SB 349/SCS (00 RS BR 1959)

KENTUCKY RETIREMENT SYSTEMS

NEW PLAN PROPOSAL ‑ ACTUARIAL COST ANALYSIS

1. PROPOSED REVISION

Under this proposal, a new retirement program would be implemented for anyone hired on or after July 1, 2001. The current program would continue to cover anyone hired prior to that date. The major plan provisions of both the current program and the proposed new program include:

Nonhazardous System

Provision
Current Program
Proposed New Program

Member Contributions
5%
4%

Benefit Accrual Factor
KERS: 1.97%/2.00% with 2.20% Window through 1/2009

CERS: 2.20%
1.90%

Final Compensation
5 years
Same

Normal Retirement
Age 65 / 4 years
Same

Early Retirement
Age 55 / 5 years with reduction

Any age / 25 years with reduction

Any age / 27 years without reduction


Rule of 85: no reduction if age plus

service equals 85 and has 27 years of

service; may retire with reduction of

meet rule of 75 and has 27 years of

service



Medical Insurance
System pays a percentage of monthly

contribution for single coverage

based on following table:

0%: Less than 4 years

25%: 4‑9 years

50%: 10‑14 years

75%: 15‑19 years

100%: 20 or more years


System pays a percentage of $200

per month without any adjustment

for inflation based on following

table:

0%: Less than 4 years

20%: 4‑9 years

40%: 10‑14 years

60%: 15‑19 years

80%: 20‑24 years

100%: 25 or more years



Post-Retirement Cost of Living
Annual increases not to exceed 5%

based on percent change in CPI; may

be suspended by General Assembly


Same

Hazardous System

Provision
Current Program
Proposed New Program

Member Contributions
KERS: 7%

CERS and SPRS: 8%
6%

Benefit Accrual Factor
KERS: 2.49%

CERS and SPRS: 2.50%


2.15%

Final Compensation
3 years
5 years

Normal Retirement
Age 55 / 5 years
Same

Early Retirement
Age 55 / 5 years with reduction

Any age / 20 years without reduction


Rule of 75: no reduction if age plus

service equals 75 and service 25 years or more; may retire with reduction off

meet rule of 70 with 25 

years of service



Medical Insurance
System pays a percentage of monthly

contribution for coverage selected by

member based on following table:

0%: Less than 4 years

25%: 4‑9 years

50%: 10‑14 years

75%: 15‑19 years

100%: 20 or more years


System pays a percentage of $200

per month without any adjustment

for inflation based on following

table:

0%: Less than 4 years

20%: 4‑9 years

40%: 10‑14 years

60%: 15‑19 years

80%: 20‑24 years

100%: 25 or more years



Post-Retirement Cost of Living
Annual increases not to exceed 5%

based on percent change in CPI; may

be suspended by General Assembly


Same

II. COMMENTS RELATIVE TO PROPOSED REVISION

Retirement Fund Comments

Proposal for New Plan for Employees Hired on or After 7/1/2001

Any change in the benefit level raises the issue of an appropriate target level of benefits for "career” employees retiring under the system. The proposed new plan would result in lower benefits for anyone hired after June 30, 2001. Is the level of benefits provided under the new plan an appropriate amount in light of any objectives relative to income replacement from the state's pension system? How dies the current plan stack up against such objectives? Without defining what the target benefit levels are under the plan, based on overall objectives as to bow the pension plan should fit into the overall compensation package, these questions cannot be effectively answered.

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 adjustment in the benefit levels ... either up or down ... should reflect objectives relative to the amount or benefits to be provided by the retirement system for a career employee. Without such an analysis: is, it is unclear whether a change in future accrual rates is appropriate. I would strongly advise that such an analysis be undertaken before any change in benefit levels is considered.

As far as cost impact of this proposal, the initial impact will be zero since only as new member enter the system will there be a difference between the current plan and this proposal. As such, any cost reduction attributable to the lower benefit accrual rates for new members will take a number of years to show the full impact.

Estimating the cost of this proposal out into the future is not only difficult, but also expensive a: id time consuming if a full valuation of the proposed now plan is undertaken. The ultimate impact will depend on how quickly members turn over and are replaced by new hires covered by the new program. We have estimated the cost impact going out in the future based on some very rough assumptions. The accuracy of these estimates is highly dependent on how close these assumptions match against actual future experience. To the extent that the level of turnover, and subsequent introduction of new members into the system, is higher or lower than anticipated, then the cost reduction actually materializing from this proposal will deviate from these estimates.

In preparing this estimate., 1999 valuation projections of plan payroll for existing members has been used as a starting point. It has then been further assumed that total payroll in each system will increase approximately 5% per year, with the difference between this total estimated payroll and the 199) valuation projections being attributable to new hires in each future year. We then estimated the difference in funding between the current plan and the proposed new plan for a hypothetical group of members representing a best estimate of a new member group for a future year. This hypothetical new member group has a similar age distribution as for current plan members hired within the past five years.

This estimated funding level for the current and proposed plans for this hypothetical new member group was then applied to the amount of plan payroll estimated for now hires in each future year (after June 30, 2001) to derive an estimate of the retirement fund cost savings attributable to the new plan. The first valuation that will reflect any members who would be covered by the new program would be the June 30, 2002 valuation that determines employer contribution levels for the year beginning July 1, 2003 Prior to that Lime, there would be no impact on retirement fund cost levels due to this proposal.

Ill. ESTIMATED IMPACT ON FUNDING COSTS

The following table provides an estimate of the percentage of payroll savings each year attributable to the proposed new plan for employees hired on or after July 1, 2001, A negative amount indicates an increase in the percentage funding due to the proposal. These amounts represent the change from the estimated percentage of payroll required under the current plan in future years. It should be noted that future funding rates are expected to increase under the current plan for the insurance fund. Those anticipated increases have been factored into our estimated future projections, and then the difference between the current and proposed plan was determined.

It should also be noted that no funding for future cost‑of‑living adjustments to retirement benefits has been factored into the projections of either current or proposed plan funding levels.

Since current plan funding levels are projected to increase in future years relative to the insurance fund, the amounts shown as estimated savings do not necessarily represent a reduction from the level of funding for the current fiscal year. In some cases, the reductions due to the proposed new plan may reduce the amount of increases that will otherwise be necessary in future years.

Estimated Savings as Percentage of Plan Payroll


Due to Now Plan for Anyone Hired on or after July 1, 2001.


KERS Nonhazardous
KERS Hazardous

Fiscal Year
Retirement Fund
Insurance Fund 
Total
Retirement Fund
Insurance Fund
Total

2000/2001
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

2001/2002
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

2002/2003
0.00%
0.00%
0.00%
0. 00%
0.00%
0.00%

2003/2004
(0.01%)
0.16%
0.15%
0.11%
0.38%
0.49%

2004/2005
(0.02%)
0.30%
0.28%
0.20%
0.72%
0.92%

2005/2006
(0.04%)
0.43%
0.39%
0.34%
1.20%
1.54%

2006/2007
(0.05%)
0.58%
0.53%
0.46%
1.74%
2.20%

2007/2008
(0.05%)
0.71%
0.66%
0.57%
2.14%
2.71%

2008/2009
(0.06%)
0.90%
0.94%
0.67%
2.67%
3.34%

2009/2010
(0.08%)
1.05%
0.97%
0.79%
3.12%
3.91%

2010/2011
(0.09%)
1.30%
1.21%
0.93%
3.90%
4.83%

2011/2012
(0.10%)
1.46%
1.36%
1.06%
4.46%
5.52%

2012/2013
(0.11%)
1.78%
1.67%
1.18%
5.33%
6.51%

2013/2014
(0.12%)
1.97%
1.85%
1.33%
5.99%
7.32%

2014/2015
(0.13%)
2.40%
2.27%
1.46%
7.14%
8.60%

2015/2016
(0.14%)
2.62%
2.48%
1.57%
7.68%
9.25%

2016/2017
(0.15%)
3.33%
3.18%
1.66%
9.19%
10.85%

2017/2018
(0.17%)
3.58%
3.41%
1.76%
9.73%
11.49%

2018/2019
(0.18%)
4.46%
4.30%
1.85%
11.60%
13.45%

2019/2020
(0.19%)
4.76%
4.57%
1.95%
12.22%
14.17%


Estimated Savings as Percentage of Plan Payroll


Due to New Plan for Anyone Hired on or after July 1, 2001


CERS Nonhazardous
CERS Hazardous

Fiscal Year
Retirement Fund
Insurance Fund
Total
Retirement Fund
Insurance Fund
Total

2000/2001
0.00%
0.00%
0.00%
0.00910
0.00%
0.00%

2001/2002
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

2002/2003
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

2003/2004
0.03%
0.16%
0.19%
0.05%
0.31%
0.36%

2004/2005
0.06%
0.30%
0.36%
0.11%
0.71%
0.82%

2005/2006
0.08%
0.45%
0.53%
0.17%
1.13%
1.30%

2006/2007
0.10%
0.62%
0.72%
0.23%
1.62%
1.85%

2007/2008
0.12%
0.81%
0.93%
0.29%
2.13%
2.42%

2008/2009
0.15%
1.03%
1.18%
0.36%
2.79%
3.15%

2009/2010
0.17%
1.29%
1.46%
0.45%
3.63%
4.08%

2010/2011
0.19%
1.58%
1.77%
0.53%
4.48%
5.01%

2011/2012
0.22%
1.91%
2.13%
0.62%
5.49%
6.11%

2012/2013
0.24%
2.29%
2.53%
0.71%
6.60%
7.31%

2013/2014
0.26%
2.72%
2.98%
0.80%
7.85%
8.65%

2014/2015
0.29%
3.19%
3.48%
0.88%
9.09%
9.97%

2015/2016
0.31%
3.71%
4.02%
0.95%
10.34%
11.29%

2016/2017
0.34%
4.29%
4.63%
1.02%
11.64%
12.66%

2017/2018
0.36%
4.95%
5.31%
1.09%
13.02%
14.11%

2018/2019
0.39%
5.28%
5.67%
1.16%
13.84%
15.00%

2019/2020
0.41%
5.62%
6.03%
1.23%
14.69%
15.92%

Estimated Savings as Percentage of Plan Payroll Due to New

Plan for Anyone Hired on or after July 1. 2001

State Police

Fiscal Year
Retirement Fund
Insurance Fund
Total

2000/2001
0.00%
0.00%
0.00%

2001/2002
0.00%
0.00%
0.00%

2002/2003
0.00%
0.00%
0.00%

2003/2004
0.09%
0.79%
0.88%

2004/2005
0.16%
1.53%
1.69%

2005/2006
0.25%
2.31%
2.56%

2006/2007
0.34%
3.21%
3.55%

2007/2008
0.46%
4.43%
4.89%

2008/2009
0.56%
5.47%
6.03%

2009/2010
0.67%
6.56%
7.23%

2010/2011
0.82%
8.18%
9.00%

2011/2012
0.93%
9.28%
10.21%

2012/2013
1.03%
10.44%
11.47%

2013/2014
1.11%
11.26%
12.37%

2014/2015
1.17%
12.28%
13.45%

2015/2016
1.24%
13.03%
14.27%

2016/2017
1.27%
13.96%
15.23%

2017/2018
1.33%
14.66%
15.99%

2018/2019
1.42%
16.39%
17.81%

2019/2020
1.49%
17.19%
18.68%

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 L and does not necessarily address the appropriateness of making such revision.

Stephen A. Gagel, F.S.A.
Date

William M. Mercer, Incorporated

KENTUCKY JUDICIAL FORM RETIREMENT SYSTEM

JUDICIAL RETIREMENT PLAN

LEGISLATORS RETIREMENT PLAN

March 16, 2000

Mr. C. Gilmore Dutton

Special Projects

Legislative Research Commission

Capitol Annex, Room 29

Frankfort, Kentucky  40601


RE:  Committee Substitute to SB 349

Dear Mr. Dutton:



In as much as the provisions related to "assumed legislative salary" were deleted from the original SB 349 in the Committee Substitute, there is no fiscal impact to the Kentucky Legislators Retirement Plan.



If you need any additional information, please advise.






Sincerely,






Donna S. Early






Executive Director

/dse

March 16, 2000

Mr. C. Gilmore Dutton 

Special Projects

Legislative Research Commission

State Capitol

700 Capital Avenue

Frankfort, Kentucky  40601







RE:
Senate Bill 349








Senate Bill 349/SCS

Dear Mr. Dutton:

The only part of SB 349 and SB 349/SCS that pertains to the Kentucky Teachers’ Retirement System is Section 55 which amends KRS 161.220(9).  The Actuary for the Kentucky Teachers’ Retirement System has reviewed the content of Section 55 and determined that the amendment would not add liability to the Kentucky Teachers’ Retirement System.

The amendment to KRS 161.220(9) removed for persons employed after July 1, 2001 the three-year final average salary option for members who retire with at least 27 years of service and who are at least 55 years of age.  It is possible that the amendment may provide some reduction in liability; however, it would be at least 27 years before any possible savings could be recognized.

The Kentucky Teachers’ Retirement System has no objections to the part of SB 349 and SB349/SCS that pertains to the System.

Please advise if you have questions.






Sincerely,






Pat N. Miller

PNM:rp

March 16, 2000
Mr. C. Gilmore Dutton

Special Projects

Legislative Research Commission

Capitol Annex Room 039

Frankfort, Kentucky  40601

RE:
SB 349 PSS2

Dear Gilmore:


The proposed PSS2 to SB 349 (now SB 349/SCS) removes the benefit enhancements for current members while retaining the other provisions for new employees hired on or after July 1, 2001.


Accordingly you may rely on the original actuarial analysis by simply ignoring the final section dealing with the costs of the benefit enhancements for current member.

Sincerely, 

Pamala S. Johnson

General Manager

