February 25, 2000
Mr. C. Gilmore Dutton

Special Projects

Legislative Research Commission

Capitol Annex Room 039

Frankfort, Kentucky  40601

RE:
HB 537/GA

Dear Gilmore:


The changes made to HB 537/GA moved the definition of “monthly contribution” as meaning an amount equal to an offered plan into KRS 61.702.  The actuarial analysis dated February 23, 2000, addresses this provision and provides that no cost is expected.  

Sincerely, 

Pamala S. Johnson

General Manager

Enclosure
KENTUCKY RETIREMENT SYSTEMS

HB 537/GA (00 RS BR 1925) ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
This proposed legislation makes a number of “housekeeping” changes.  For the most part, the language as modified in this proposal does not change benefits payable under the system.

As part of this proposal, there is the establishment of a separate excess benefit plan and fund.  This addresses the issue of the qualified plan benefit being limited by Internal Revenue Code Section 415 in isolated instances.  For those individuals, this separate excess plan will be able to make any payments to which the member is entitled under the benefit formula (and have been funded for under the current program), but which cannot be paid out of the current qualified plan due to the IRC Section 415 limits.  Funds will be administratively transferred on an annual basis to cover the amount of any payments under this excess benefit plan.

The major change made in this House Committee Substitute from our analysis of the original BR 1925 dated February 7, 2000 is the definition of the “monthly contribution” as used for the medical insurance benefit.  Under this version, ‘monthly contribution” would be defined as an amount at least large enough to pay the full premium cost of one of the offered medical plan options.

II. COMMENTS RELATIVE TO PROPOSED REVISION

Retirement Fund Comments

Overall no cost impact for this proposed legislation.  The establishment of the separate excess plan will permit payment of the full benefit entitlement under the plan formula for all members regardless of the limitations of IRS Code Section 415.  Presently, any member whose benefits are so limited is not being paid the full benefit determined under the plan formula even though that amount was funded.  This results in a gain to the fund since certain benefits funded for are not paid.  This separate excess plan eliminates this gain in future years but does not increase funding above current levels.

Insurance Fund Comments

This House Committee Substitute sets the “monthly contribution” relative to the medical insurance benefit at a minimum level so it must equal the premium cost of at least one of the medical plan options.  As I understand it, The monthly contribution as set by the Board in recent years would essentially meet this requirement.  However, this eliminates any option the Board would have in setting the monthly contribution in times of high medical inflation.  To that extent, it ties the Board into fully reflecting medical inflation in the monthly contribution amount … at least relative to the impact of medical inflation on the lowest cost medical premium plan.  But given that high medical inflation levels may lead to changes in the underlying medical plan options available, this would not be expected to materially change long term impact funding levels under the insurance fund.

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

All Changes Included under Proposed Legislation
None expected
None expected
None expected
None expected
None expected

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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