KENTUCKY RETIREMENT SYSTEMS

SB 145 (00 RS BR 809) ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
Under this proposal, after August 1, 2000, notwithstanding any other provision to the contrary, the insurance fund shall pay 100% of the family premium amount adopted by the board for the coverage of spouse and dependents of a recipient who was a member of Kentucky Retirement Systems and who had 200 or more months of service upon retirement.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

No comments.

Insurance Fund Comments

The cost impact of this proposal relative to the insurance fund for the nonhazardous systems is expected to be very significant.  Currently, the nonhazardous systems only pay the single premium contribution amount as set by the board.  Paying the family premium amount would substantially increase liabilities of the insurance fund for the nonhazardous systems.

Based on the current retirement pattern assumptions, the vast majority of retirees currently eligible for 100% of the single premium contribution (at least 20 years of service) would also have at least 25 years of service.  The liability for these recipients could immediately increase to the family premium contribution amount.  Insurance fund liabilities for the nonhazardous systems are estimated to increase in the magnitude of 50%.

If liabilities increase in this magnitude, then the target funding rates for the insurance fund will increase in a similar proportion as the increase in unfunded liabilities.  If that occurs, it would not be prudent to retain the current insurance fund contribution rates without adjustment.  They should also be increased to reflect the liability increase. The level of that adjustment is not statutorily fixed, since the insurance fund is not presently funded at the same full entry age normal funding method as it is for the retirement fund.  Minimally, the insurance fund rate should be increased to reflect where the rate would now be had this change in insurance benefits been in place since the current insurance fund contribution policy was adopted by the Board (1996).  However, if this type of proposal were enacted, an increase in insurance fund contribution rates of at least 50% of the ultimate rate of increase should be considered, and this amount has also been shown in Section III.

There is no anticipated cost impact for the hazardous systems and state police since family coverage is presently provided for any retiree with 20 or more years of service.

III. ESTIMATED IMPACT ON FUNDING COSTS

The cost impact shown in the following table represents shows the initial impact in the first year as well as the ultimate impact, which more appropriately reflects the true cost of the proposal.


Non-Hazardous
Hazardous


Proposed Change
KERS
CERS
KERS
CERS
SPRS

Provide family contribution amount is at least 25 years of service at retirement


Initial Impact


Minimal Rate Adjustment


Recommended Rate Adjustment


Ultimate Impact
0.23%

2.97%

2.94%
0.32%

3.58%

7.15%
N/A

N/A

N/A
N/A

N/A

N/A
N/A

N/A

N/A

IV. ACTUARIAL CERTIFICATION
Calculations of the estimated cost impact as summarized in Section III have been based on the same actuarial assumptions and methods as used in the June 30, 1999 actuarial valuation, unless otherwise stated. This statement is intended to provide an estimate of the cost impact of proposed revisions noted in Section I, and does not necessarily address the appropriateness of making such revision.

Stephen A. Gagel, F.S.A.
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