February 18, 2005

Mr. Joe Hutchison

Deputy Executive Secretary

Teachers Retirement System

Commonwealth of Kentucky

479 Versailles Road

Frankfort, KY  40601-3800

Actuarial Impact – 05 RS HB 12 GA

BR 102

Dear Joe:

We have prepared an actuarial analysis of the impact of 05 RS HB 12 on the Kentucky Teachers’ Retirement System.

This bill adds new language to KRS Chapter 61 that prohibits a public agency from hiring, appointing, or contracting with a person to fill a full-time position if the person retired from that position within the preceding twelve months, unless the position is filled by competitive process.  Local school districts, universities, and public agencies hiring people who retire from other public agencies are exempt from this provision.  There are a limited number of KTRS members who would be subject to this prohibition such as employees of the Kentucky Department of Education who participate in KTRS.

The current provisions of KRS 161.605 (7)(a) and (7)(b) are more restrictive than the proposed bill in the requirements for service breaks.  These provisions require breaks for part-time as well as full-time employment and they require a break in service for employees seeking to return to work for the same agency that employed them prior to retirement in any position; not just the position from which they retired.  Since HB 12 contains no provisions that would preclude KTRS from applying the separation rules contained in KRS 161.605 (7), the bill in its current form has no actuarial impact on the KTRS Pension Plan or Health Plan.

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

Sincerely,

Edward A. Macdonald, ASA, FCA, MAAA

Principal, Consulting Actuary
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KENTUCKY RETIREMENT SYSTEMS

05 RS HB 12/GA ACTUARIAL COST ANALYSIS

BR 102

I.
PROPOSED REVISION

This bill would provide that a public agency cannot hire, appoint, or contract to fill a full-time position if that person has retired from the position in the last 12 months unless the position is filled by a competitive process.  An exception to this provision is provided for school boards, post-secondary education institutions, and agencies employing an individual who retires from another public agency.  The bill would also suspend an elected official's retirement allowance if they return to work within 12 months of their initial resignation in an elected position that participates in the same system from which they retired. The elected official will contribute to the account established prior to retirement and upon resignation of reemployment shall have his/her benefits recomputed. The new retirement provisions would apply to elected officials who retire after the effective date of the act and will not apply to elected officials who complete one elected position and are elected to another elected position.  The provisions of the bill would also limit the income of elected county officials (county judges/executives, county clerks, jailers who operate a full service jail, and sheriffs) who return to an elected position within 12 months of initial resignation.

II.
COMMENTS RELATIVE TO PROPOSED REVISION

The bill limits the ability of public agencies to hire recent retirees.  This proposal will also suspend an elected official’s retirement allowance who returns to work within 12 months of the member’s retirement date.  The official will contribute to the plan and upon subsequent termination of employment will have the retirement allowance recomputed reflecting the additional service earned.  These provisions will limit a member’s ability to draw one retirement allowance while continuing in employment.

III.
ESTIMATED IMPACT ON FUNDING COSTS

No significant cost impact is anticipated from the changes in the benefit suspension rules, and may in fact control costs associated with members taking advantage of this situation.

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 used in the June 30, 2004 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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