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February 21, 2003

Mr. Joe Hutchison

Deputy Executive Secretary

Teachers Retirement System

Commonwealth of Kentucky

479 Versailles Road

Frankfort, KY  40601-3800

Actuarial Impact - 03 RS SB 86/SCS

Dear Joe:

As required by KRS 6.350, we have prepared an actuarial analysis of the impact of 
03 RS Senate Bill 86/SCS on the Kentucky Teachers’ Retirement System.  The provisions of the proposed bill are as follows:


Subsection (3) – Individual employers may allow their retired members to return to work without regard to the 75% and 65% salary caps that currently exist in KRS 161.605 (1) and (2).  The employer must agree to pay the actuarial cost to the System for making this election.  We have previously determined that this cost would be 1.12% of the employer’s annual total active member payroll.


Subsection (5) – The number of retirees that employers may reemploy with salary caps is reduced from 4% of each employer’s active membership to 3% of each employer’s active membership.


Subsection (6) – Retired members returning to work in either a full-time or part-time position that are not subject to salary limits will establish a second retirement account, waive medical insurance coverage, and be subject to other limitations currently applied to retired members returning to work with salary limitations.


Subsection (8) – Retirees subject to salary limits and retirees not subject to salary limits would be allowed to return to work after a separation from service equal to: one year if they are returning to work for the same employer on a full-time basis; three months if they are returning to work for a different employer on a full-time basis; or three months if they are returning on a part-time basis.  This subsection provides a new alternative to the preceding separation rules.  Under the new alternative, a retired member returning to work for the same employer in a full-time position who is subject to the current salary limits may elect to separate from service for two months followed by waiving his or her monthly retirement allowance for an additional ten months.  A retired member returning to work for the same employer in a part-time position or for a different employer in a full-time position, who is subject to the current salary limits may elect to separate from service for two months followed by waiving his or her monthly retirement allowance for an additional one month.


Subsection (9) – This subsection of the bill provides an additional provision for retired members to return to work.  This section of the bill sunsets June 30, 2005 and is not subject to the inviolable contract provisions of KRS 161.714.  The number of retired members that a local school district may employ under this subsection would be limited to no more than two members per local school district or one percent of the total active members employed by the local school district on a full-time basis, whichever number is greater.  Retired members returning to work in part-time or full-time positions under this provision would not be subject to salary limitations and the school district would not be responsible for the actuarial cost of removing the salary limits.  Retired members would be subject to the break-in-service rules in Subsection 8.  They would start a second retirement account, employee and employer contributions would be paid at rates determined by the System’s actuary necessary to fund any accrued liability resulting from employment of these members.  Members would also be required to waive their medical insurance with the System if reemployed under the provisions of this section.  This is essentially the Critical Shortage Program that was repealed by the 2002 Session of the Kentucky General Assembly with the exception that the member starts a second account upon reemployment and is not eligible to receive a benefit other than a refund of only the member’s contributions unless he or she becomes vested in the second account.


Subsection 13 – Members retired from participating universities or community colleges would be subject to the provisions of subsections (1) through (10) if they return to work in a non-university position.  These members will not be subject to the provisions of sections (1) through (10) if they return to work in a position with a participating university or community colleges.

The impact of this bill on the Retirement System, other than the employer cost of 1.12% of annual total payroll under Subsection (3), would be negligible.

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 21, 2003

Mr. Joe Hutchison

Deputy Executive Secretary

Teachers Retirement System

Commonwealth of Kentucky

479 Versailles Road

Frankfort, KY  40601-3800

Actuarial Impact - 03 RS SB 86/SCS – Health Impact

Dear Joe:

As required by KRS 6.350, we have prepared an actuarial analysis of the health impact of 
03 RS Senate Bill 86/SCS on the Kentucky Teachers’ Retirement System.  The provisions of the proposed bill are as follows:


Subsection (3) – Individual employers may allow their retired members to return to work without regard to the 75% and 65% salary caps that currently exist in KRS 161.605 (1) and (2).  The employer would agree to pay the actuarial cost to the System for making this election.  We have previously determined that the first year health cost would be 0.04% of the total annual active member payroll, caused by varying retirement patterns. Please refer to the chart that follows for the 10 year projection.


Subsection (5) – The number of retirees that employers may reemploy with salary caps is reduced from 4% of each employer’s active membership to 3% of each employer’s active membership.


Subsection (6) – Retired members returning to work in either a full-time or part-time position that are not subject to salary limits will establish a second retirement account, waive medical insurance coverage, and be subject to other limitations currently applied to retired members returning to work with salary limitations.


Subsection (8) – Retirees subject to salary limits and retirees not subject to salary limits would be allowed to return to work after a separation from service of one year if they are returning to work for the same employer on a full-time basis, three months if they are returning to work for a different employer on a full-time basis, or three months if they are returning on a part-time basis.  This subsection provides a new alternative to the preceding separation rules.  Under the new alternative, a retired member returning to work for the same employer in a full-time position that is subject to the current salary limits may elect to separate from service for two months followed by waiving his or her monthly retirement allowance for an additional ten months.  A retired member returning to work for the same employer in a part-time position or for a different employer in a full-time position that is subject to the current salary limits may elect to separate from service for two months followed by waiving his or her monthly retirement allowance for an additional one month.


Subsection (9) – This subsection of the bill provides an additional provision for retired members to return to work.  This section of the bill sunsets June 30, 2005 and is not subject to the inviolable contract provisions of KRS 161.714.  The number of retired members that a local school district may employ under this subsection would be limited to no more than two members per local school district or one percent of the total active members employed by the local school district on a full-time basis, whichever number is greater.  Retired members returning to work in part-time or full-time positions under this provision would not be subject to salary limitations and the school district would not be responsible for the actuarial cost of removing the salary limits.  Retired members would be subject to the break-in-service rules in Subsection 8.  They would start a second retirement account, employee and employer contributions would be paid at rates determined by the System’s actuary necessary to fund any accrued liability resulting from employment of these members.  Members would also be required to waive their medical insurance with the System if reemployed under the provisions of this section.  This is essentially the Critical Shortage Program that was repealed by the 2002 Session of the Kentucky General Assembly with the exception that the member starts a second account upon reemployment and is not eligible to receive a benefit other than a refund of only the member’s contributions unless he or she becomes vested in the second account.


Subsection (13) – Members retired from participating universities or community colleges would be subject to the provisions of subsections (1) through (10) if they return to work in a non-university position.  These members will not be subject to the provisions of sections (1) through (10) if they return to work in a position with a participating university or community colleges.

The first year health cost of Subsection (3) for the participating employers would be 0.04% of the employer’s total annual active member payroll. The impact of this bill on the Retirement System would be negligible, assuming all costs under Subsection (3) are passed on to the employer. The 10 year projection of these costs is as follows:


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
$ 1
$2,314

0.04%

7/1/03 – 6/30/04
  3
2,406

0.12

7/1/04 – 6/30/05
  5
2,502

0.20

7/1/05 – 6/30/06
  6
2,603

0.23

7/1/06 – 6/30/07
  7
2,707

0.26

7/1/07 – 6/30/08
  7
2,815

0.25

7/1/08 – 6/30/09
  8
2,928

0.27

7/1/09 – 6/30/10
  8
3,045

0.26

7/1/10 – 6/30/11
  8
3,166

0.25

7/1/11 – 6/30/12
  8
3,293

0.24

7/1/12 – 6/30/13
  8
3,425

0.23

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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