KENTUCKY RETIREMENT SYSTEMS

05 RS BR 176 ACTUARIAL COST ANALYSIS


SB 4

I. PROPOSED REVISION
Section 1 of this bill adds a new section of KRS 18A to provide that the State shall provide an IRS-approved Health Reimbursement Account (HRA) for each individual who is regularly employed by the state or a local school board and who participates in the state health insurance program under the provisions of KRS 18A.225.  The annual contribution for calendar year 2006 would be $600 and thereafter would specified in the Executive Branch budget. Unused amounts carry over to future years as long as the individual remains employed, but revert to the general fund after employment terminates.

Section 2 of this bill would amend KRS 18A.225 to provide that prescription drug co-insurance costs for state health insurance group members would be reduced by 50% after 25 co-insurance payments (excluding mail order prescriptions) had been made during the calendar year.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund

None.

Insurance Fund

The definition of employee in paragraph (b) of subsection (1) excludes KERS, CERS, and SPRS recipients from receiving the HRA contribution. Subsection (5) provides that upon termination of employment the funds shall revert to the general fund. Therefore, Section 1 does not apply to KRS members and as such does not affect the funding requirements.

Section 2 of the bill applies to anyone participating in the state health insurance program, which includes KRS members.

III. ESTIMATED IMPACT ON FUNDING COSTS

Section 2 could increase funding requirements for the insurance fund if the changes specified would increase the insurance premiums paid by KRS on behalf of eligible members.  However, a value cannot be determined based upon available data.

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, 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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October 13, 2004

Mr. Joe Hutchison

Deputy Executive Secretary

Teachers Retirement System

Commonwealth of Kentucky

479 Versailles Road

Frankfort, KY  40601-3800

Actuarial Impact – 05 RS BR 176 Revision 1

SB 4

Dear Joe:

As required by KRS 6.350, we have prepared an actuarial analysis of the impact of 05 RS BR 176, Revision 1 on the Kentucky Teachers’ Retirement System.  

Section 1(4) of this bill would require the state to contribute an annual amount of $600 per employee to a Health Reimbursement Account (HRA) during the 2006 calendar year. Subsequent contributions would be specified in the executive branch budget. The term “Employee” as defined in Section 1(1)(b) of this bill excludes all retirees that have not returned to work in full-time positions as described by this section. 

Section 1(4) of this legislation, as written, is actuarially cost neutral to the KTRS Health Plan.

However, if Section 1(4) is revised to extend the HRA contribution to retirees, then there could be a cost to KTRS. Section 161.675(4)(a) of the Kentucky Revised Statutes limits the monthly medical insurance payments that may be paid by the retirement system. An annual HRA contribution of $600 would likely result in the retirement system’s payments exceeding the limits of this section. Therefore, Section 161.675(4)(a) would likely also have to be amended.

In addition to the $600 per retiree contribution, there could be a cost for administering the HRA. Currently, there are 36,052 members drawing KTRS benefits. Assuming an annual cost of $50 per retiree for the administration of the HRA, the additional appropriation for 2006 would be approximately $23.4 million to fund an HRA for each retiree. Subsequent additional appropriations would be dependent upon the HRA contribution specified each year in the executive branch budget. 

Under Section 1(4) as written, even though no contributions are required for retirees, an active employee could have a remaining HRA balance at retirement that would require administration. This bill does not specifically address the responsibility of these costs. If KTRS is responsible for providing HRA administration for retirees, there would be a cost to the system. This cost could be as high as $1.8M. It is unclear how this additional cost would impact total costs and if total costs would exceed the limits imposed by Section 161.675(4)(a).

Section 1(20) of this bill would require that a retiree’s prescription drug coinsurance be reduced by 50% after 25 prescriptions have been filled (including refills). This would likely result in an increase in costs to the KTRS Health Plan. However, the magnitude cannot be determined without additional data.

There is no impact on the Retirement System’s pension fund on account of this legislation.

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

Sincerely,

Edward A. Macdonald, ASA, FCA, MAAA

Richard L. Ward

Principal and Consulting Actuary


Senior Actuarial Consultant
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