KENTUCKY RETIREMENT SYSTEMS

02 RS BR 38… ACTUARIAL COST ANALYSIS HB 6
I. PROPOSED REVISION
KRS 21.450(3) provides for a retroactive application of COLA adjustments to the imputed salary level for legislators.  This proposed legislation would eliminate KRS 21.450(3).

II. COMMENTS RELATIVE TO PROPOSED REVISION
This analysis is concerned only with the actuarial cost impact of the proposed legislation, if any.  It does not address the legality of the proposed legislation.  Looking only at the potential actuarial cost impact, this proposal would lower imputed salary levels for legislators for future years.  Since member and employer contribution levels would ultimately reflect the liability for legislators at the lower salary levels, the employer cost as a percentage of payroll would not be expected to change due to this proposal.  There may be some negligible impact on the dollar amount of the employer cost  (a small expected reduction), but given the number of legislators covered under Kentucky Retirement Systems in relation to total plan membership, any impact would not be significant.

III. ESTIMATED IMPACT ON FUNDING COSTS

Cost impact – 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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Legislative Retirement System

02 RS BR 38 HB 6

I. PROPOSED REVISIONS
Under this proposed legislation, the increase in the imputed salary level for LRP members from $27,500 to $47,300 effective July 14, 2000 would be repealed.  Also the provision for automatic indexing of this imputed salary amount in future years would also be repealed.

II. COMMENTS RELATIVE TO PROPOSED REVISIONS
The increase in this imputed salary level was justified since that imputed salary had not been increased since 1982 when it was set at the current $27,500 amount.  During that time, the actuarial assumptions employed in biennial valuations employed an assumed salary increase rate.  As a result, there were salary experience gains in actuarial valuations for LRP since that time.  These salary experience gains resulted in a lowering of the contribution rate over time.  

The percentage increase in creditable compensation was 72%.  Given that the CPI has increased by approximately 72% from 1982 through 1999 (based on CPI-U end of year index), the increase in imputed salary was reasonable.  It made the creditable compensation amount comparable to where it was in 1982 based on cost-of-living changes since that time.  Inclusion of the annual adjustment in this creditable compensation based on CPI also made sense as it eliminated the need for future legislation to periodically update this amount and maintained the purchasing power of LRP pensions.

That being said, repeal of this imputed salary increase would run counter to the rationale summarized in this section.

III. ESTIMATED IMPACT ON FUNDING COSTS

Legislators Retirement System

Proposed Benefit
Increase in Annual

Funding Amount
Increase as %

of Plan Payroll

Eliminate increase in imputed salary and future indexing
(200,000)

2.5%
*

*
Percentage of payroll actually increases, but total plan payroll would decline by 43% resulting in a decrease in the dollar amount of funding

IV. ACTUARIAL CERTIFICATION
Calculations of the estimated cost impact as summarized in Section III have been based on the same data, actuarial assumptions and methods as used in the July 1, 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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