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February 11, 2003

Mr. Joe Hutchison

Deputy Executive Secretary

Teachers Retirement System

Commonwealth of Kentucky

479 Versailles Road

Frankfort, KY  40601-3800

Actuarial Impact – 03 RS BR 1314 (Pension Impact Only) SB 86

Dear Joe:

As required by KRS 6.350, we have prepared an actuarial analysis of the impact of 
03 RS BR 1314 (Senate Bill 86) on the Kentucky Teachers’ Retirement System.  This proposed bill would amend KRS Sections 161.605(7) with regard to the break in service required when a member retires and subsequently returns to work with a covered employer.  The statute would be amended to have a single rule that would require only a one-month separation from service if returning to work in either a part-time or full-time position with the same or different employer.  In addition, this bill would amend KRS Sections 161.605(1) and (2) by removing the limit on the maximum compensation a retired member can receive while re-employed.  In addition, this bill would delete KRS Section 161.220 (12), which defines “employ” to include an independent contractor and third party.  By deleting this section, it would allow employees to retire and return to work for an independent contractor or other third party.

The cost of this proposed legislation, if only the current break in service rules (Section 161.605(7)) are amended and the definition of “employ” (Section 161.220(12)) is deleted, is 1.76% of active payroll.  The Internal Revenue Service requires an undefined period of time for a retiree to be retired before they can be re-employed.  This proposed legislation requires an extremely short break in service and may not meet the requirements of the Internal Revenue Service when they define the length of the required break in service in the future.


Increase in Annual Employer Contribution as a Percent of Payroll

Covered Payroll
($ in millions)
Increase in Annual Employer Contribution
($ in millions)

7/1/02 – 6/30/03
1.76%
$2,314
41

7/1/03 – 6/30/04
1.76
2,406
42

7/1/04 – 6/30/05
1.76
2,502
44

7/1/05 – 6/30/06
1.76
2,603
46

7/1/06 – 6/30/07
1.76
2,707
48

7/1/07 – 6/30/08
1.76
2,815
50

7/1/08 – 6/30/09
1.76
2,928
52

7/1/09 – 6/30/10
1.76
3,045
54

7/1/10 – 6/30/11
1.76
3,166
56

7/1/11 – 6/30/12
1.76
3,293
58

7/1/12 – 6/30/13
1.76
3,425
60

The cost of this proposed legislation, if only the current limits on maximum compensation that a retired member can receive while re-employed (Section 161.605(1) and (2)), is amended and the definition of “employ” (Section 161.220(12)) is deleted, is 1.76% of active payroll.


Increase in Annual Employer Contribution as a Percent of Payroll

Covered Payroll
($ in millions)
Increase in Annual Employer Contribution
($ in millions)

7/1/02 – 6/30/03
1.76%
$2,314
41

7/1/03 – 6/30/04
1.76
2,406
42

7/1/04 – 6/30/05
1.76
2,502
44

7/1/05 – 6/30/06
1.76
2,603
46

7/1/06 – 6/30/07
1.76
2,707
48

7/1/07 – 6/30/08
1.76
2,815
50

7/1/08 – 6/30/09
1.76
2,928
52

7/1/09 – 6/30/10
1.76
3,045
54

7/1/10 – 6/30/11
1.76
3,166
56

7/1/11 – 6/30/12
1.76
3,293
58

7/1/12 – 6/30/13
1.76
3,425
60

The cost of this proposed legislation, if the current break in service rules (Section 161.605(7)) and the current limits on maximum compensation that a retired member can receive while re-employed (Section 161.605(1) and (2)) are amended and the definition of “employ” (Section 161.220(12)) is deleted, is 1.76% of active payroll.  The Internal Revenue Service requires an undefined period of time for a retiree to be retired before they can be re-employed.  This proposed legislation requires an extremely short break in service and may not meet the requirements of the Internal Revenue Service when they define the length of the required break in service in the future.


Increase in Annual Employer Contribution as a Percent of Payroll

Covered Payroll
($ in millions)
Increase in Annual Employer Contribution
($ in millions)

7/1/02 – 6/30/03
1.76%
$2,314
41

7/1/03 – 6/30/04
1.76
2,406
42

7/1/04 – 6/30/05
1.76
2,502
44

7/1/05 – 6/30/06
1.76
2,603
46

7/1/06 – 6/30/07
1.76
2,707
48

7/1/07 – 6/30/08
1.76
2,815
50

7/1/08 – 6/30/09
1.76
2,928
52

7/1/09 – 6/30/10
1.76
3,045
54

7/1/10 – 6/30/11
1.76
3,166
56

7/1/11 – 6/30/12
1.76
3,293
58

7/1/12 – 6/30/13
1.76
3,425
60

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

Sincerely,

Edward A. Macdonald

Principal, Consulting Actuary

EAM:sr
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February 11, 2003

Mr. Joe Hutchison

Deputy Executive Secretary

Teachers Retirement System

Commonwealth of Kentucky

479 Versailles Road

Frankfort, KY  40601-3800

Actuarial Impact – 03 RS BR 1314 (Health Impact Only)

Dear Joe:

As required by KRS 6.350, we have prepared an actuarial analysis of the impact of 
03 RS BR 1314 (Senate Bill 86) on the Kentucky Teachers’ Retirement System.  This proposed bill would amend KRS Sections 161.605(7) with regard to the break in service required when a member retires and subsequently returns to work with a covered employer.  The statute would be amended to have a single rule that would require only a one-month separation from service if returning to work in either a part-time or full-time position with the same or different employer.  In addition, this bill would amend KRS Sections 161.605(1) and (2) by removing the limit on the maximum compensation a retired member can receive while re-employed.  In addition, this bill would delete KRS Section 161.220 (12), which defines “employ” to include an independent contractor and third party.  By deleting this section, it would allow employees to retire and return to work for an independent contractor or other third party.

The health cost of this proposed legislation, if only the current break in service rules (Section 161.605(7)) are amended and the definition of “employ” (Section 161.220(12)) is deleted, is shown below.  The Internal Revenue Service requires an undefined period of time for a retiree to be retired before they can be re-employed.  This proposed legislation requires an extremely short break in service and may not meet the requirements of the Internal Revenue Service when they define the length of the required break in service in the future.


Increase in Benefit Payments

($ in millions)

Covered Payroll
($ in millions)
Increase in Benefit Payments as a Percent of Covered Payroll

7/1/02 – 6/30/03
$ 7
$2,314
0.30%

7/1/03 – 6/30/04
15
2,406
0.62

7/1/04 – 6/30/05
16
2,502
0.64

7/1/05 – 6/30/06
17
2,603
0.65

7/1/06 – 6/30/07
18
2,707
0.66

7/1/07 – 6/30/08
18
2,815
0.64

7/1/08 – 6/30/09
18
2,928
0.61

7/1/09 – 6/30/10
18
3,045
0.59

7/1/10 – 6/30/11
18
3,166
0.57

7/1/11 – 6/30/12
18
3,293
0.55

7/1/12 – 6/30/13
18
3,425
0.53

The health cost of this proposed legislation, if only the current limits on maximum compensation that a retired member can receive while re-employed (Section 161.605(1) and (2), is amended and the definition of “employ” (Section 161.220(12)) is deleted, is shown below.


Increase in Benefit Payments

($ in millions)

Covered Payroll
($ in millions)
Increase in Benefit Payments as a Percent of Covered Payroll

7/1/02 – 6/30/03
$ 7
$2,314
0.30%

7/1/03 – 6/30/04
15
2,406
0.62

7/1/04 – 6/30/05
16
2,502
0.64

7/1/05 – 6/30/06
17
2,603
0.65

7/1/06 – 6/30/07
18
2,707
0.66

7/1/07 – 6/30/08
18
2,815
0.64

7/1/08 – 6/30/09
18
2,928
0.61

7/1/09 – 6/30/10
18
3,045
0.59

7/1/10 – 6/30/11
18
3,166
0.57

7/1/11 – 6/30/12
18
3,293
0.55

7/1/12 – 6/30/13
18
3,425
0.53

The health cost of this proposed legislation, if the current break in service rules (Section 161.605(2)) and the current limits on maximum compensation that a retired member can receive while re-employed (Section 161.605(1) and (2)) are amended and Section 161.220(12)) is deleted, is shown below.  The Internal Revenue Service requires an undefined period of time for a retiree to be retired before they can be re-employed.  This proposed legislation requires an extremely short break in service and may not meet the requirements of the Internal Revenue Service when they define the length of the required break in service in the future.


Increase in Benefit Payments

($ in millions)

Covered Payroll
($ in millions)
Increase in Benefit Payments as a Percent of Covered Payroll

7/1/02 – 6/30/03
$ 7
$2,314
0.30%

7/1/03 – 6/30/04
15
2,406
0.62

7/1/04 – 6/30/05
16
2,502
0.64

7/1/05 – 6/30/06
17
2,603
0.65

7/1/06 – 6/30/07
18
2,707
0.66

7/1/07 – 6/30/08
18
2,815
0.64

7/1/08 – 6/30/09
18
2,928
0.61

7/1/09 – 6/30/10
18
3,045
0.59

7/1/10 – 6/30/11
18
3,166
0.57

7/1/11 – 6/30/12
18
3,293
0.55

7/1/12 – 6/30/13
18
3,425
0.53

These values are calculated to be consistent with the July 1, 2002 Report of Actuary, except that a 4.0% salary scale assumption is used in place of the 3.5% assumption in the Report.
If you have any questions, please do not hesitate to contact us.

Sincerely,

Amy W. Van Nostrand, FSA, MAAA

Associate Principal and Consulting Actuary

AWV:mc
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