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Legislative Research Commission

FROM:
Pamala S. Johnson, General Manager

DATE:

February 24, 1998
SUBJECT:
Actuarial Analysis of HB234/GA Copy

The HB 234/GA copy consists of HB234/HCS and floor amendments (2) and (3).

Each of these provisions has been subjected to an actuarial analysis.  Because the GA copy simply combines these parts into a whole and because no additional benefits are provided by combining the amendments with the committee substitute, the analyses of BR 1199 and the two amendments may be relied on as a complete analysis of the GA copy.

Attachments

KENTUCKY RETIREMENT SYSTEMS

98 RS HB 234/HCS ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
This proposal is the same as 98 RS BR 1199 except for proposed language under KRS 61.702(3)(d).  Under this section of the statutes, effective August 1, 1998, a member of Kentucky Retirement Systems who elects hospital and medical benefits under that system shall have their percentage determined based on aggregate service credit earned under Kentucky Retirement Systems plus service credit earned under any other state-administered retirement plan.  The Retirement System annually shall pay to the insurance fund the percentage of the system’s cost of the retiree’s hospital and medical premium which shall be equal to the percentage of the member’s number of months of service under Kentucky Retirement Systems divided by total combined service under all state-administered plans.  The combined amounts paid by all state-administered retirement systems shall not be more that 100% of the monthly contribution adopted by the respective boards.  A state-administered plan shall not pay any portion for medical insurance for a member unless the member is a recipient or annuitant of the plan.

Other than this change, this proposed legislation makes a number of “housekeeping” changes.  For the most part, the language as modified in this proposal does not change benefits payable under the system.  There is one other proposed change which may impact the percentage of family medical coverage payable by the system for a member who has both hazardous and nonhazardous service.  KRS 61.702(4)  would be revised to provide that the percentage of medical premium payable for the spouse and dependents of a member shall be based solely on the member’s amount of hazardous service credit.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

No anticipated impact.

Insurance Fund Comments
The change proposed in KRS 61.702(4) would reduce the amount of family coverage medical premium paid by the system in some instances.  However, this would not be expected to have a significant impact on overall insurance fund costs.

The provision for inclusion of service credit under other state-administered plans for purposes of determining medical insurance benefits could increase the medical premium liability under the retirement system in some cases, and reduce it in other instances.  Generally, the total medical premium percentage will be similar, if not identical, before and after the change.  Overall, it would not appear that this proposal would significantly change the aggregate liability for medical premium benefits under Kentucky Retirement Systems.  Consider the following examples:




Note: Percentage medical benefit under non-KRS system based on same schedule as under Kentucky Retirement Systems.

III. ESTIMATED IMPACT ON FUNDING COSTS

	
	Non-Hazardous
	Hazardous
	

	
	KERS
	CERS
	KERS
	CERS
	SPRS

	98 RS HB 234/HCS
	*
	*
	*
	*
	*


* Negligible impact, if any

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, 1997 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.





Date

William M. Mercer, Incorporated
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KENTUCKY RETIREMENT SYSTEMS

98 RS HB 234/HCS (Rep.  J. Jenkins amendment) ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
The language dealing with amounts paid by the retirement system for hospital and medical insurance has been modified from a monthly contribution as set by the Board to the premium paid by active state employees.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

No impact.

Insurance Fund Comments

The premium amount paid by active state employees has been the basis for the monthly contribution set by the Board.  So this proposed amendment does not change the way the retirement system’s share of the hospital and medical insurance has been determined.  As such, there would be no cost impact for either the retirement fund or the insurance fund.
III. ESTIMATED IMPACT ON FUNDING COSTS

No cost impact.

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, 1997 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.





Date

William M. Mercer, Incorporated
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KENTUCKY RETIREMENT SYSTEMS

98 RS HB 234/HCS (Rep.  Damron amendment) ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
KRS 61.555(8) would be added providing that any member of KERS who is age 65 or older with 48 months of service (at least 12 of which are current service), or any member of KERS or the State Police Retirement System who has 60 months of service (at least 12 of which are current service), shall receive one month of current service for each six months of service in the National Guard or the military reserves of the United States, by paying the retirement system a delayed contribution payment as defined in KRS 61.510(22).  Payment shall be by lump sum or increments.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Under the delayed contribution method, the member picks up 50% of the cost.  The system absorbs the remainder.  So there would be some cost impact, with the actual impact dependent on how many members take advantage of this opportunity, and how many years of service credit they are able to purchase.  Such a cost impact cannot be determined from available date, but overall, I would not anticipate the cost impact to be significant.

There would also be some potential cost impact under the Insurance Fund if the additional service increased the percentage of medical benefit which the system would have otherwise paid on behalf of the member.  Again this actual cost will be a function of the number of members who take advantage of this provision, and how many are positively affected as it relates to the medical premium percentage picked up by the system.

One final comment pertains to the potential this proposal has for “double dipping” in that a member will potentially be able to accrue 14 months of service credit for 12 months of elapsed time.  This is different than the situation where an individual is in the military for a period of time and purchases that service credit under delayed contribution.  In that case, the purchase is being made for service credit for a period of time which would not otherwise be included, and a period of time for which the individual was not a paid employee covered under the retirement system.  However, under this proposal, a member is able to purchase additional service credit for a period of time which has already been credited and for which the member was a paid employee covered under the retirement system.  Is it equitable or sound retirement design to allow any plan member to receive more than a year of service credit for any year of employment?  Sound retirement plan design would answer no to that question, but under this proposal, that is exactly what is being allowed.

III. ESTIMATED IMPACT ON FUNDING COSTS

It is not possible to pin down a specific cost to this proposal since the impact depends on the circumstances for an affected individual.  It would not be anticipated that any cost impact would be significant, but that cannot be specifically determined.
	
	Non-Hazardous
	Hazardous
	

	Proposed Change
	KERS
	CERS
	KERS
	CERS
	SPRS

	As described in I
	*
	N/A
	*
	N/A
	*


       *
Impact not expected to be significant
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, 1997 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.





Date

William M. Mercer, Incorporated
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TEACHERS' RETIREMENT SYSTEM

Actuarial Analysis

HB 234/GA

(98 RS BR 1199)

February 24, 1998

Mr. C. Gilmore Dutton

Special Projects

Legislative Research Commission

Capitol Annex

Frankfort, Kentucky 40601

RE:
98 RS BR 1199/HB 234/GA

Dear Mr. Dutton:

You have requested an analysis of House Floor Amendments 2 and 3 to House Bill 234. The two amendments are now included in HB 234/GA.

Floor Amendment 2 does not relate to the Kentucky Teachers' Retirement System, and there is no fiscal impact to the KTRS.

The System's Actuary is familiar with House Floor Amendment 3 since it is almost identical to HB 630 filed in 1994 and HB 308 filed in 1996. The additional employer cost would be 15 percent of a member's current salary for each member purchasing one year of service. It is not known how many members would be eligible or how much service would be purchased which prohibits projecting specific costs. Assuming an average annual salary of $40,000, the additional lump sum employer cost would be $1,200,000 if 200 eligible members purchased one year of service.

There are two additional problems with House Floor Amendment 3 to HB 234. The amendment implies that KTRS members would be eligible to purchase up to two months of retirement credit for each twelve months of service in the military reserves or the National Guard. KRS 161.500 provides that no member shall receive more than one year of retirement credit for services performed during a fiscal year; and if a KTRS member received a full year of credit based on his regular employment, he could not purchase additional retirement credit. Many reservists and members of the National Guard will qualify for retirement payments from the federal government for their services, and KRS 161.500(2) and (3) prohibit KTRS members from receiving retirement credit for military service that is used to qualify for benefits from another public retirement system.

Please advise if there are questions.

Sincerely,

Pat N. Miller

PNM:rp

