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SUBJECT/TITLE
Employee health insurance
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MANDATE SUMMARY

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

Program/

Office(s) Impacted:
Administrative and personnel offices

Requirement:
X
Mandatory

Optional

Effect on

Powers & Duties
X
Modifies Existing
X
Adds New

Eliminates Existing

PURPOSE/MECHANICS  

SB 186 amends KRS 18A.225 to direct the Personnel Cabinet to establish negotiating procedures, quality standards, and cost goals to guide it in the active negotiation and purchase of health insurance for the state group.  The bill prohibits any entity participating in the state group from retaining any forfeitures from flexible spending accounts; and provides for payment of a per-participant actuarial difference charge for employers whose retirees participate in the state group but whose active employees do not.  It requires dependent health insurance premiums to be subsidized at a rate of at least 50% of the premium charged if fiscally possible. It directs the secretary of the Personnel Cabinet to develop, maintain, and implement a program and procedures to join a multistate pooling initiative in which two or more states work together to reduce the cost of pharmaceuticals.  Additionally, SB 186 directs the Personnel Cabinet to actively pursue the consolidation of state employees into one fully-insured, preferred provider organization (PPO) plan, or one self-funded PPO.  SB 186 requires a report on the status of such pursuit in the October 2003 annual report, submitted pursuant to KRS 18A.226.

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of SB 186 on local governments is indeterminable, but significant.  The following three provisions have a local fiscal impact: 

1.)
Section 1 (2)(g) states: “The state-sponsored health insurance plan shall use all flexible spending account forfeitures regardless of the source towards directly reducing premium costs for employees."  There has been no study of the amount of funds retained by local entities from flexible spending accounts. Local governments generally limit their participation in the state group to their retirees, and retirees are not eligible to participate in the flexible spending plan.  Therefore, this provision would have minimal if any fiscal impact on local government.

2.)
SB 186, Section 1 (2)(i), requires local employers whose retirees participate in the state group but whose active employees do not, to pay a per-participant actuarial difference charge, and a possible surcharge for the actuarial services.  Under this provision, the cumulative assessment against these local employers would be between $14 and $16 million.

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, as reported on October 1, 200l, by the Kentucky Group Health Insurance Board.  Local agencies would be required to pay a "per-participant" amount for each retired participant and their dependents, if the employees active employees are not part of the state group.  As of October 1, 2001, this group would include 5820 local retirees and 2042 dependents.

An actuarial cost study was recently completed by the Segal Company.  The report was titled The Impact of "Unescorted Retiree", An Actuarial Study for the Interim Joint Committee On State Government, October 11, 2002.  According to the report, in 2001, $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 7862 local retirees and their dependents, then the cost to these local employers per-participant would be nearly $1,800 per year.

3.)
The final provision in SB 186 that has a local fiscal impact is found in Section 1 (2)(j).  This provision requires the General Assembly to subsidize at least 50% of dependent care coverage "... to the extent financially feasible...."  However, since this provision is secondary to the state's ability to provide single coverage under the lowest-cost option at no employee contribution, any prediction of dependent care coverage cost savings to local governments would be speculative.

DATA SOURCE(S)
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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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