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MANDATE SUMMARY

Unit of Government:
X
City;
X
County;
X
Urban-County

X
Charter County
X
Consolidated Local

Program/

Office(s) Impacted:
 Administrative offices of cities and county agencies

Requirement:
X
Mandatory
X
Optional

Effect on

Powers & Duties
X
Modifies Existing
X
Adds New

Eliminates Existing

PURPOSE/MECHANICS

HB 648 creates a new section in KRS Chapter 18A to require public agencies who have unescorted retirees insured through the Public Employee Health Insurance program to also insure active employees. "Unescorted retiree" is defined as "an individual who is retired from a public agency that does not cover its active employees in the Public Employee Health Insurance Program and is a non-Medicare eligible retiree who is eligible for coverage under the program." 

The bill also stipulates that if a public agency chooses not to contract with the Personnel Cabinet for health insurance coverage for its active employees on or before July 1, 2007, then the public agency is considered to have opted out of participation for its active and retired employees. The bill allows for a one time opt-in after initial opt-out, provided that the agency opts-in within five years from July 1, 2007. 

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of HB 648 on local government could be significant. The mandate is directed to those local government agencies that have their retirees in the Public Employee Health Insurance (PEHI) plan, but do not have their active employees in the PEHI plan. The Kentucky Personnel Cabinet estimated that there are 45 local government agencies whose active employees participate in the PEHI plan. However, they reported that there are approximately 116 cities, 10 county clerks offices, 109 EMS, police and fire departments, 112 fiscal courts, 28 sheriff offices and jails that have CERS unescorted retirees participating in the PEHI plan.
HB 648 could affect in two ways expenditures of these local government agencies whose active employees do not participate in the PEHI plan :

1). If the affected local government agency moves its active employees into the PEHI plan, then typically it could expect an increase in insurance premiums;

2) If the affected local government agency does not move its active employees into the PEHI plan, then it will be required to remove its retired employees from the PEHI plan and it could expect to see a large increase in its insurance premiums. 

HB 648 would eliminate unescorted retirees because all active and retired employees would be part of one insurance plan. This measure would cost affected local governments more than it currently costs local government to purchase insurance for its active employees. Insurance premiums charged by insurance carriers are based on the claims experience of all those in the group plan. Since retirees have higher claims cost than active employees, blending the two groups together will cause the premiums to increase. To illustrate this, the Personnel Cabinet states that for the 2003 plan year, active quasi-governmental and local government employees experienced on average $220.87 in monthly claims, while Kentucky Retirement System retirees experienced $364.76 in claims -- a difference of $143.48 per month per individual.

It could cost affected local government agencies that decide to opt-out of the PEHI plan, 50 to 100 percent more for insurance premiums, according to the Kentucky League of Cities. However, the opt-out provision is not required, but optional. It may not be feasible for some agencies to opt out, due to their high number of retirees or because the contract with their insurance carrier prohibits retirees from participating in their plan. 

DATA SOURCE(S)
LRC staff; Kentucky Retirement System; Personnel Cabinet, Personnel Cabinet's "CERS Unescorted Retiree Participating In the Public 

Employee Health Insurance Program" report dated October 8, 2004. Kentucky League of Cities. 
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