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MEASURE'S PURPOSE: The purpose of HB 637/GA is to include persons who provide part-time and substitute services in positions traditionally covered by the Kentucky Teachers’ Retirement System (KTRS) as members so these persons will make contributions to KTRS and be eligible for benefits; require members who purchase out-of-state service to pay the employer contribution at the rates set in KRS 161.550; requires employers of federal employees to pay the employer match on the federal employees; permit retired members to return to work full-time or part-time and start a second account while still receiving their retirement allowance; requires that on or after July 1, 2002, new members of KTRS who retire with less than 10 years of service shall be entitled to a retirement factor of 2% for each year of service, members with 10 or more years will be entitled to a retirement factor of 2.5% for each year of service, and the board may approve a retirement factor of 3% for each year of service in excess of 30 years for members who retire on or after July 1, 2004; provides a cost-of-living increase of 1.4% effective July 1, 2002, and increase of 1.5% effective July 1, 2003, provides minimum retirement allowance benefit of $400 per year of service for FY 2002-03 and $440 per year of service for FY 2003-04.

PROVISION/MECHANICS:
Section 1. Creates a new section of KRS 161.220 to 161.716 to include persons who provide part-time and substitute services in positions traditionally covered by the Kentucky Teachers Retirement System (KTRS) as members so these persons will make contributions to the system and be eligible for benefits.

Section 2. Creates a new section of KRS 161.220 to 161.716 to provide guidelines for the accreditation of court-ordered back salary or service credit to the retirement system.

Section 3. Amends KRS 161.220 to clarify the definitions.

Section 4. Amends KRS 161.250 to allow the board chair to designate an appeals committee to review reports and recommended orders from administrative hearing officers and issue a final order on behalf of the full board.
Section 5. Amends KRS 161.310 to conform.

Section 6. Amends KRS 161.340 to permit KTRS to hire specialized legal counsel with experience not normally available from state government legal staff.

Section 7. Amends KRS 161.400 to require KTRS to have actuarial valuations annually rather than every two years.

Section 8. Amends KRS 161.420 to require that members may not borrow their contributions to the retirement system and remove language that is inconsistent with the Internal Revenue Code; and to require all interest income relating to the medical insurance fund be deposited to the fund.
Section 9. Amends KRS 161.430 to require the KTRS staff and investment managers to adhere to a standardized code of ethics.

Section 10. Amends KRS 161.440 to conform.

Section 11. Amends KRS 161.470 to prohibit members withdrawing any part of their contributions to the retirement system prior to separation from service.
Section 12. Amends KRS 161.480 to provide that divorce will not terminate the designation of a non-spouse beneficiary.

Section 13. Amends KRS 161.507 to require that members who buy time in the system for military service shall purchase at full actuarial cost.

Section 14. Amends KRS 161.515 to require members who purchase out-of-state service to pay the employer contribution at the rates set in KRS 161.550.

Section 15. Amends KRS 161.522 to conform.

Section 16. Amends KRS 161.540 to conform.

Section 17. Amends KRS 161.545 to conform.

Section 18. Amends KRS 161.5461 to delete the references to 401(a) and 401 (k) of the Internal Revenue Code.

Section 19. Amends KRS 161.5465 to require that members work in another retirement system for a length of time at least as long as the amount of non-qualified service credit that they might wish to purchase in that system.

Section 20. Amends KRS 161.550 to conform.

Section 21. Amends KRS 161.553 to update the KTRS funding schedule.

Section 22. Amends KRS 161.555 to require employers of federal employees to pay the employer match on the federal employees.

Section 23. Amends KRS 161.560 to conform.

Section 24. Amends KRS 161.603 to require that retired members who waive their retirement annuity to return to work to obtain their medical insurance coverage through their active employer.

Section 25. Amends KRS 161.605 to permit retired members to return to work full-time or part-time and start a second account while still receiving their retirement allowance; permits members retired with 30 or more years of service, or who retired on or before June 30, 2002, would be permitted to return to work at 75% of their last annual compensation and members retired after June 30, 2002, with less than 30 years of service could return to work at 65% of their last annual compensation; require certain conditions to be met prior to reemployment; limit number of full-time retired members to 4% of membership actively employed by the employer; require establishment of separate second fund account for member returning to work; and permit KTRS to provide medical insurance.

Section 26. Amends KRS 161.611 to conform.

Section 27. Amends KRS 161.615 to conform.

Section 28. Amends KRS 161.620 to require that on or after July 1, 2002, new members of the retirement system who retire with less than 10 years of service shall be entitled to a retirement factor of 2% for each year of service, members with 10 or more years will be entitled to a retirement factor of 2.5% for each year of service, and the board may approve a retirement factor of 3% for each year of service in excess of 30 years for members who retire on or after July 1, 2004; provides a cost-of-living increase of 1.4% effective July 1, 2002 and increase of 1.5% effective July 1, 2003, provides minimum retirement allowance benefit of $400 per year of service for FY 2002-03 and $440 per year of service for FY 2003-04.

Section 29. Amends KRS 161.623 to conform.

Section 30. Amends KRS 161.655 to conform.

Section 31. Amends KRS 161.661 to require that members apply for disability retirement within 3 months of their last contributing service.

Section 32. Amends KRS 161.663 to conform.

Section 33. Amends KRS 161.675 to permit members providing part-time and substitute services to avoid COBRA concerns by permitting KTRS to continue their medical insurance coverage and then bill the active employer.

Section 34. Amends KRS 161.700 to conform.

Section 35. Amends KRS 18A.225 to clarify that a retired KTRS member aged 65 or older who returns to work in a position covered by any state-administered retirement system and still receives a retirement allowance will remain eligible for participation in the state group health plan.

Section 36. Declares an Emergency, and establishes an effective date of the Act to be July 1, 2002.

FISCAL EXPLANATION: The fiscal impact of HB 637/GA is indeterminable due to the inability to accurately project the statutory changes that would incur additional cost versus others that produce savings and the number of retired members who would choose to return to full-time employment.  The Actuarial Analysis conducted by Buck Consultants, Inc. concludes, “whereas some of these changes would have a cost, others produce a savings so that we would expect that the overall impact of this bill on the retirement system would be negligible.”  Local school districts, however, could experience increased costs in some areas.  Specific cost elements, to the extent they can be identified, are listed below:

Section 1. The estimated fiscal impact totals approximately $7,207,800 in FY 2002-03 in state General Fund dollars.  Pursuant to the provisions of Section 1, persons who provide part-time and substitute services will make contributions to the system and be eligible for retirement benefits.  Currently, these part-time and substitute positions do not contribute to the system but contribute to Social Security.  KTRS estimates that approximately $55,000,000 in salaries are annually paid to employees in part-time and substitute positions in local school districts.  Therefore, an additional $7,207,800 could be required in the employer matching contribution ($55,000,000 salaries X 13.105% employer matching contribution = $7,207,800).  However, a projected $3,465,000 in savings to local school districts is realized as a result of no longer being required to make contributions to Social Security on these salaries ($55,000,000 X 6.3% social security = $3,465,000). 

Section 14. The fiscal impact is projected to be savings of approximately $1,497,100 in FY 2002-03 and $1,536,000 in FY 2003-04 in state General Fund monies.  Currently, members purchasing out-of-state service only pay the member contribution – the state General Fund pays the employer portion.  Section 14 requires the individual purchasing the out-of-state service to provide the employer-matching portion.

Section 22. The fiscal impact is projected to be an additional $4,560,900 in FY 2002-03 and $4,629,300 in FY 2003-04 in costs to local school districts.  Section 22 requires that effective July 1, 2002, the employer (local schools districts) matching contribution relating to federally funded positions be increased to include the 3.25% supplement currently paid by the state General Fund.

Section 25. The fiscal impact is projected to result in payroll savings for local school districts.  Pursuant to the provisions of Section 25, a member retired with 30 or more years of service, or who retired on or before June 30, 2002, would be permitted to return to work at 75% of their last annual compensation.  KTRS estimates the 25% payroll savings per employee who returns to work could total approximately $12,000 per employee. 

DATA SOURCE(S)
Kentucky Teachers’ Retirement System

NOTE NO.
167.1
PREPARER
Dudley Cotton
REVIEW

DATE
03-12-02

LRC 2002-br 2032-hb637-GA

