KENTUCKY RETIREMENT SYSTEMS

03 RS BR 491 ... ACTUARIAL COST ANALYSIS HB 103
I. PROPOSED REVISION
A new section of  KRS 18A.225 to 18A.229 is created to read as follows:

As used in this section, unless the context requires otherwise:

(1)
(a)
"Adjustment fee" means the total additional administrative and actuarial cost to the state 

group created by retirees from non-participating employers divided by the total number of subject employees in all non-participating employers.

(b)
"Non-participating employer" means an employer having subject employees that has not entered into an agreement with the Personnel Cabinet to cover all of its subject employees as part of the state group beginning no later than January 1, 2005.

(c)
"State group" means the group of persons insured pursuant to KRS 18A.225.

(d)
"Subject employee" means an employee who participates in a state administered retirement system but is not in the state group.

(2)
Beginning July 1, 2004, each non-participating employer shall pay an adjustment fee to the appropriate retirement system for each of its subject employees.

(a)
The Personnel Cabinet shall determine the additional actuarial cost to the state group because of retirees from non-participating agencies using a separate rating of the retirees from non-participating agencies.

(b)
The Kentucky Retirement Systems and the Kentucky Teachers' Retirement System shall determine the administrative costs to be incurred under this section and notify the Personnel Cabinet of the amounts, including lists of non-participating employers and the number of active employees of non-participating employers who participate in the Kentucky Retirement Systems or the Kentucky Teachers' Retirement System. The administrative costs shall include all expenses associated with the administration of the insurance subsidy account, including attorney fees and court costs, incurred by the Kentucky Retirement Systems or the Kentucky Teachers' Retirement System or to which either entity may be subject by reason of their activities in administering the insurance subsidy escrow account or otherwise arising out of or in connection with the administration of the insurance subsidy escrow account.

(c)
The Personnel Cabinet shall notify each non-participating employer of the adjustment fee.

(d)
Except as provided in subsection (3) of this section, the Kentucky Retirement Systems and the Kentucky Teachers' Retirement System shall deposit the amounts paid by non-participating employers into the insurance subsidy escrow account separately maintained by each. The insurance subsidy escrow account shall be invested in accordance with KRS 386.020 and all deposits and proceeds shall be used only for the purposes authorized in this section.

(e)
The adjustment fee may be altered based on money accumulated in the insurance subsidy escrow accounts.

(3)
Beginning July 1, 2004, the Kentucky Retirement Systems and the Kentucky Teachers' Retirement System shall remove funds each month from the funds received from non-participating employers before deposit of the balance into the appropriate insurance subsidy escrow account to pay their respective administrative costs.

(4)
Beginning January 1, 2006, the health insurance premium paid for a retiree from a non-participating employer shall include the adjustment fee but otherwise shall not differ from the premium paid by other state group members. A retiree shall be considered to be retired from his or her last employer.

(5)
The Attorney General shall take necessary action to recover funds from non-participating employers who have become delinquent in their adjustment fee payments. No retired member or beneficiary shall have his or her health insurance coverage reduced or terminated because of any of the provisions of this section.

(6)
Neither the Kentucky Retirement Systems nor the Kentucky Teachers' Retirement System shall have any liability to the Personnel Cabinet, carrier, employer, employee, retiree, beneficiary, or dependent for any claim or loss suffered arising out of the administration of the insurance subsidy escrow account as set forth in this section. The Kentucky Retirement Systems and the Kentucky Teachers' Retirement System shall be indemnified by the insurance subsidy escrow account against any loss, damage, or expense, including attorney's fees and court costs, incurred by the Kentucky Retirement Systems or the Kentucky Teachers' Retirement System or to which either entity may be subject by reason of their activities in administering the insurance subsidy escrow account or otherwise arising out of or in connection with the administration of the insurance subsidy escrow account.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund

None.

Insurance Fund

Presently, the health insurance premium for pre-Medicare retirees is not separately determined from the premium for active employees.  As a result, any additional actuarial cost for pre-Medicare retiree health insurance coverage (over the average cost for active employees) is spread among the total risk pool of active and retired members and becomes part of the overall health insurance premium cost.  To the extent that there is any subsidy for retired members in this overall premium amount, that subsidy is borne by those agencies with active employees participating in the state health insurance plan.

Under this proposal, any additional actuarial cost for pre-Medicare retirees will be separately identified for those agencies that do not have their active employees covered under the state health insurance plan, and that additional actuarial cost will be passed on to those non-participating agencies by means of an “adjustment fee”.  As a result, this additional actuarial cost for retirees of non-participating agencies will no longer be part of the overall premium amount for the state health insurance plan.  To the extent that there are non-participating agencies in the state health insurance plan, there will be some amount of additional actuarial cost that formerly was included in the overall premium amount but will now be covered through the “adjustment fee” charged to these non-participating agencies.  This could result in a lower overall premium for the state health insurance plan since the amount of subsidy for pre-Medicare retirees covered in that premium amount will be reduced to only cover those retirees of participating agencies.  To the extent that there is a lower overall premium for the state health insurance plan, this amount will be made up by the non-participating agencies by means of the “adjustment fee”.

III. ESTIMATED IMPACT ON FUNDING COSTS

This proposal will result in some shifting of costs to agencies not participating in the state health insurance plan.  Participating agencies will have a lower health insurance premium amount as a result of the shifting of the additional actuarial cost for pre-Medicare retiree heath insurance coverage for retirees of non-participating agencies directly to those non-participating agencies.

IV. ACTUARIAL CERTIFICATION
Calculations of the estimated cost impact as summarized in Section III have been based on the same data, actuarial assumptions, methods and plan provisions as used in the June 30, 2002 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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Stephen A. Gagel, F.S.A.
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January 15, 2003

Mr. C. Gilmore Dutton

Special Projects

Legislative Research Commission

700 Capital Avenue

Room 120 Capitol Annex

Frankfort, Kentucky 40601

RE:  03 RS BR 491/HB 103

Mr. Dutton:

The actuary for the Kentucky Teachers' Retirement System has reviewed the proposed changes to KRS 18A.225 to 18A.229 contained in 03 RS BR 491. The actuary determined that there would be a shifting of cost to provide medical insurance from participating employers to “non-participating employers”. This will result in a cost reduction to the KTRS Medical Insurance Fund. The extent of the cost shifting cannot be determined without additional information. I have enclosed a copy of the actuary’s letter for your file.






Sincerely,






Gary L. Harbin, CPA






Executive Secretary

January 10, 2003

Mr. Gary Harbin

Executive Secretary

Teachers Retirement System

Commonwealth of Kentucky

479 Versailles Road

Frankfort, Kentucky  40601-3800

Actuarial Impact – 03 RS BR 491/HB 103

Dear Gary:

As required by KRS 6.350, we have prepared an actuarial analysis of the impact of 
03 RS BR 491 on the Kentucky Teachers’ Retirement System.  This proposed bill amends KRS Sections 18A.225 to 18A.229 to impose an “adjustment fee” onto any state group that covers retirees but not actives in the health plan.  This adjustment fee will be based upon the costs for  the retirees from “non-participating agencies.”

Currently, all retiree and active claims are considered in developing composite rates.  To the extent that retirees cost more than actives, these “subsidies” for retirees are being absorbed by the entire active population.  Because there are agencies without actives covered, these non-participating agencies are absorbing none of this subsidy and are instead receiving a subsidy from those groups that cover actives.  In contrast, “participating” agencies are those with actives in the health plan. Participating agencies in the proposed bill will pay a composite rate based on the combined experience of covered actives and retirees from all participating agencies.

This bill will cause the retirees of non-participating agencies to be rated separately.  This methodology simply shifts some of the blended active/retiree cost onto the cost of the retirees of non-participating agencies.  It is likely, based on typical claims of retirees versus actives, that the actuarial cost paid by participating agencies for the blended active/retirees will be lower, and that the actuarial cost for retirees of non-participating agencies will be higher than the actuarial costs calculated using the current methodology, which are based on all actives and retirees regardless of agency participation.  Without additional information regarding claims and participating versus non-participating groups, we cannot determine the extent of the cost-shifting.

If you have any questions, please do not hesitate to contact us.

Sincerely,

Amy W. Van Nostrand, FSA, MAAA

Associate Principal and Consulting Actuary
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