KENTUCKY RETIREMENT SYSTEMS

98 RS BR 2518 (HB 777) ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
Effective August 1, 1998, the provisions of subsections (1) to (4) of KRS 61.637 shall no longer apply to a retired member who is reemployed in a position covered by the same retirement system from which the member retired. Reemployed retired members shall be treated as new members upon reemployment. Any retired member whose reemployment date preceded August 1, 1998, who does not elect, within sixty (60) days of notification by the retirement systems, to remain under the provisions of subsections (1) to (4) of KRS 61.637 shall be deemed to have elected to participate under this subsection. 

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

Presently a retiree who is reemployed, where upon reemployment such member is anticipated to receive compensation in excess of the maximum permissible earnings as provided by the federal Social Security Act, shall have his benefits suspended during the period of reemployment.  Upon subsequent termination of employment, the member’s benefit shall be recomputed using creditable compensation during his period of reemployment (but not less than what was used in his original retirement computation), and further using the member’s age at time of initial retirement increased by the number of months of service credit earned during the period of reemployment.

The proposed change would allow the original retirement benefit to continue during reemployment, and establish a new account for the period of reemployment.  I am assuming under the proposed change, upon subsequent retirement, a benefit would be computed based solely on the service credit earned while reemployed.  There would be no adjustment to the benefit as computed for his original period of employment.  The member’s total benefit would then be the sum of the two separately computed amounts.

Depending on the circumstances, it is possible for the current approach to have a greater ultimate benefit liability than the proposed change, and vice versa.  This will depend on such factors as the member’s creditable compensation during reemployment in relation to that of his original period of employment, his length of reemployment, and his age upon original retirement, reemployment and subsequent retirement.  As a result, it is not possible to state with certainty whether the proposed change would increase or decrease plan liabilities.  However, given the expectation that such reemployed members would be a small percentage of all retiring members, I would not expect the impact to be significant.

Insurance Fund Comments

With regard to any impact on the insurance fund, the savings under the current approach due to the benefit suspension would be lost, and I see no offset to this lost savings under the proposed change.  But again, I expect that a small percentage of all retired members will be affected by this provision, which if true, should result in a minimal impact on the insurance fund.

III. ESTIMATED IMPACT ON FUNDING COSTS

	
	Non-Hazardous
	Hazardous
	

	Proposed Change
	KERS
	CERS
	KERS
	CERS
	SPRS

	As described in Section I
	*
	*
	*
	*
	*


       *
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.
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