KENTUCKY RETIREMENT SYSTEMS

00 RS HB 859/SCS ... ACTUARIAL COST ANALYSIS (BR 2404)
I. PROPOSED REVISION
1.
KRS 61.552(27) would be added providing that any employee participating in any state administered retirement system who is age 65 or older with 48 months of service, or has at least 60 months of service if under age 65, may purchase service credit for service on a school board if that service is not covered by a state-administered retirement system.  The employee shall be entitled to a full month of service for each month or portion of a month that the employee occupied the position on the school board.  The employee shall pay to the retirement system the full cost of the service purchased as determined by the board’s actuary.  This additional service shall not be included in total service as used in KRS 61.702 (group hospital and medical insurance).

2.
KRS 61.555 shall be amended to provide that after August 1, 2000, am employee who purchased the maximum period of active military duty described in KRS 61.555(6) may purchase any qualified active military active duty in excess of the maximum by paying the retirement system the full actuarial cost as determined by the system.  This additional service shall not be included in total service as used in KRS 61.702 (group hospital and medical insurance).
3.
New sections of KRS 16.505 to 16.652, KRS 61.510 to 61.705 and KRS 78.510 to 78.852 shall be created to provide that effective January 1, 2001, “delayed contribution payment” shall mean an amount paid by an employee for service that shall be calculated by multiplying the higher of the employee's current rate of pay, final rate of pay, or final compensation as of the end of the month in which the purchase is made, times the actuarial factor, times the number of years of service being purchased. Notwithstanding any other statute to the contrary, the delayed contribution payment shall be used to determine the cost of all service purchased by the employee except for refunds, contributions not reported, and conversions of nonhazardous service to hazardous service. The payment shall not be picked up by the employer and shall be deposited to the member's contribution account and considered as accumulated contributions of the individual member.

II. COMMENTS RELATIVE TO PROPOSED REVISION

Retirement Fund Comments

1.
Since the member is picking up the full of the cost of additional retirement benefits, there should be minimal cost impact on the retirement fund.  To the extent that the additional service credit enables a member to retire at an earlier age, this could ultimately impact the retirement benefit liability.  However, only future experience relative to retirement patterns will bear this out.  The issue as to whether the service being considered should qualify for full service credit under any state administered retirement system is outside of the scope of this analysis, and has not been considered.

2.
Comments would be the same as under 1.

3.
This language is clarifying the calculation method for “delayed contribution payment” and is apparently modifying this definition to use the full actuarial cost, although the language does not specifically state that.  Assuming that to be the intent, this change eliminates any subsidy in the current “delayed contribution payment” definition and passes the full cost of any service purchase on to the member.  As such, there is no cost increase associated with this proposed change, and in fact, there could be some cost savings in future years.

Insurance Fund Comments

1.
Since the additional service credit is not used in determining the percentage benefit to the member for group hospital and medical insurance, there is no increase in the benefit payable under the insurance fund.  However, if the additional service allows a member to retire at an earlier age than would have otherwise been the case, then there would be an increase in the insurance fund liability associated with this earlier retirement date.  The actual impact on the insurance fund will only be borne out by future experience as to how many members take advantage of this opportunity and how much it accelerates retirement patterns.

2.
Comments would be the same as under 1.

3.
Service purchase under “delayed contribution payment” may increase the member’s percentage benefit relative to the group hospital and medical insurance benefit.  It may also allow the member to retire at an earlier age than would otherwise have been possible.  Both of those factors could lead to an increase in insurance fund liabilities.  However, offsetting this, at least to some extent, will be an increase in the amount of a member’s delayed contribution payment over the current plan provisions.  So overall, there should not be a significant impact on the insurance fund due to this proposed change.

III. ESTIMATED IMPACT ON FUNDING COSTS

1.
To the extent that this additional service purchase enables a participant to retire at an earlier age, there is a potential cost to both the retirement and insurance fund.  This cost cannot be determined from currently available information.  However, it is not anticipated that this cost impact will be significant.

2.
Same as under 1.

3.
No cost impact anticipated.

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.
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