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PURPOSE/MECHANICS

This legislation modifies several sections of the KRS relating to retirement benefits of retired police and firefighters of urban-county governments. Trustees of the retirement fund hired an actuary to summarize the proposed changes and detail the potential fiscal impacts from this bill. That analysis, conducted by an actuary from William M. Mercer, Inc., is attached. 

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

This legislation modifies several sections of the KRS relating to retirement benefits of retired police and firefighters of urban-county governments. Trustees of the retirement fund hired an actuary to summarize the proposed changes and detail the potential fiscal impacts from this bill. That analysis, conducted by an actuary from William M. Mercer, Inc., is attached. 
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LEXINGTON FAYETTE URBAN COUNTY GOVERNMENT

POLICE AND FIREFIGHTERS'S RETIREMENT FUND

KRS 67A.360 PROPOSED AMENDMENT ... ACTUARIAL COST ANALYSIS

1. PROPOSED REVISION

Under this proposal, subsection 19 is added to KRS 67A.360 to define "salary" in accordance with current practices, and also to include flexibility for change at the local rather than the state level.

11. COMMENTS RELATIVE TO PROPOSED REVISION

No comments.

111. ESTIMATED IMPACT ON FUNDING COSTS

Since this merely conforms to current practices, there is no impact on current funding levels. As such, there is no cost associated with 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 July 1, 1999 actuarial valuation, unless otherwise stated. This statement is intended to provide an estimate of the cost impact of proposed revisions noted in Section 1, and does not necessarily address the appropriateness of making such revision.

StephIn A. Gage(, F.S.A.

William M. Mercer, Incorporated
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LEXINGTON FAYETTE URBAN COUNTY GOVERNMENT

POLICE AND FIREFIGHTERS'S RETIREMENT FUND

KRS 67A.402 PROPOSED AMENDMENT ... ACTUARIAL COST ANALYSIS

1. PROPOSED REVISION

Under this proposal, KRS 67A.402 is revised to allow a member who has five or more years of service credit to purchase of up to four years of service credit which is not otherwise purchasable, provided such service is not covered under another public defined benefit retirement fund.

A member who purchases service credit shall file an application within the five year period and shall pay to the fund an amount which shall be determined by actuarial method consistent with the methods prescribed for determining the purchase of prior service credit. Payment may be in lump sum or installments.

If payments are in installments, the cost shall be recalculated annually based upon the member's current salary, the interest rate established by the commissioner of finance and other factors required by the actuarial method. Interest shall be added to the principal each year at a rate set by the commissioner of finance (not to be less than 3%). The member's payments shall be adjusted annually to reflect this annual recalculation. Installment payments shall be consecutive for a period of not less than 12 months or more than 240 months.

11. COMMENTS RELATIVE TO PROPOSED REVISION

This proposal replaces the current provision that allowed the purchase of up to four years of active military service time. This proposal allows the purchase of up to four years of service credit without any limitation. This essentially allows the member to purchase "ghost" time, i.e. time for which no service was performed for any other employer.

This analysis addresses only the cost impact of this proposal. It does not address the underlying issue of whether it is reasonable to allow a member to purchase "ghost" time. That issue is outside of the scope of this actuarial cost analysis.

The major issue is to establish an actuarial method for determining this cost that will cover the additional liability created by this additional service credit. If that is accomplished, then there should be no cost impact on the plan for this provision. However, great care should be taken to establish a proper procedure, since the purchase of this "ghost" time will likely accelerate the retirement of a member, and that could ultimately impact the experience and underlying funding of the plan.

Consider an example. A member is anticipating retiring at age 50 with 20 years of service. However, by purchasing four years of "ghost" time, he can now retire at age 46 with 20 years of service. This increases the cost of the 16 years of service he actually worked since the benefit attributable to those 16 years is now payable from age 46 instead of age 50. Thus, the increase to the fund is not only for the four additional years of "ghost" time, but also for the increased liability on the earlier retirement of the member for the 16 years he actually worked. If this is not factored into the actuarial calculation, then there will be a windfall to the member, and that cost will be borne by the retirement fund as future experience losses ... resulting in an increase in retirement funding.

The easiest way to compute a proper cost for "ghost" time is to allow the member to purchase this only at the time of retirement. You can then more exactly determine the actual impact. If you allow the purchase prior to retirement, you need to consider what the impact on the future retirement pattern of that member will be, and that is difficult, if not impossible to predict.
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111. ESTIMATED IMPACT ON FUNDING COSTS

The cost impact of this proposal is dependent on the actuarial method adopted for determining the member's purchase cost for "ghost" time. As long as this method properly reflects the impact on plan liability for the additional service credit, there will be no impact on the plan.

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 July 1, 1999 actuarial valuation, unless otherwise stated. This statement is intended to provide an estimate of the cost impact of proposed revisions noted in Section 1, and does not necessarily

address the appropriateness of making such revision.

Stephenk Gagel, F.S.A.
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LEXINGTON FAYETTE URBAN COUNTY GOVERNMENT

POLICE AND FIREFIGHTERS'S RETIREMENT FUND

KRS 67A.560 PROPOSED AMENDMENT ... ACTUARIAL COST ANALYSIS

1. PROPOSED REVISION

Under this proposal, KRS 67A.560(6) is amended to provide that an actuarial survey shall be made once every two years rather than the prior provision for once every three years.

11. COMMENTS RELATIVE TO PROPOSED REVISION

This change coordinates with the provisions of Government Accounting Standards Board Statement No. 27 stipulating that for financial accounting purposes, an actuarial valuation should be performed at least biennially.

111. ESTIMATED IMPACT ON FUNDING COSTS

There is no cost impact on the plan funding levels. There is an additional cost associated with completion of an additional valuation every six years ... three valuations will now be completed instead of two. The actuarial fee associated with the completion of the last actuarial valuation was $8,500.

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 July 1, 1999 actuarial valuation, unless otherwise stated. This statement is intended to provide an estimate of the cost impact of proposed revisions noted in Section 1, and does not necessarily address the appropriateness of making such revision.

StepheXA. Gagel, A.A.

William M. Mercer, Incorporated

KRS 67A.560 Amendment
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LEXINGTON FAYETTE URBAN COUNTY GOVERNMENT

POLICE AND FIREFIGHTERS'S RETIREMENT FUND

KRS 67A.500 PROPOSED AMENDMENT ... ACTUARIAL COST ANALYSIS

L PROPOSED REVISION

Under this proposal, KRS 67A.500(3) is amended to coordinate with KRS 67A.402.

11. COMMENTS RELATIVE TO PROPOSED REVISION

No comments.

Ill. ESTIMATED IMPACT ON FUNDING COSTS

There is no cost impact of this proposal.

IV. ACTUARIAL CERTIFICATION

Calculations of the estimated cost impact as summarized in Section Ill have been based on the same actuarial assumptions and methods as used in the July 1, 1999 actuarial valuation, unless otherwise stated. This statement is intended to provide an estimate of the cost impact of proposed revisions noted in Section 1, and does not necessarily address the appropriateness of making such revision.

Stephen A. Gagel,'F.S.4

William M. Mercer, Incorporated

KRS 67A.500 Amendment
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LEXINGTON FAYETTE URBAN COUNTY GOVERNMENT

POLICE AND FIREFIGHTERS'S RETIREMENT FUND

KRS 67A.492 PROPOSED AMENDMENT ... ACTUARIAL COST ANALYSIS

1. PROPOSED REVISION

Under this proposal, KRS 67A.492(l) is amended to change the requirement for a surviving widow to be eligible for a surviving spouse death benefit under the plan from (i) being married at least six months prior to retirement to (ii) being married for at least two years prior to the member's death or six months prior to the member's retirement.

11. COMMENTS RELATIVE TO PROPOSED REVISION

This proposal will not impact death benefits payable to surviving spouses of retired members, as the current six month requirement is retained. It will impact eligibility for deaths prior to retirement, as the two‑year marriage requirement will now apply. However, that change would not be expected to have a material impact on plan costs.

Ill. ESTIMATED IMPACT ON FUNDING COSTS

Presently, a surviving spouse who is not married to the member for at least six months prior to the actual date of the member's retirement would not be eligible for a death benefit regardless of how long they were married to the member. Under this proposal, that spouse will become eligible after being married to the member for two years, even where the marriage does not occur until after the member's retirement. As such, there is the potential that a surviving spouse of a member who would not currently be eligible for a death benefit would not be eligible. To the extent that occurs in the future, that will generate additional potential liability for that death benefit. However, the occurrence of that is not considered likely to occur with a frequency that will generate additional liabilities for death benefits that will be significant in relation to the overall liabilities of the plan. As such, the potential cost impact of this proposal is not expected to be significant.

IV. ACTUARIAL CERTIFICATION

Calculations of the estimated cost impact as summarized in Section Ill have been based on the same actuarial assumptions and methods as used in the July 1, 1999 actuarial valuation, unless otherwise stated. This statement is intended to provide an estimate of the cost impact of proposed revisions noted in Section 1, and does not necessarily address the appropriateness of making such revision.


William M. Mercer, Incorporated

KRS 67A.492 Amendment
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LEXINGTON FAYETTE URBAN COUNTY GOVERNMENT

POLICE AND FIREFIGHTERS'S RETIREMENT FUND

KRS 67A.460 PROPOSED AMENDMENT ... ACTUARIAL COST ANALYSIS

1. PROPOSED REVISION

Under this proposal, subsection 4 is added to KRS 67A.460 providing that a member eligible for a service retirement under KRS 67A.4 I 0(l) or (2) where the amount of the member's service retirement annuity would exceed the amount of his total and pennanent occupational disability annuity will receive an additional service retirement annuity equal to this difference. A member eligible for a certificate entitling him to a service retirement annuity under KRS 67A.410(2) shall not be eligible to receive this additional service retirement annuity until he attains age 46.

11. COMMENTS RELATIVE TO PROPOSED REVISION

This proposal guarantees a member disabled due to occupational causes will receive the greater of the service retirement annuity or the plan's occupational disability benefit. For a member disabled after attaining age 46, this would seem to be consistent with current practice, as that member should apply for either service retirement or occupational disability, whichever would provide the greater pension.

For the member under age 46 who has met the service requirement for retirement (20 years service), this could potentially provide an additional benefit upon reaching age 46. However, the minimum occupational disability benefit is 60% of final rate of pay. Service retirement benefits are based on average of three years salary. So it would take at least 25 years of service for a member to have the potential to receive an additional service retirement annuity under this proposal ... and possibly over 30 years of service if the occupational disability benefit is at the maximum amount of 75% of final pay. That length of service is highly unlikely for a member disabled under age 46. As such, any potential cost impact of this proposal is insignificant at best.

Ill. ESTIMATED IMPACT ON FUNDING COSTS

The potential cost impact of this proposal is insignificant.

IV. ACTUARIAL CERTIFICATION

Calculations of the estimated cost impact as summarized in Section Ill have been based on the same actuarial assumptions and methods as used in the July 1, 1999 actuarial valuation, unless otherwise stated. This statement is intended to provide an estimate of the cost impact of proposed revisions noted in Section 1, and does not necessarily address the appropriateness of making such revision.

William M. Mercer, Incorporated

Date
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LEXINGTON FAYETTE URBAN COUNTY GOVERNMENT

POLICE AND FIREFIGHTERS'S RETIREMENT FUND

KRS 67A.430 PROPOSED AMENDMENT ... ACTUARIAL COST ANALYSIS

1. PROPOSED REVISION

Under this proposal, the 30‑year maximum on service accruals under KRS 67A.430(l) is eliminated, allowing a member to accrue a benefit greater than 75% of average salary.

11. COMMENTS RELATIVE TO PROPOSED REVISION

The ultimate cost impact of this proposal will depend on the number of members who work beyond 30 years of service. The cost estimate provided in the next section is based on the current demographics of active plan participants and the current valuation assumptions as to retirement patterns. In estimating the cost impact of this proposal, no change in retirement patterns has been assumed to occur. To the extent that this change results in any delay in retirement for a member with over 30 years of service, there could be some offsetting reduction in liability associated with the delayed retirement date. Presently there is no retirement benefit incentive for a member with 30 years of service to continue working since they do not accrue any additional retirement benefit for years of service in excess of 30. Allowing for retirement benefit accruals on service in excess of 30 years may affect retirement patterns for members reaching 30 years of service, but only actual experience over future years will bear that out.

III. ESTIMATED IMPACT ON FUNDING COSTS

Reflecting this change in the July 1, 1999 valuation, funding levels would have increased by approximately $250,000 or 0.7% of plan payroll. This increase of 0.7% of plan payroll reflects our best estimate of the annual cost increase in future years. To the extent that this provision results in any delay in a member's retirement date from the date they would have otherwise retired, there could be some offsetting reduction in liability and funding impact associated with such a delayed retirement date. However, that cannot be quantified at this time, as it may not actually occur. Only future experience will bear out if there is any impact on retirement patterns that could positively impact plan funding levels.

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 July 1, 1999 actuarial valuation, unless otherwise stated. This statement is intended to provide an estimate of the cost impact of proposed revisions noted in Section 1, and does not necessarily address the appropriatenesss of making such revision.


William M. Mercer, Incorporated
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