KENTUCKY RETIREMENT SYSTEMS

February 27, 2001
Mr. C. Gilmore Duttonprivate 
Special Projects

Legislative Research Commission

Capitol Annex Room 039

Frankfort, Kentucky  40601

RE:
HB 278/GA

Dear Gilmore:


HB 278/GA provides the same benefits as in the actuarial analysis dated February 15, 2001, related to “Nonhazardous Duty Related Death/Disability.” The actuarial analysis shows that the provision is estimated to have a negligible cost.

In addition, the bill provides for a change in final compensation for nonhazardous members of KERS and CERS and for the purchase of service at 100% of actuarial cost.  These provisions have been reviewed by the actuary in the attached analysis entitled “Staff Request Relative to Potential Legislation” dated February 19, 2001, disregarding the proposal concerning a change in the medical insurance benefit.

Sincerely, 

William P. Hanes, Esq.

General Manager

KENTUCKY RETIREMENT SYSTEMS

STAFF REQUEST RELATIVE TO POTENTIAL LEGISLATION

I. PROPOSED REVISION
1.
Under this proposal, a new retirement program would be implemented for anyone hired on or after July 1, 2002. The current program would continue to cover anyone hired prior to that date.  The basic change in plan provisions under this proposed new program would impact only the insurance benefit.  All retirement benefits would remain unchanged from the current plan:

Nonhazardous System

Provision
Current Program
Proposed New Program

Member Contributions


5%
Same

Benefit Accrual Factor


KERS: 1.97%/2.00% with 2.20% 

             Window through 1/2009

CERS: 2.20%
Same

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
Same

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%
Same

Benefit Accrual Factor


KERS: 2.49%

CERS and SPRS: 2.50%
Same

Final Compensation


3 years
Same

Normal Retirement


Age 55 / 5 years
Same

Early Retirement


Age 50 / 15 years with reduction

Any age / 20 years without reduction
Same

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

In addition to the proposed new insurance plan for KERS, CERS and SPRS members hired on or after July 1, 2002, there is also a proposal relative to the determination of final compensation for nonhazardous members  For nonhazardous members of KERS and CERS, final compensation will be based on a 3-year average for anyone retiring between 8/1/2001 and 1/31/2009 if age plus years of service is at least 75 and service at least 27 years; a 5-year average will be used in all other cases.

2.
Delayed contribution payment as presently defined shall be modified to provide for 100% of actuarial cost for all purposes.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Held open until a formal actuarial analysis is needed.

III. ESTIMATED IMPACT ON FUNDING COSTS

Item 1 Proposal

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, 2002.  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 New Plan for Anyone Hired on or after July 1, 2002


KERS Nonhazardous
KERS Hazardous

Fiscal

Year
Retirement Fund
Insurance Fund
Total
Retirement Fund
Insurance Fund
Total

2001/2002

2002/2003

2003/2004

2004/2005

2005/2006

2006/2007

2007/2008

2008/2009

2009/2010

2010/2011

2011/2012

2012/2013

2013/2014

2014/2015

2015/2016

2016/2017

2017/2018

2018/2019

2019/2020

2020/2021
0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%
0.00%

0.00%

0.00%

0.18%

0.33%

0.46%

0.63%

0.77%

0.97%

1.13%

1.39%

1.56%

1.91%

2.11%

2.57%

2.80%

3.56%

3.82%

4.76%

5.06%
0.00%

0.00%

0.00%

0.18%

0.33%

0.46%

0.63%

0.77%

0.97%

1.13%

1.39%

1.56%

1.91%

2.11%

2.57%

2.80%

3.56%

3.82%

4.76%

5.06%
0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%
0.00%

0.00%

0.00%

0.33%

0.83%

1.31%

1.86%

2.28%

2.87%

3.42%

4.20%

4.74%

5.70%

6.32%

7.38%

7.86%

9.34%

9.91%

11.74%

12.34%
0.00%

0.00%

0.00%

0.33%

0.83%

1.31%

1.86%

2.28%

2.87%

3.42%

4.20%

4.74%

5.70%

6.32%

7.38%

7.86%

9.34%

9.91%

11.74%

12.34%


Estimated Savings as Percentage of Plan Payroll

Due to New Plan for Anyone Hired on or after July 1, 2002


CERS Nonhazardous
CERS Hazardous

Fiscal

Year
Retirement Fund
Insurance Fund
Total
Retirement Fund
Insurance Fund
Total

2001/2002

2002/2003

2003/2004

2004/2005

2005/2006

2006/2007

2007/2008

2008/2009

2009/2010

2010/2011

2011/2012

2012/2013

2013/2014

2014/2015

2015/2016

2016/2017

2017/2018

2018/2019

2019/2020

2020/2021
0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%
0.00%

0.00%

0.00%

0.19%

0.34%

0.50%

0.69%

0.90%

1.14%

1.42%

1.74%

2.09%

2.50%

2.94%

3.44%

4.00%

4.62%

5.30%

5.66%

6.02%
0.00%

0.00%

0.00%

0.19%

0.34%

0.50%

0.69%

0.90%

1.14%

1.42%

1.74%

2.09%

2.50%

2.94%

3.44%

4.00%

4.62%

5.30%

5.66%

6.02%
0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%
0.00%

0.00%

0.00%

0.35%

0.72%

1.16%

1.62%

2.20%

2.97%

3.73%

4.65%

5.67%

6.86%

8.01%

9.22%

10.44%

11.74%

13.19%

14.06%

14.91%
0.00%

0.00%

0.00%

0.35%

0.72%

1.16%

1.62%

2.20%

2.97%

3.73%

4.65%

5.67%

6.86%

8.01%

9.22%

10.44%

11.74%

13.19%

14.06%

14.91%


Estimated Savings as Percentage of Plan Payroll Due to New Plan for Anyone Hired on or after July 1, 2002


State Police

Fiscal Year
Retirement Fund
Insurance Fund
Total

2001/2002

2002/2003

2003/2004

2004/2005

2005/2006

2006/2007

2007/2008

2008/2009

2009/2010

2010/2011

2011/2012

2012/2013

2013/2014

2014/2015

2015/2016

2016/2017

2017/2018

2018/2019

2019/2020

2020/2021
0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%

0.00%
0.00%

0.00%

0.00%

0.77%

1.48%

2.31%

3.61%

4.41%

5.55%

6.99%

8.24%

9.17%

10.34%

11.08%

12.30%

12.69%

14.04%

15.08%

16.66%

17.55%
0.00%

0.00%

0.00%

0.77%

1.48%

2.31%

3.61%

4.41%

5.55%

6.99%

8.24%

9.17%

10.34%

11.08%

12.30%

12.69%

14.04%

15.08%

16.66%

17.55%

The estimated cost impact of the changes proposed under item 1 for existing employees is shown 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 if retire between 8/1/2000 and 1/31/2009; 5-year average in all other cases
0.21%
0.07%
N/A
N/A
N/A

Item 2 Proposal
The estimated cost impact of the item 2 proposal has been estimated on average across all systems.  The impact in the initial year would be negligible but over time, as the number of delayed contribution purchases increased accumulated under the amended approach, there would be an ultimate impact on employer funding rates estimated to be 0.31% of plan payroll.  This is the additional amount of employer funding that would not be needed over time if the subsidy in the delayed contribution payment definition is eliminated and all purchase types are charged at 100% of actuarial cost.  This amount is not presently factored into the employer contribution rates, so this is not a reduction in funding from current levels, but the elimination of a potential future increase in funding rates if the proposed change is not made.

IV. ACTUARIAL CERTIFICATION
Held open until a formal actuarial analysis is needed. 
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