KENTUCKY RETIREMENT SYSTEMS

HB 258/GA (00 RS BR 1202) ... ACTUARIAL COST ANALYSIS

I. PROPOSED REVISION
KRS 78.615(1)(b) would be amended to apply only for service credit for noncertified employees of school boards for service prior to July 1, 2000.  A new subsection (c) would be added.  Under this new subsection (c), service credit for noncertified employees of school boards on or after July 1, 2000 shall be determined as follows:


Members shall be entitled to a full year of service credit if their total paid days in not less than 180 of a 185 day contract for a regular school or fiscal year


For members paid for less than 180 days, the member may purchase credit according to administrative regulations promulgated by the system (but in no case shall more than one year of service be credited for all service performed in one fiscal year)


Members who complete their employment contract prior to the close of the fiscal year and elect to retire prior to the close of the fiscal year shall have their service credit reduced 8% for each calendar month that the retirement becomes effective prior to July 1


Members who are employed and paid for less than the number of days required in their normal employment year shall be entitled to pro rata service credit for the fractional service based on the number of days employed and the number of says in the member’s annual employment agreement or normal employment year

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

Service credit increases for a large number of plan participants, so there will be a definite cost impact.  The extent of the impact will depend on how many participants will be affected.  Based on information provided to us, roughly 63% of plan participants will be affected by this proposal.  The covered plan payroll for these affected plan participants represents approximately 35% of the total covered plan payroll of the CERS nonhazardous group.

The cost increase information in this memorandum has been shown two ways ... first as an increase in cost for the entire system with the liability increase being spread over payroll for all plan members, and second as separate costs for school board employees and all other members.
Insurance Fund Comments

The insurance fund will be impacted as well since higher service credits will accelerate the affected participants as far as the percentage of medical premium cost borne by the system.  This impact will result in an increase in the current insurance fund charge as well as an increase in the ultimate insurance fund cost.  Both amounts have been shown in this analysis.

III. ESTIMATED IMPACT ON FUNDING COSTS

The estimated cost impact of this proposal has been summarized in the following table.  The amounts are shown as a percentage of covered plan payroll, and represent the increase in the annual plan costs.

The cost impact on the retirement fund contribution rate has been shown separately from the insurance fund.  Also, with regard to the insurance fund impact, the  impact in the initial year is shown as well as the ultimate impact once full entry age funding of the insurance fund is reached.  The amounts shown in the following table represent the change in the employer rates from those computed in the June 30, 1999 valuation of the retirement system.
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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, 1999 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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William M. Mercer, Incorporated
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CALCULATION OF ANNUAL CERS EMPLOYER COSTS:

Estimated Annual Salaries
Percent School Board
Estimated School Board Salaries
Percent Nonschool Board
Nonschool Board Salaries

$1,449,817,548
35%
$507,436,142
65%
$942,381,406

Current Contribution Rates

6.34%

6.34%

Current Estimated Annual Contributions

$32,171,451

$59,746,981

FORMULA:

(Pension rate + Insurance Rate/Current Charge) * Estimated Annual Salaries = Employer Contributions in Dollars

HB 258—INITIAL COST


Contribution Rate for Total Group
Separate Contribution Rates (Estimated)




School Board Employees
Nonschool Board Employees

Estimated Salaries
$1,449,817,548
$507,436,142
$942,381,406

HB 258 Cost as % of Contributions
0.73%
4.51%
(1.31%)

Annual Additional Cost (Savings) in Dollars
$10,583,668
$22,885,370
($12,345,196)

New Employer Contribution Rate with HB 258
7.07%
10.85%
5.03%

HB 258—ULTIMATE COST


Contribution Rate for Total Group
Separate Contribution Rates (Estimated)




School Board Employees
Nonschool Board Employees

Estimated Salaries
$1,449,817,548
$507,436,142
$942,381,406

HB 258 Cost as % of Contributions
1.35%
10.79%
(3.73%)

Annual Additional Cost (Savings) in Dollars
$19,572,537
$54,752,360
($35,150,826)

