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HB 3
I. PROPOSED REVISION
A new section of  KRS 18A.225 to 18A.229 is created to read as follows:

As used in this section, unless the context requires otherwise:

(1)
(a)
"Adjustment fee" means the total additional administrative and actuarial cost to the state group created by unescorted retirees. The assessment fee shall be expressed as a percentage of gross salary determined by dividing the total estimated actuarial cost of unescorted retirees by the total estimated payroll for employers participating in the County Employees Retirement System.

(b)
"State group" means the group of persons insured pursuant to KRS 18A.225.

(c)
"Unescorted retiree" means a retiree whose last employer participates in the County Employees Retirement System and has not entered into an agreement with the Personnel Cabinet to include its employees in the state group. The term shall also include the dependents of the retiree covered under the retiree's health insurance through the state group. A retiree and dependents will cease to be unescorted January 1 of the calendar year for which the retiree's former employer has entered into an agreement with the Personnel Cabinet to include its employees in the state group.

(2)
Beginning July 1, 2006, each employer participating in the County Employees Retirement System shall pay an adjustment fee to the retirement system.

(a)
The Personnel Cabinet shall determine the additional actuarial cost to the state group because of unescorted retirees who enter the state group during the 2004 calendar year and each subsequent year using a separate rating of the unescorted retirees.

(b)
The Kentucky Retirement Systems shall determine the administrative costs to be incurred under this section and notify the Personnel Cabinet of the amount and the total estimated payroll for the County Employees Retirement System. The Personnel Cabinet and the retirement system shall share information necessary to determine the adjustment fee. The administrative costs shall include all expenses associated with the administration of the insurance subsidy account, including attorney fees and court costs, incurred by the Kentucky Retirement Systems or to which it may be subject by reason of its activities in administering the insurance subsidy escrow account, or otherwise arising out of or in connection with the administration of the insurance subsidy escrow account.

(c)
The Personnel Cabinet shall notify each employer of the adjustment fee.  The Personnel Cabinet shall notify the Department of Education of the adjustment fee to be paid by the state on behalf of those persons deemed state employees under KRS 18A.225 who work in local school districts, and the Department of Education shall include the amount necessary to fund the adjustment fees of local school districts in the department’s biennial budget request.

(d)
Except as provided in subsection (3) of this section, the Kentucky Retirement Systems shall deposit the amounts paid by employers into the insurance subsidy escrow account. The insurance subsidy escrow account shall be invested in accordance with KRS 386.020 and all deposits and proceeds shall be used only for the purposes authorized in this section.

(e)
The adjustment fee may be altered based on money accumulated in the insurance subsidy escrow account.

(3)
Beginning July 1, 2006, the Kentucky Retirement Systems shall remove funds each month to pay administrative costs from the funds received from employers before depositing the balance into the insurance subsidy escrow account.

(4)
Beginning January 1, 2008, the health insurance premium paid for an unescorted retiree shall include the adjustment fee but otherwise shall not differ from the premium paid by other state group members. A retiree shall be considered to be retired from his or her last employer.

(5)
The Attorney General shall take necessary action to recover funds from employers who have become delinquent in their adjustment fee payments. No retired member or beneficiary shall have his or her health insurance coverage reduced or terminated because of any of the provisions of this section.

(6)
The Kentucky Retirement Systems shall have no liability to the Personnel Cabinet, carrier, employer, employee, retiree, beneficiary, or dependent for any claim or loss suffered arising out of the administration of the insurance subsidy escrow account as set forth in this section. The Kentucky Retirement Systems shall be indemnified by the insurance subsidy escrow account against any loss, damage, or expense, including attorney's fees and court costs, incurred by the Kentucky Retirement Systems or to which it may be subject by reason of its activities in administering the insurance subsidy escrow account, or otherwise arising out of or in connection with the administration of the insurance subsidy escrow account.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund

None.

Insurance Fund

Presently, the health insurance premium for pre-Medicare retirees is not separately determined from the premium for active employees.  As a result, any additional actuarial cost for pre-Medicare retiree health insurance coverage (over the average cost for active employees) is spread among the total risk pool of active and retired members and becomes part of the overall health insurance premium cost.  To the extent that there is any subsidy for retired members in this overall premium amount, that subsidy is borne by those agencies with active employees participating in the state health insurance plan.

Under this proposal, any additional actuarial cost for pre-Medicare retirees will be separately identified for those agencies that do not have their active employees covered under the state health insurance plan, and that additional actuarial cost will be passed on to all employers participating in CERS by means of an “adjustment fee”.  As a result, this additional actuarial cost for retirees of non-participating agencies will no longer be part of the overall premium amount for the state health insurance plan.  To the extent that there are non-participating agencies in the state health insurance plan, there will be some amount of additional actuarial cost that formerly was included in the overall premium amount but will now be covered through the “adjustment fee” charged to employers covered under CERS.  This could result in a lower overall premium for the state health insurance plan since the amount of subsidy for pre-Medicare retirees covered in that premium amount will be reduced to only cover those retirees of participating agencies.  To the extent that there is a lower overall premium for the state health insurance plan, this amount will be made up by the CERS employers by means of the “adjustment fee”.

III. ESTIMATED IMPACT ON FUNDING COSTS

This proposal will result in some shifting of costs to all employers under CERS to cover the additional cost of retirees for those agencies not participating in the state health insurance plan.  This should result in a lower health insurance premium amount as a result of the shifting of the additional actuarial cost for pre-Medicare retiree heath insurance coverage for retirees of non-participating agencies directly to CERS employers.

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, 2003 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.
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