

March 3, 2000

Mr. C. Gilmore Dutton

Special Projects

Legislative Research Commission

Capitol Annex, Room 29

Frankfort, Kentucky  40601


RE:   HB 389/HCS (00 RS BR 1315)

Dear Mr. Dutton:


Sections 1 and 2 have a "zero" fiscal impact.  Section 3 is a proposal to raise the per diem paid to members of the Board of Trustees of the Judicial Form Retirement System. Currently, a member of the Board receives a $75.00 per diem for attending quarterly board meetings. The per diem is paid only if the member is not receiving a salary or other per diem from the State. The proposal is to set the daily compensation in an amount equal to the per diem compensation paid to members of the General Assembly. Inasmuch as the total 1999 per diem paid was $1,425.00, it is believed that the fiscal impact will be negligible.


If you need any additional information, please advise.



Sincerely,



Donna S. Early



Executive Director

/dse

KENTUCKY RETIREMENT SYSTEMS

(00 RS BR 1315)HB 389/HCS ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
KRS 61.510(14) and KRS 78.510(14) shall be amended to provide that final compensation will be based on a 3-year average for anyone retiring between 7/15/2000 and 7/15/2001 whose total service is at least 25 years and whose age and years of service total at least 85.  Notwithstanding the provisions of KRS 61.565, the funding for this paragraph shall be provided from existing funds of the retirement allowance account.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

This provision is effectively a one-year window under which a nonhazardous member may retire and have their retirement benefit based on 3-year average earnings.  The requirement that years of service be at least 25 years and that age and years of service total at least 85 limits the group of members to which this added benefit will be available.  A special window benefit generally is in conjunction with a desire to provide a temporary benefit improvement as an encouragement for a group of members to consider retirement … normally coupled with a desire to reduce head count.  The level of this additional benefit is not likely to induce many individuals to retire who were not already close to making that decision anyway.  So it is of questionable value in regards to any desire to reduce workforce.  The actual intent of the proposal is not clear 

The language providing that notwithstanding the provisions of KRS 61.565, the funding shall be provided from existing funds of the retirement allowance account raises an interesting dilemma.  The existing funds of the retirement allowance account have been accumulated in consideration of the liabilities and benefit structure of the current plan.  If a benefit improvement is made, regardless of how limited this improvement may be in terms of number of members affected, that improvement generates an additional liability that has not been previously accounted for in the determination of plan funding levels.  To simply state that a benefit improvement shall be provided from existing funds is of questionable value.  Obviously, if plan liabilities are increased, there has to be a corresponding increase in funding at some point to offset this additional liability.

Any change in the benefit level also raises the issue of an appropriate target level of benefits for "career" employees retiring under the system.  Before any change in benefit structure, a spendable income analysis should be developed to compare current retirement benefit levels for career employees versus pre-retirement spendable income levels.  Any increase in the benefit levels should reflect a true need for such an increase in order to meet a real shortfall in retirement benefits.  Without such an analysis, it is unclear whether any shortfall exists.  If the benefit level is raised to too high a level, there is a real danger that benefits after retirement in terms of spendable income could exceed pre-retirement spendable income, which is not a desired result in sound pension plan design, nor would it be an effective use of taxpayer dollars.  I would strongly advise that such an analysis be undertaken before any increase in benefit levels is considered.

In estimating the cost impact of this proposal, the current valuation assumptions as to retirement age were used.  If benefits are increased on a temporary basis, it could have an impact on short-term retirement experience.  However, since no reliable experience information is available, for purposes of the cost estimate presented in this memorandum, no change in retirement patterns was assumed.

Insurance Fund Comments

To the extent that this proposal would accelerate the retirement of any plan member, there would be a corresponding increase in the insurance fund costs.
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.


Non-Hazardous
Hazardous


Proposed Change
KERS
CERS
KERS
CERS
SPRS

3 year average earnings window if retire between 7/15/2000 and 7/15/2001 with 25 years of service and age and service totaling at least 85
0.03%
0.02%
N/A
N/A
N/A

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.





Date

William M. Mercer, Incorporated
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