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RE:  HB 21

        (00 RS BR 214)

Dear Mr. Dutton:

Section 2 of 00 RS BR 214 provides that KTRS members with legal residence outside Kentucky shall have the option at time of retirement and during enrollment periods to waive entitlement to health insurance offered by KTRS.  Out-of-state members who waive entitlement would have a choice of receiving either an insurance premium voucher from KTRS with which the member could purchase their health insurance or they could receive a cash payment from KTRS.  The amount of both the voucher and cash payments would be the equivalent of the health insurance supplements made by KTRS to in-state retirees.  

Since January 1, 1999, the Kentucky Teachers’ Retirement System has been making health insurance supplement payments to out-of-state retirees who declined to participate in the insurance plans offered by the Kentucky Personnel Cabinet.  The amount of the payments is equivalent to those made to in-state retirees, and the payments are made after the retiree provides proof of their purchase of health insurance coverage.  This procedure complies with the conditions provided under Rev. Rul. 61-146, 1961-2-CB25, IRC Sec. 106 in order for the insurance payment to be considered non-taxable.  (Copy of ruling is enclosed.)

The Kentucky Teachers’ Retirement System health insurance for retirees is funded on a pay-as-you-go basis, unlike the regular retirement program, and the income to the Health Insurance Fund has barely been sufficient to meet expenses during the last several years.  KTRS does not provide payments equivalent to insurance supplements to in-state retirees who chose not to participate in the health plans provided by the State or KTRS.  KTRS does not have funds in the Retiree Health Insurance Fund to make cash payments to retirees who decline participation in the provided insurance plans.
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It is the position of the Kentucky Teachers’ Retirement System that the current practice of providing health insurance supplement payments to out-of-state retirees who submit proof of privately obtained health insurance coverage is fair and reasonable in addressing the extremely large insurance premiums that are required under the health insurance offered by the State for non-residents of Kentucky.  Under this procedure, the supplement payments are not subject to income tax.  The KTRS is assured that the payments are expended for health insurance.

The proposed voucher or cash payments to out-of-state KTRS retirees would be taxable to the retirees and significantly reduce the amount available to procure health insurance on a private basis.  It would be difficult not to offer the same payment options to in-state retirees who decline state-provided health insurance.  Based on the current monthly maximum supplement of $203, the System estimates an additional cost of approximately two million per year if voucher or cash payments were made to all retirees who decline insurance offered by the State or KTRS.  Unless adequate funding is provided by the State to KTRS to cover the full cost of the proposed changes, the Teachers’ Retirement System would have to object to the proposal.


Sincerely,


Pat N. Miller
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Enclosure

KENTUCKY RETIREMENT SYSTEMS

HB 21 (00 RS BR 214) ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
KRS 61.702 shall be amended so that for members whose legal residence is outside Kentucky, an additional options will be available relative to group hospital and medical insurance coverage.  Under this additional option, after July 15, 2000, a member whose legal residence is outside Kentucky shall have the option at the time of retirement and during any open enrollment period to waive entitlement to benefits to which the member is entitled under subsections (1) to (6) of KRS 61-702.  If these benefits are so waived by the member, then the retirement system shall provide to the member either (i) an insurance premium voucher with which the member can purchase health care coverage equivalent to that which the member was entitled under subsections (1) to (6), or (ii) a cash payment equivalent to the value, adjusted for any applicable taxes, of the benefits to which the member was entitled under subsections (1) to (6).

This election by the member shall be irrevocable unless the member establishes legal residence in Kentucky, in which event the member during the next open enrollment shall have the choice of continuing his current option or electing benefits as provided under subsections (1) to (6).

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

This proposal deals with insurance fund benefits.  As such, there is no anticipated cost impact relative to benefits provided through the retirement fund.

Insurance Fund Comments
There is a definite cost impact to this proposal.  That impact is a function of how many members there are who are not receiving insurance fund benefits and who are out of state residents, both currently and in the future.  That will determine the anticipated impact of this proposal.  Based on information currently available on out of state residents without current health insurance coverage under the system, the additional cash outlay in the initial year is estimated to be $2,312,000.  If anything, this number could be expected to grow in the future.

In addition to the measurable cost impact, there are additional issues with this legislation.  First of all, this is an option that is not available to Kentucky residents.  There is an inequity in that.  Secondly, there is the bigger issue of whether or not this option should be available to any members.  The insurance fund is intended to provide health insurance coverage upon retirement.  It is not intended as a way to increase the cash pension benefit, which is what this effectively becomes with this proposal.  Third, there is the likelihood that some member will establish residence outside of Kentucky merely to obtain this option, whether or not that is a legitimate out-of-state residence.  This will be very difficult, if not impossible to monitor.

III. ESTIMATED IMPACT ON FUNDING COSTS

Based on current information relative to out-of-state residents without health insurance coverage under the insurance fund, the initial additional cash outlay is estimated to be $2,312,000.  This is the best estimate of the cost impact of this proposal.

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, 1998 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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