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MANDATE SUMMARY

Unit of Government:
X
City;
X
County;
X
Urban County Government

Program/

Office(s) Impacted:
 County fiscal courts, city treasuries, other local government agencies with retirees in the state health insurance program

Requirement:
X
Mandatory

Optional

Effect on

Powers & Duties
X
Modifies Existing
X
Adds New

Eliminates Existing

PURPOSE/MECHANICS

BR 2005 provides that any eligible employer not currently participating in the state-sponsored health insurance program shall enroll its employees in that program, or pay the actuarial difference in cost for that employer's participating retirees to the applicable retirement system for all employees who retire on or after January 1, 2004.  The Personnel Cabinet shall develop a review process for verification of the data used to develop the actuarial difference in cost, which shall be based on the experience of the previous plan year, unadjusted for projected increases in health care costs. 

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of BR 2005 on local governments is indeterminable, but is expected to be significant.  Counties, cities, and other municipalities that participate in the County Employees Retirement System (CERS) often enroll their retired employees in the Kentucky Public Employee Health Insurance Program, while enrolling their active employees in other, non-state health insurance systems.  This leads to adverse selection in the state health insurance program, which receives more of the older, often sicker, retiree population, while non-state health insurance plans receive more of the younger, generally healthier, non-retiree population.  Counties and cities who enroll their active employees in a non-state health insurance program often receive a lower rate on this healthier population than they would if they enrolled active and retired employees in a health insurance plan.  The Kentucky Public Employee Health Insurance Program reported that five hundred ten (510) employers currently have retirees in the health insurance system without having their active employees enrolled.  These employers include county fiscal courts, cities, universities, police and fire departments, sewer districts, and a wide variety of other public sector employers.

The amount of savings that each city, county, or other public agency realizes from enrolling their active employees in a non-state health insurance system is highly variable.  Each entity differs in the factors that govern the rates charged by health insurance providers.  Factors that influence health insurance costs include the demographics of the group, the history of the group, location, and the rates of the company with which they are insuring.  While it is not practical to estimate the cost benefit for each employer enrolling their retirees in the state health insurance program, there are estimates of the excess costs borne by the state due to the adverse selection in the current system.  The Commonwealth of Kentucky Public Employee Health Insurance Program Annual Report (Issued October 1, 2001) estimates that the 5,790 CERS and regional university retirees and their 3,072 covered dependents that participated in the Commonwealth Group in 2000, but for whom the corresponding active employee group did not, added roughly $9.9 million in excess cost that was absorbed by the Commonwealth and other Commonwealth Group members.

This number overstates the total impact due to local governments, since regional universities and other employers not considered to be local governments may also participate in the CERS program.  However, the report bases this estimate of total cost on a difference in the amount of claims between the average annual amount claimed by retirees for whom the active employee group did not participate in the Commonwealth's Public Employee Health Insurance Program ($3,095) and the average annual healthcare claim cost for all other individuals in the group, including retirees and their dependents ($1,978), during calendar year 2000.  This amounts to an annual difference of $1,117.  While costs may vary in future years, local governments who enroll retirees in the Commonwealth Public Employee Health Insurance Program, but do not enroll their active employees in the program, may estimate what their costs under this bill would have been in calendar year 2000 by multiplying the number of retirees and dependents covered by $1,117.

DATA SOURCE(S)
Emily Bottoms, LRC; Ginny Wilson, LRC; Jill Hunter, Deputy Executive Director, Kentucky Public Employee Health Insurance Program; Commonwealth of Kentucky Public Employee Health Insurance Program Annual Report, October 1, 2001; 
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