KENTUCKY RETIREMENT SYSTEMS

02 RS HB 427/GA ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
Under this proposal, the service required before a member may purchase “ghost time” under KRS 61.552(26) will be decreased from 240 months of service credit to 180 months of service credit.  In addition, any such service purchased shall not be used in the determination of a retirement allowance until the member has accrued at least 240 months of service credit.  If the member does not accrue at least 240 months of service credit upon retirement, termination or death, exclusive of any service purchased under this provision, then the payment made by the member to purchase service under this section shall be refunded with interest and such service credit shall not be used in the determination of the member’s retirement allowance.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

The purchase cost of this additional “ghost time” service credit is based on the plan assumption relative to future retirement age.  The determination of this cost is highly dependent on this retirement age assumption. The earlier a member is assumed to retire, the greater the cost.  It is reasonable to assume that any member who takes advantage of this “ghost time” service purchase option will use the extra service credit to accelerate the age at which their retirement pension begins.   As such, there is an underlying cost to the system if the purchase cost is based on assumed experience, and this experience is ultimately altered by the availability of this additional service credit.

This proposal allows the member to purchase the “ghost time” 60 months earlier than under current rules.  But since the member has to wait until he has at least 240 months of service credit (exclusive of this purchase) before he can utilize this additional service credit in the determination of his retirement allowance, there is no opportunity to retire any earlier than under the current rules.  It is merely affording the opportunity to make this purchase 60 months earlier in anticipation of ultimately getting enough service credit to be able to use the additional service so purchased.  As a result, this proposal does not materially change the liability already under the system for “ghost time” purchases.

Insurance Fund Comments

Anything that allows the member to retire at an earlier age increases the insurance fund liability.  However, this is the case currently, and this proposal does not materially impact the liability already part of the system for this type of service purchase.

III. ESTIMATED IMPACT ON FUNDING COSTS

The cost impact of this proposal will ultimately depend on how many members take advantage of it that would not otherwise have purchased the additional service under the current rules, and how that impacts the retirement age patterns for those members.  There is no information available to allow an estimate of the number of members that may be impacted by this proposal, but it is not expected that this proposed legislation will significantly alter the system’s current liability for service purchase.

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, 2001 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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