February 5, 2004

Mr. Joe Hutchison

Deputy Executive Secretary

Teachers Retirement System

Commonwealth of Kentucky

479 Versailles Road

Frankfort, KY  40601-3800

Actuarial Impact – 04 RS BR 1474 – Health Only

HB 448

Dear Joe:

As required by KRS 6.350, we have prepared an actuarial analysis of the impact of 04 RS BR 1474 on the Kentucky Teachers’ Retirement System.  

Section 1(2)(a)1 would require coverage for the state group health insurance plan to be provided by only one insurance company or one health maintenance organization throughout the entire state. There would be a single contract for preferred provider organization type of coverage encompassing all classes of employees including our retired members not yet eligible for Medicare. This coverage would start in calendar year 2005. 

Section 1(2)(a)2 would require a proposal for the 2005 Regular Session of the General Assembly to provide state group health insurance through a self-funded plan.

Section 1(2)(f) would require all employers not participating in the state group plan pursuant to the provisions of KRS Chapters 16, 18A, and 151B to enter into a contract with the Personnel Cabinet prior to participating in the state group health insurance plan. KTRS participates under provisions of KRS Chapter 18A.

Without additional information it is not possible to determine the impact this bill would have on the KTRS health plan.  It would be necessary to solicit and analyze bids from insurance carriers and health maintenance organizations before any analysis could be performed to determine the financial impact to KTRS.

If you have any questions, please do not hesitate to contact us.

Sincerely,

Edward A. Macdonald




Richard L. Ward

Principal





Senior Consultant

EAM/RLW:sh
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KENTUCKY JUDICIAL AND LEGISLATORS RETIREMENT PLANS

04 RS BR 1474 ... ACTUARIAL COST ANALYSIS

HB 448

I. PROPOSED REVISIONS
KRS 18A.225(2)(a) shall be amended to include the following language relative to health insurance coverage:

“1.
For coverage in calendar year 2005 and thereafter, the secretary of the Finance and Administration Cabinet, upon the recommendation of the Personnel Cabinet, shall procure, in compliance with the provisions of KRS 45A.080, 45A.085, and 45A.090, from one (1) health insurance company or from one (1) health maintenance organization authorized to do business in this state, a statewide policy of group health care coverage for preferred provider organization (PPO) encompassing all classes of employees.  The contract shall include but not be limited to designating the entity responsible for filing any federal forms, adoption of policies required for proper plan administration, acceptance of the contractual provisions with health insurance carriers or third-party administrators, and adoption of the payment and reimbursement methods necessary for efficient administrations of the health insurance program.  Health insurance coverage provided to state employees under this section shall include a mail-order drug option as provided in subsection (14) of this section.  All employees and other persons for whom the health coverage is provided or made available shall be given an option to elect health care coverage during annual open enrollment.

2.
The Personnel Cabinet, with assistance from the Kentucky Group Health Insurance Board, shall develop a proposal for legislation for the 2005 Regular Session of the General Assembly to establish a statewide self-funded health insurance plan for employees.  The proposed legislation shall include recommendations for the type and level of coverage, whether indemnity, health maintenance organization, point of service, or preferred provider organization, or any combination thereof; the method of plan administration, whether by an agency of the state or by a qualified third party; the funding requirements, including the source and amount of funds; and the administrative requirements, including staffing, accounting and auditing procedures, and data management.”

KRS 18A.225(2)(f) shall be amended to add the following language at the beginning of that subsection:

“With the exception of employers governed by the provisions of KRS Chapters 16, 18A, and 151B, all employers of any class of employees or former employees shall enter into a contract with the Personnel Cabinet prior to including that group in the state health insurance group.”

II. COMMENTS RELATIVE TO PROPOSED REVISIONS
This proposal deals with how the health insurance benefit is funded rather than the amount of the health insurance benefit.  Whether or not the actual health insurance benefit as provided under JRP and LRP will be affected by this proposal cannot be determined at this time.  At this time there is no identifiable change in ultimate liability as a result of this proposal.  Assuming that the any coverage provided under the state health insurance group will be competitive and consistent with the underlying liability for health insurance benefits under JRP and LRP, there would not be any material deviation in the year by year contribution amount.

III. ESTIMATED IMPACT ON FUNDING COSTS

No material impact can be determined at this time in employer funding levels.

IV. ACTUARIAL CERTIFICATION
Calculations of the estimated cost impact as summarized in Section III have been based on the same data, actuarial assumptions and methods as used in the July 1, 2003 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.

                                                                     


            02/13/2004      _             
Stephen A. Gagel, F.S.A.





Date

Mercer Human Resource Consulting
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KENTUCKY RETIREMENT SYSTEMS

04 RS BR 1474 ... ACTUARIAL COST ANALYSIS

HB 448
I. PROPOSED REVISION
KRS 18A.225 would be amended to require a statewide policy to provide health insurance coverage for state group participants through a single preferred provider organization (PPO) in plan year 2005 and thereafter. The bill would also require the Personnel Cabinet and the Kentucky Group Health Insurance Board to develop a proposal to be submitted to the 2005 Regular Session establishing a statewide self-funded health insurance program.

II. COMMENTS RELATIVE TO PROPOSED REVISION

Retirement Fund Comments

This bill is not anticipated to impact the Retirement Funds.

Insurance Fund Comments

The proposed change would limit the number of carriers providing insurance coverage.  Whether or not this creates additional cost or potential savings can not be determined at this time.  To do so would necessitate reviewing proposals from various carriers.

III. ESTIMATED IMPACT ON FUNDING COSTS

This cost cannot be determined from currently available information.

IV. ACTUARIAL CERTIFICATION
Calculations of the estimated cost impact as summarized in Section III have been based on the same data, actuarial assumptions, methods and plan provisions as used in the June 30, 2003 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.

_________________________


__________________________________

K. Eric Fredén, FSA, MAAA


Leon F. (Rocky) Joyner, Jr., ASA, MAAA

The Segal Company



The Segal Company
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