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SUBJECT/TITLE
An Act Relating to Retirement

SPONSOR
Representative Lonnie Napier

MANDATE SUMMARY

Unit of Government:

City;

County;
X
Urban County Government

Program/

Office(s) Impacted:
 Lexington/Fayette Urban County Government (LFUCG) Policeman and Firefighters' Retirement Fund

Requirement:
X
Mandatory

Optional

Effect on

Powers & Duties
X
Modifies Existing
X
Adds New
X
Eliminates Existing

PURPOSE/MECHANICS

HB 425 amends the Kentucky Revised Statutes that relate to the LFUCG police and firefighter's retirement fund (PFRF).  The bill would add dental insurance coverage to the health insurance plan of retirees (Section 1); allow members to retire after 20 years with no age limitation (Section 2); provide a minimum monthly annuity of $1,500, effective July 1, 2003, for a retiree or surviving spouse, with future cost-of-living increases applied to the new minimum amount (Section 3); replace the reference to widow with “surviving spouse” (Section 4); set the annuity rate for total and permanent occupational disability at 75% of the member’s last rate of salary for any member whose membership commenced on or before July 15, 1994, and 60% for a member whose membership commenced after July 15, 1994 (Section 5); and, replace the reference to widow with “spouse” and require that the death benefit under this section be payable regardless of the date of retirement (Section 6).  

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

Section 1 will have no impact on the PFRF. However, it will have a moderate fiscal impact on the LFUCG.  Currently there are 521 retirees receiving health insurance benefits. Assuming that only those retirees currently receiving health insurance benefits would be eligible to receive health and dental coverage, the total annual cost to the LFUCG general fund would be approximately $73,086.
Currently, any member of the police and firefighter's pension fund may retire on or after attaining of the age of forty-six, if the member has completed at least (20) years of total service.  Section 2 of the bill will allow members to retire after 20 years with no age limitation.  Based on the actuarial cost analysis conducted by representatives from Mercer Human Resource Consulting, and the assumptions provided therein, the impact of the provision on the LFUCG would be substantial.  As of July 1, 2002 the unfunded past service liability was $69.5 million.  The initial increase in accrued liability for the pension fund under this proposal would be approximately $9 million, with an annual estimated increase in liability of $860,000, based on a 2% cost of living increase (COLA).  

Based on a 2% COLA, a monthly annuity of $1,500 as proposed in Section 3 of the bill would cause a substantial increase in the PFRF liability over the current funding level in the amount of $650,000 per year.  The actuarial cost analysis conducted by Mercer Human Resource Consulting shows that a higher COLA increases the cost even more.  

Section 4 has no fiscal impact on the PFRF or the LFUCG.  

Section 5 would increase the benefits given to those who have total or permanent occupational disability.  According to the actuarial cost analysis conducted by Mercer Human Resource Consulting, the fiscal impact of the proposal on the PFRF would be substantial. Based on a 2% COLA, the cost will increase $630,000 per year.  

There are currently seven surviving spouses who would be immediately impacted by the proposal in Section 6.  According to the actuarial cost analysis conducted by Mercer Human Resource Consulting, the fiscal impact on the PFRF for increasing the minimum death benefit is moderate, with annual costs ranging from $21,500 based on a 2% COLA, to $27,800 with a 5% COLA. 

In summary, the impact of the bill on the LFUCG and the PFRF is substantial.  The unfunded past liability as of July 1, 2002 (2% COLA) was $69.5 million.  The provisions in the bill would increase the unfunded liability approximately $9 million immediately after its adoption. An increase in the COLA to 3%, 4% or 5% would only add to the unfunded liability.  In addition, provisions of the bill increase annual costs approximately $2.2 million.  
DATA SOURCE(S)
LFUCG Division of Finance and the Mercer Human Resources Consulting.
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