January 24, 2003

Mr. C. Gilmore Dutton

Special Projects

Legislative Research Commission

700 Capital Avenue

Room 120 Capitol Annex

Frankfort, Kentucky 40601

RE:  03 RS BR 104/HB 135

Dear Mr. Dutton:

The actuary for the Kentucky Teachers' Retirement System has reviewed the proposed changes to KRS 18A.225 contained in 03 RS BR 104. The actuary determined that there would be an immediate minimum actuarial cost of 0.15% of payroll if this bill gets enacted into statute. Due to the accelerated rate of medical inflation the percentage of payroll required to fund this benefit would be expected to increase with the passage of time. I have enclosed a copy of the actuary’s letter for your file.






Sincerely,






Gary L. Harbin, CPA






Executive Secretary

January 23, 2003

Mr. Gary Harbin

Executive Secretary

Teachers Retirement System

Commonwealth of Kentucky

479 Versailles Road

Frankfort, Kentucky  40601-3800

Actuarial Impact – 03 RS BR 104/HB 135

Dear Gary:

As required by KRS 6.350, we have prepared an actuarial analysis of the impact of 
03 RS BR 104 on the Kentucky Teachers’ Retirement System.  This proposed bill amends KRS Sections 18A.225 that “the monthly contribution by an employee for dependent plan coverage shall not exceed an amount which is one and four-tenths percent (1.40%) of the federal poverty guidelines for a family of four (4) published annually by the United States Health and Human Services Cabinet”.  

Currently, retirees must pay a service-based contribution for their “employee only” premium and must pick up 100% of the cost for dependent coverage.  This would create a subsidy for dependent coverage.  

We agree with your analysis that this would cost at least $3.6 million in annual cost.  This assumes no cost increases in the future, that participation remains at current levels, and other assumptions as provided in Joe Hutchison’s January 15, 2003 letter to us on this topic.  Because health care costs will continue to increase, and because it is possible that additional participants will begin to cover dependents once a subsidy is created, this is a minimum increase you will experience.  This equates to at least 0.15% of payroll.

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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KENTUCKY JUDICIAL AND LEGISLATORS RETIREMENT PLANS

03 RS BR 104 ... ACTUARIAL COST ANALYSIS HB 135
I. PROPOSED REVISIONS
KRS 18A.225 shall be amended to add subsection (15) providing that the monthly employee contribution to dependent plan coverage shall not exceed an amount which is one and four-tenths percent (1.40%) of the federal poverty guidelines for a family of four published annually by the United States Health and Human Services Cabinet.

II. COMMENTS RELATIVE TO PROPOSED REVISIONS
This proposal will have a cost impact to the extent that it limits the amount of cost that would have otherwise been passed on to the member through the member’s contribution.  Based upon the 2002 federal poverty guideline, this would place a limit of $253.40 on the monthly cost of dependent plan coverage.  The insurance rates in effect as of June 30, 2002 for retiree medical coverage were as follows:


Coverage


Single
Family
Parent +
Couple
Medicare

High Option


263.67
611.06
357.03
622.63
252.56

If the contribution for dependent coverage is limited as proposed, then the 2002 amount that could have been charged to the member would be as follows:


Coverage


Single
Family
Parent +
Couple
Medicare

High Option


263.67
517.07
357.03
517.07
252.56


Shading indicates where current rate charged to the member

would be limited by this proposal

Since the cost of the medical coverage would be the same regardless of the limit on the amount charged to the member, any amount that would have normally been passed on to the member but is limited by this proposal would have to be absorbed by the retirement system.  Based on current numbers of retirees in the various categories, the initial cost impact would not be significant.

However, should medical costs increase at a more rapid rate than the federal poverty guideline, a greater portion of the true cost could be limited by this proposal in future years, resulting in an increasing amount to be absorbed by the retirement system.

III. ESTIMATED IMPACT ON FUNDING COSTS

Initial cost impact will not be significant, but should increase over future years if medical inflation continues to outpace general inflation rates, which would result in more and more of the cost being borne by each of the retirement systems.

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, 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.

                                                                     


            02/06/2003             
Stephen A. Gagel, F.S.A.





Date

Mercer Human Resource Consulting
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KENTUCKY RETIREMENT SYSTEMS

03 RS BR 104 ... ACTUARIAL COST ANALYSIS HB 135
I. PROPOSED REVISION
KRS 18A.225 shall be amended to add subsection (15) providing that the monthly employee contribution to dependent plan coverage shall not exceed an amount which is one and four-tenths percent (1.40%) of the federal poverty guidelines for a family of four published annually by the United States Health and Human Services Cabinet.

II. COMMENTS RELATIVE TO PROPOSED REVISION
This proposal will have a cost impact on the insurance fund liability to the extent that it limits the amount of cost that would have otherwise been passed on to the member through the member’s contribution.  Based upon the 2002 federal poverty guideline, this would place a limit of $253.40 on the monthly cost of dependent plan coverage.  The insurance rates in effect as of June 30, 2002 for retiree medical coverage were as follows:


Coverage


Single
Family
Parent +
Couple
Medicare

High Option

Region 1
234.00
526.60
315.96
473.96
252.56

Region 2
260.44
586.04
351.60
527.44
252.56

Region 3
300.64
676.60
405.96
608.96
252.56

Region 4
320.96
722.24
433.32
605.00
252.56

Region 5
340.48
766.04
459.64
689.44
252.56

All Others
245.00
581.04
348.64
522.92
252.56

If the contribution for dependent coverage is limited as proposed, then the 2002 amount that could have been charged to the member would be as follows:


Coverage


Single
Family
Parent +
Couple
Medicare

High Option

Region 1
234.00
487.40
315.96
473.96
252.56

Region 2
260.44
513.84
351.60
513.84
252.56

Region 3
300.64
554.04
405.96
554.04
252.56

Region 4
320.96
574.36
433.32
574.36
252.56

Region 5
340.48
593.88
459.64
593.88
252.56

All Others
245.00
498.40
348.64
498.40
252.56

Shading indicates where current rate charged to the member would be limited by this proposal

Since the cost of the medical coverage would be the same regardless of the limit on the amount charged to the member, any amount that would have normally been passed on to the member but is limited by this proposal would have to be absorbed by the retirement system.  Based on current numbers of retirees in the various categories, the initial cost impact would not be significant.

However, should medical costs increase at a more rapid rate than the federal poverty guideline, a greater portion of the true cost could be limited by this proposal in future years, resulting in an increasing amount to be absorbed by the retirement system.

III. ESTIMATED IMPACT ON FUNDING COSTS

Initial cost impact will not be significant, but should increase over future years if medical inflation continues to outpace general inflation rates, which would result in more and more of the cost being borne by the retirement system.

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.

                                                                    


       01/16/2003        
Stephen A. Gagel, F.S.A.





Date

Mercer Human Resource Consulting
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