KENTUCKY RETIREMENT SYSTEMS

02 RS BR 2005 ... ACTUARIAL COST ANALYSIS HB 594
I. PROPOSED REVISION
After June 30, 2003, retirees covered under the state sponsored health insurance program shall only include those retirees whose former employers from which they retired also insure their active employees in the state sponsored health insurance program.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

No comments.

Insurance Fund Comments

This will necessitate obtaining coverage for these excluded retirees outside of the state sponsored health insurance program.  This will further result in rating this retiree group separately from the overall state group and will result in a significantly higher premium rate for the affected retiree group.  The actual impact of this proposal will then be a function of the percentage of members under each system who will be moved into this separate rating group and experience the significantly higher premium levels.

The expectation is that the medical premium amounts for such a separately rated group of retirees will be significantly higher than the current premium rate for the state sponsored health insurance program.  This increase is expected to be of the magnitude of double or more than the state group plan rates.  Further information relative to the percentage of each system affected by this proposed legislation (as used in our 2000 analysis of a similar proposal ... the percentages are still appropriate) is as follows:


KERS nonhazardous
-
16% affected


KERS hazardous
-
 1% affected


CERS nonhazardous
-
42% affected


CERS hazardous
-
100% affected


State Police
-
0% affected

The cost impact estimates included in the next section have been based on the information summarized in this section.

III. ESTIMATED IMPACT ON FUNDING COSTS

The cost impact shown in the following table represents shows the initial impact in the first year as well as the ultimate impact, which more appropriately reflects the true cost of the proposal.


Non-Hazardous
Hazardous


Proposed Change
KERS
CERS
KERS
CERS
SPRS

Separate rating of retirees of employers not participating in state group for active employees


Initial Impact


Ultimate Impact
0.04%

0.45%
0.12%

1.50%
0.01%

0.09%
0.60%

13.99%
None

None

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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Date

William M. Mercer, Incorporated

h:\act analyses\02rs\br2005.doc
02 RS BR 2005

Run Date: 03/11/2002

Page 2 of 2

