg its
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program and  procedures, and shall report to the Legislative Research
Commission{annually on its progress in placing in-state investments. The first
report shall be submitted by October 1, 199 lk, and subsequeﬁt reports shall be
submitted by Octobér 1 of each year thereafter. The report shall include the
number of applications for in-state investment received, the nature of the

investments proposed, the amount requested, the amount invested, and the

percentage of applications which resulted in investments.

investment;

3. A "material connection” is established if there is a substantial

Investmerit Advisers Act of 1940, 15 US.C. séc. 80b-2.
(b) The board members;{-aﬂd}, investment mangg,ers, investment consultants, or
isers shall discharge their duties with respect
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to the assets of the system solely in the interests of the active contnbutmg

members and annuitants and: |

Lia)y  For the exclusive purpose of prov1dmg berefits to members and

| annuitants and defraying reasonable expenses of administering “the
system; 4 . , , |

2§} . With the care, skill, prudence, and diligence luhder the
circumstances’ then prevailing that a prudent person acting in-a like
capacity and familiar with these matters would use in the conduct of an

enterprise of a like character and with like aims;

34} By diversifying the investments of the plan so as to minimize the

risk of large losses, unless under the circumstances it is clearly prudent

not to do so; and

4.4 In accordance with the federal state, and co_nzm laws,
" administrative regulations, and other instruments gov:mmg thc system

1. Statemen lanations, r r rresdence

lointly;

'In choosing and contractmg for professmnal mvcstment management and

.‘consultmg services, the board shall do so prudently and in the mterest of the

‘members and annuitams Any contract that the board makes . with an
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investment manager shall set.forth policies and guidelines of the board with
reference to standard rating services and specific criteria for determining the
quality of investments. Eipenses directly related to investment management
and consultirig scrvicés shall be financed from the guaranteglfund in amounts
appro'ved'by the board. |

(b) An investment manager or consultant appointed under this section shall

acknowledge in writing his or her ﬁduciarjr responsibilities to the fund. To be

- eligible for appointment, an investment manager, cbnsultant, or an affiliate,
shall be:
1.  Registered under the Federal Investment Advisefs Act of 1940; or
2. Abank as defined by that Act; or | |

3.  An insurance company qualified to perform investment services under

the laws of more than one (1) state.
(c) _Proxy advisers and proxy voting services shall comply with all applicable
| provisions of the Invm’ ent Advisers Act of ,'1240! as_amended, and the
rules and regulations promulgated thereunder, and g&ﬂ comply with_all

advisers and proxy voting services.
(d) _No contract or agreement, wggher made in_ writing or not, shall in_any

(4) No investment or disl;uréement of funds ’shallﬂ Be made unless authorized by the
board of trustees, except that the board, in order to ensure timely market
transactions, shall establish .invgstment gﬁidelines and may permit its staff and
investment nianageré who are employed or under cénﬁ'acf with the board pursuant
to this seétic'm to execute purchases #nd sales of investment instruments within
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those guldelmes without prior board approval.

In dlschargmg his or her administrative duties under this section, a trustee shall

strive to administer the retn'ement system in an efﬁclent and cost'eﬁ'ectlve manner -

for the taxpayers of the Commonwealth of Kentucky

(6) Notw1thstandmg any other prov151on cf KRS 161 220 to 161 7 16 no, funds of the

| Teachers ‘Re_tlrement System, including fees and wmtssnom pald to an

- investment manager, private fund, or company issuing securities, who manages

™)

systems assets, shall be used to pay fees and commissions to placement agents. For

purposes of this subsection, "placement agent” means a third-party individual, who

is not an employee, or firm, wholly or partially owned by the entity being hurcd,

who solicits investments on behalf of an investment manager, private. fund, c’r»
company issuing secuntles |

All contracts for the investment or management of assets of the system shall not be
subject to KRS Chapters 45, 45A, 56, and 57. Instead, the board shall conductthe

- following process to develop and adopt an investment procurement policy with._

which all prospective contracts for the investment or management of asSets of the
system shall comply: | | k
(2) On or before July 1, 2017, the board shall consult with the secretary of the
Fmancc and Administration Cabinet or his or her designee to develop an
investment procurement policy, which shall be written to meet best practices
in investment management procurement | : |
®) ‘Thuty (30) days prior to adoption, the board shall tendcr the prehmmary.
mvcstment procurement policy to the sccrctary of the Flnance and :
Administration Cabmet or his or her desngnee for review and comment, _
(¢) Upon receipt of comments from the secretary of the Fxnsnce{snd
 Administration Cabinet or his or her dcsignce, the board shall chocse to adoft
or not adopt any recommended changes, A ‘
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(d Upon adoption, the board shall tender the final investment procurement policy
to the secretary of the Finance and Administration Cabinet or his or her
designee; ' , ‘

(& No later than thirty (30) days after receipt. of the: investment procurement
policy, the secretary or his or her designee shall cery,tjfy,wheﬂxer the board's
investment procureinent policy meets or does not meet best practices for
investment management procurement; and |

(f) Any amendments to the investment pmcureiné;nt policy shall adhere to the

requirements set forth by paragraphs (b) to (¢)-of th;i&f subscction.~

entitled 1o vote under state, federal, or common laws, shall be voted
according to the proxy voting guidelines gg’ opt: kegv bg ) the board and subject to

and accepts under cont its di under this section and commits to
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ollow the board-adopted proxy voting guidelines when voti e
stem's shares in order to co with the d" '
and other responsibilities under this section. |

(d) _All proxy votes shall be reported at least quarterly to the board. For each

vote, the report shall provide:
2. __The date of the vo te;
3. The company's name;

4. e vote cast for the system:

5.  The recomme n of the company's ma nent; and
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