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THE LEGISLATIVE POST Audit Committee and 
its audit agency, the Legislative Division of Post 
Audit, are the audit arm of Kansas government.  
The programs and activities of State government 
now cost about $11 billion a year.  As legislators 
and administrators try increasingly to allocate tax 
dollars effectively and make government work more 
effi ciently, they need information to evaluate the 
work of governmental agencies.  The audit work 
performed by Legislative Post Audit helps provide 
that information.

 We conduct our audit work in accordance 
with applicable government auditing standards 
set forth by the U.S. Government Accountability 
Offi ce.  These standards pertain to the auditor’s 
professional qualifi cations, the quality of the audit 
work, and the characteristics of professional and 
meaningful reports.  The standards also have been 
endorsed by the American Institute of Certifi ed 
Public Accountants and adopted by the Legislative 
Post Audit Committee.

 The Legislative Post Audit Committee is a 
bipartisan committee comprising fi ve senators and 
fi ve representatives.  Of the Senate members, three 
are appointed by the President of the Senate and 
two are appointed by the Senate Minority Leader.  
Of the Representatives, three are appointed by the 
Speaker of the House and two are appointed by the 
Minority Leader.

 Audits are performed at the direction of 
the Legislative Post Audit Committee.  Legislators 

or committees should make their requests for 
performance audits through the Chairman or any 
other member of the Committee.  Copies of all 
completed performance audits are available from 
the Division’s offi ce.

The Legislative Division of Post Audit supports full access to the services of State government for all 
citizens.  Upon request, Legislative Post Audit can provide its audit reports in large print, audio, or other 
appropriate alternative format to accommodate persons with visual impairments.  Persons with hearing 
or speech disabilities may reach us through the Kansas Relay Center at 1-800-766-3777.  Our offi ce 
hours are 8:00 a.m. to 5:00 p.m., Monday through Friday.
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December 11, 2006

To:   Members, Legislative Post Audit Committee
 
 Senator Les Donovan, Chair  Representative John Edmonds, Vice-Chair
 Senator Anthony Hensley  Representative Tom Burroughs
 Senator Nick Jordan   Representative Peggy Mast
 Senator Derek Schmidt  Representative Bill McCreary
 Senator Chris Steineger  Representative Tom Sawyer

 
 This report contains the fi ndings and conclusions from the completed performance 
audit, Kansas Public Employees Retirement System:  Reviewing Active and Passive Investment 
Management Approaches and the State’s Pension Obligation Bonds.  The audit was performed 
by Berberich Trahan & Co., and audit fi rm under contract with Legislative Post Audit.

 We would be happy to discuss the fi ndings presented in this report with any legislative 
committees, individual legislators, or other State offi cials.

 
  
 
      Barbara J. Hinton
       Legislative Post Auditor
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Question 1:  To What Extent Do the Retirement System and Its 
Investment Managers Use Active and Passive Investment Management 
Styles, How Have Those Styles Performed Historically, and How Would 

Those Styles Have Performed If Used in Different Proportions?
 Once the Retirement System allocates its investment moneys 
to the various general types of investments–stocks, bonds, real 
estate, etc.–the System and its investment managers can use an 
active, passive, or semi-passive investment management style.  
Rate of return on investments is infl uenced not only by choice of types 
of investment–stocks, bonds, real estate, etc.–but also by choice of 
investment management style.  The investment management styles are 
defi ned as follows:

A passive management style invests in specifi c individual stocks or 
bonds in the same proportion as those individual stocks or bonds are 
refl ected in some benchmark index, such as the Standard & Poor’s 
500.  This approach generally will earn about the index rate less 
management fees.  This approach generally has lower management 
fees than an active approach.
An active management style invests in specifi c individual stocks or 
bonds in different proportions with the intention of earning a higher rate 
of return than the index.  This approach can earn more than the index, 
but can also earn less.  Management fees are higher with this style.
A semi-passive management style generally invests close to an index, 
but with selected deviations in an attempt to earn a higher rate of 
return.

 The Retirement System uses all three investment management 
styles.  At the end of fi scal year 2006, the fair value of the System’s 
investments were allocated among the three styles as follows:

Passive  25%
Semi-Passive  42%
Active   33%
Total   100%

These percentages are roughly the same as those at the ends of the four 
previous fi scal years. 

 For the period reviewed, the Retirement System earned more 
investment income using all three styles than it would have using 
only a passive style.  For each type of investment–stocks, bonds, etc.–a 
benchmark rate of return indicates what that type of investment earned in 
general.  This benchmark rate of return, then, is what a passive investment 
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This audit was conducted by Berberich Trahan & Co., an audit fi rm under contract with the Legislative 
Division of Post Audit.  If you need any additional information about the audit’s fi ndings, please 
contact Randy Tongier at the Division’s offi ces.  Our address is: Legislative Division of Post Audit, 800 
SW Jackson Street, Suite 1200, Topeka, Kansas 66612.  You also may call us at (785) 296-3792, or 
contact us via the Internet at LPA@lpa.state.ks.us.

in that type of investment would have earned.  Comparing the actual 
rate of return to the benchmark rate of return shows how well the actual 
investment management style did compared to a completely passive style.  
On a total investment portfolio basis, comparison to a “policy index”–which 
takes into account all the different types of investments and their relevant 
benchmarks–accomplishes the same purpose.  The results of that 
comparison for the most recent one-, three-, and fi ve-year periods are as 
follows:

PERIOD       Actual Rate of    Policy
       Return Net of Fees    Index
                    (using all styles)   (as if passive only)

One Year  12.3%     10.4%
Three Years  13.3%     12.0%
Five Years    7.6%       7.3%

 In each case, the actual rate of return net of management fees 
was higher than it would have been with a completely passive investment 
management style.

 The Retirement System’s proportional use of investment 
management styles has been similar to those of other states 
reviewed.  It appears that states with higher target investment rates of 
return tend to use an active management style more than states with lower 
target rates.  Kansas has a target rate of 8%; the target rates of other 
states contacted ranged from 7.5% to 8.5%. 

 To date, the State has earned 9.9% from investing the proceeds of 
the pension obligation bonds, somewhat higher than the actuarial target 
earnings rate of 8%.  Over the life of the bonds, the debt cost will be about 
5.4%, which compares favorably with an early working estimate of 6%.
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Question 2:  What Has the State’s Experience Been in Issuing Pension 
Obligation Bonds, Both in Terms of Earnings From Investing the 

Proceeds and Payments for Retiring the Related Debt?

NOTE: This executive summary was prepared by staff of the Legislative Division of Post Audit, based on the 
              audit report prepared by Berberich Trahan & Co. under contract with the Division.






























