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MANDATE SUMMARY

Unit of Government:
X
City;
X
County;
X
Urban-County

X
Charter County
X
Consolidated Local

Program/

Office(s) Impacted:
 Local government personnel departments; all local government agencies

Requirement:
X
Mandatory

Optional

Effect on

Powers & Duties
X
Modifies Existing

Adds New

Eliminates Existing

PURPOSE/MECHANICS

HB 11 HCS retains the original provisions of the bill, except that it makes the state, instead of the local school districts, responsible for the adjustment fees for employees of local school boards in the state insurance group.

HB 11 HCS creates a new section of KRS 18A.225 to require employers participating in the County Employees Retirement System to pay an adjustment fee to cover the cost of unescorted retirees in the state health insurance group who retire beginning in 2004.  It directs the Personnel Cabinet, with assistance from the retirement system, to determine the additional actuarial cost to the state group resulting from retirees whose employer participates in the CERS but not in the state group.

HB 11 HCS defines adjustment fee, state group, and unescorted retiree.  It directs the Kentucky Retirement Systems to determine the administrative costs to be incurred under this section and notifies the Personnel Cabinet of the amounts.  It requires the Personnel Cabinet to notify each non-participating employer of the adjustment fee to be paid starting July 1, 2006.  It requires the state to include funds for local districts' portion of the adjustment fee in the department's biennial budget request.  It requires the Kentucky Retirement Systems to deposit the amounts paid participating employers into the insurance subsidy escrow account.  It allows the Kentucky Retirement Systems to remove funds to pay administrative costs.

Beginning January 1, 2008, HB 11 HCS requires the health insurance premium paid for a retiree from a non-participating employer to include the adjustment fee.  It directs the Attorney General to take necessary action to recover funds from participating employers who become delinquent in the payment of their adjustment fees, and prohibits any retired member or beneficiary from having his or her health insurance coverage reduced or terminated because of any provision of this Act.

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

HB 11 HCS does not change the fiscal impact on local government from the original bill.

HB 11 HCS will have no immediate fiscal impact on local governments, since the fees paid by non-participating employers will not become effective until July 1, 2006.  After that date local governments will pay an adjustment fee based on the cost of unescorted retirees who retire after January 1, 2004.  Based on an initial estimate of 1000 unescorted retirees who will retire on or after January 1, 2004, the cost to local government would be approximately $2 million, without considering medical cost inflation.  Each subsequent year new retirees would be added to the actuarial cost paid by local government.  On January 1, 2008, the health insurance premiums paid for unescorted retirees will include the adjustment fee, but will not exceed the premium paid by other state group members.

The estimated number of initial retirees and associated costs are derived from extrapolating numbers provided by the Kentucky Group Health Insurance Board report, supported by an independent analysis conducted by the Segal Company, on unescorted retirees.  The Segal report looked at all 9000 unescorted retirees and reported that they added $14 to $16 million in excess claims to the Public Employee Health Insurance Program in the year 2001.  This data is the most current information available.

The formula for calculating each employer's adjustment fee is based upon each employer's total payroll, rather than the number of unescorted retirees associated with each respective employer.  This method of calculating each employer's share of the adjustment fee will create "winners" and "losers" among the employers, but will not affect the total cost to all employers. As the formula for an employer's adjustment fee is based on a percentage of payroll which includes all CERS employees, the per employee share that an employer would pay is estimated to be .007% of payroll per month.

DATA SOURCE(S)
Mark Roberts LRC;  Commonwealth of Kentucky Public Employee

Health Insurance Program Annual Reports, Kentucky Group Health Insurance Board.
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