KENTUCKY RETIREMENT SYSTEMS

SB 67 (01 RS BR 36/Revision #1) ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION

The definition of final compensation under KRS 61.510(14) and KRS 78.510(14) for nonhazardous members would be amended as follows:


Final compensation will be based on a 3-year average for anyone retiring between 8/1/2001 and 1/31/2006 if age plus years of service is at least 75 and service at least 27 years


Final compensation will be based on a 5-year average in all other cases

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

Any change that affects plan benefit level raises the issue of an appropriate target level of benefits for "career" employees retiring under the system.  This would apply to all of the components of the plan impacting the underlying benefit level … i.e. benefit multiplier, average earnings definition, retirement eligibility and adjustment factors for early retirement, service credit definition, etc.  Before any change in any component of the 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 increase in the benefit levels should reflect a true need for such an increase in order to meet a real shortfall in retirement benefits.  Without such an analysis, it is unclear whether any shortfall exists.  If the benefit level is raised to too high a level, there is a real danger that benefits after retirement in terms of spendable income could exceed pre-retirement spendable income, which is not a desired result in sound pension plan design, nor would it be an effective use of taxpayer dollars.  I would strongly advise that such an analysis be undertaken before any increase in benefit levels is considered.

Insurance Fund Comments
To the extent that a change in the final compensation definition encourages an earlier retirement date by any member, this could result in an increase in the benefits paid to that member out of the insurance fund.  It would not be anticipated that this change alone would materially altar future retirement patterns, but only future experience will bear that out one way or the other.

III. ESTIMATED IMPACT ON FUNDING COSTS


Non-Hazardous
Hazardous


Proposed Change
KERS
CERS
KERS
CERS
SPRS


Retirement Fund


Insurance Fund
0.13%

*
0.05%

*
N/A

N/A
N/A

N/A
N/A

N/A

* There is a potential impact to the extent that future retirement patterns are accelerated due to this benefit improvement.  But that impact cannot be measured at this time, and is not expected to be significant

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, 2000 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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