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SUBJECT/TITLE
Health Insurance

SPONSOR
Rep. Rich Nelson

MANDATE SUMMARY

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

Program/

Office(s) Impacted:
 All local government agencies

Requirement:
X
Mandatory

Optional

Effect on

Powers & Duties
X
Modifies Existing

Adds New

Eliminates Existing

PURPOSE/MECHANICS  

HB 103 creates a new section of KRS 18A.225 which requires "non-participating employers" to pay an adjustment fee to the appropriate retirement system for each of its employees, beginning July 1, 2004.  A "non-participating employer" is one that has no contract with the Personnel Cabinet to cover all of its employees in the state insurance group, but does have those employees in the state retirement system. The adjustment fee is calculated based on the total additional administrative and actuarial cost to the state group created by the retirees from non-participating employers. This cost is then divided by the total number of employees who work for a non-participating employer.

The Personnel Cabinet is to determine the additional actuarial cost to the state group by retirees from non-participating agencies.  The Kentucky Retirement Systems and the Kentucky Teachers' Retirement System is to determine the administrative costs to be incurred and notify the Personnel Cabinet of the amounts.  The Kentucky Retirement Systems and the Kentucky Teachers' Retirement System are to deposit the amounts paid by non-participating employers into the insurance subsidy escrow account and remove funds to pay their respective administrative costs.  

The Attorney General is to take necessary action to recover funds from non-participating employers who become delinquent in their payments. Also, HB 103 prohibits any retired member or beneficiary from having his or her health insurance coverage reduced or terminated because of any provision of the Act.

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of HB 103 on local governments is indeterminable, but is estimated to be between $14 and $16 million.  The Kentucky Group Health Insurance Board reported on October 1, 2001, that approximately 600 local employers had 5820 retirees participating in the Commonwealth health insurance program but did not have their active employees participating in the state group.  Under the provisions of HB 103, these employers would be assessed an adjustment fee to cover that portion of local retirees health care costs which are subsidized by the program's active employees and retirees whose employers do cover its active employees in the state group.  There are approximately 57,660 local employees participating in the state retirement systems, who are not the state insurance group. 

Recently an actuarial cost study was completed by the Segal Company.  Their report was called The Impact of "Unescorted Retiree" An Actuarial Study for the Interim Joint Committee On State Government, October 11, 2002.  The Segal report explained the concern about the cost for those employers whose retirees are in the state insurance program, but whose active employees are not.


The average medical cost for retirees and their dependents is significantly higher than the 
average medical cost for active employees and their dependents. Retirees are older, of 
course, and they are generally less healthy.  Older people simply require more medical 
care than younger people and are more apt to use the available medical coverage. It 
follows that providing health insurance to older people is more costly than providing 
health insurance to younger people.

According to this 2001 report, $14.1 million was subsidized by the state insurance group for those local retirees who do NOT have active employees in the state insurance program.  If the $14.1 million uncompensated costs where divided by the 57,660 local employees, as is required by BR 419, then the cost to these local employers in adjustment fees would be $250 per employee. Since these provisions of HB 103 do not go into effect until July 1, 2004, the cost would be higher based on health care inflationary costs. 

The administrative cost would be minimal when divided by all active local employees and would probably not increase the fee by more than $2 per employee.  The total current year costs would then be estimated at $252 per employee.  Based on these estimates the following table provides examples of the adjustment fees to local employers.  Again these numbers are based on the approximate 57,660 local employees as reported for 2001.

AGENCY NAME
# EMPLOYEES
ADJUSTMENT FEE

Jefferson Co. Sheriff
253
$63,756

Madison Co. Ambulance Service
51
$12,852

Marshall Co. Fiscal Court  
168
$42,336

Winchester Police and Fire Dept.
87
$21,924

Adair Co. Attorney
3
$     756

Bluegrass Community Action 
127
$32,004

Boone Co. Library District
32
$  8,064

City of Ashland
213
$53,676

City of Highland Heights
25
$  6,300

DATA SOURCE(S)
Mark Roberts, Mike Clark, LRC; The Impact of "Unescorted Retirees" 

An Actuarial Study for the Interim Joint Committee On State 

Government, The Segal Company, October 11, 2002;  Commonwealth of Kentucky Public Employee Health Insurance Program Annual Report,

Kentucky Group Health Insurance Board, October 1, 2001;  Commonwealth of Kentucky Public Employee Health Insurance

Program Second Annual Report, Kentucky Group Health Insurance Board, October 1, 2001.
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