KENTUCKY RETIREMENT SYSTEMS
                    ACTUARIAL ANALYSIS
                     HB 36/HCS2
                     (98 RS BR 380)
MEMORANDUM

TO:

Gilmore Dutton

FROM:
Pam Johnson



General Manager

DATE:

March 5, 1998
SUBJECT:
HB 36/HCS 2

We have reviewed the proposed HCS 2 to HB 36. 

This committee substitute limits the actuarial cost to subsection (4) of Section 1.  This is the same cost as providing retroactive benefits under HB 36/HCS 1, referred to in the actuarial cost dated 2/10/98, 98 RS HB 36/PHS 1, Item (3), or an additional .02% increase in the CERS nonhazardous employer rate.

The other provisions of Section 1 provide for payment by the individual school boards.  Since the individual boards will pay the costs associated with retiring members, there will be no actuarial cost to the other employers participating in CERS.

KENTUCKY RETIREMENT SYSTEMS

(98 RS BR 380)  HB 36/PHS 1 ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
(1)
KRS 78.615(1)(b) would be amended as follows:


For noncertified employees of school boards, service credit shall be rounded up to the next whole month rather than the current procedure of rounding to the nearest whole month


Effective July 1, 1999, a noncertified employee who averages 80 or more hours per month and who works at least 170 days shall receive a minimum of 10 months service credit


Effective July 1, 2000, a noncertified employee who averages 80 or more hours per month and who works at least 170 days shall receive a minimum of 11 months service credit


Effective July 1, 2001, a noncertified employee who averages 80 or more hours per month and who works at least 170 days shall receive a minimum of 12 months service credit

(2)
A new section of KRS Chapter 78 would be created providing:


Each county shall pay employer contributions based on the creditable compensation of the employees determined to be in regular full-time positions at the employer rate determined by the board in accordance with the provisions of KRS 61.565


Each school board shall pay employer contributions based on the creditable compensation of the noncertified employees eligible to receive service credit under Section I of this Act at the employer rate determined by the board in accordance with the provisions of KRS 61.565

(3)
Additional language would be added to the proposal under an amendment proposed by Rep. Paul Mason making the rounding up to next whole month (first bullet under item (1)) retroactive for the 1996-97 and 1997-98 school years.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

Under item (1), service credit increases for a large number of plan participants, so there will be a definite cost impact.  The extent of the impact will depend on how many participants will be affected.  Based on information previously provided to us, nearly 60% of plan participants will be affected by this proposal.  Item (2) is apparently intended to establish employer rates separately for school board employees from all other plan participants.  The language added only specifies that the employer contribution will be paid at the rate set by the board.  It is not clearly stated anywhere that these rates will be separately determined for school board employees from all other CERS nonhazardous members.  If the intent is to separately determine employer rates, the language should clearly state that intent.

The cost increase information in this memorandum has been shown two ways ... first as an increase in cost for the entire system with the liability increase being spread over payroll for all plan members, and second as separate costs for school board employees and all other members.
Insurance Fund Comments

The insurance fund will be impacted as well since higher service credits will accelerate the affected participants as far as the percentage of medical premium cost borne by the system.  This impact will result in an increase in the current insurance fund charge as well as an increase in the ultimate insurance fund cost.  Both amounts have been shown in this analysis.

III. ESTIMATED IMPACT ON FUNDING COSTS

The cost impact on the retirement fund contribution rate has been shown separately from the insurance fund.  Also, with regard to the insurance fund impact, the  impact in the initial year is shown as well as the ultimate impact once full entry age funding of the insurance fund is reached.  The amounts shown in the following table represent the change in the employer rates from those computed in the June 30, 1997 valuation of the retirement system.

	
	Non-Hazardous
	Hazardous
	

	Proposed Change
	KERS
	CERS
	KERS
	CERS
	SPRS

	Item (1) Changes

Change spread over entire system

- Retirement Fund

- Insurance Fund

   > Initial

   > Ultimate

- Total (Ret + Ins)

   > Initial

   > Ultimate

Items (1) & (2) Changes

Separate rates for school board employees from all other members ... Rates for School Board employees

- Retirement Fund

- Insurance Fund

   > Initial

   > Ultimate

- Total (Ret & Ins)

   > Initial

   > Ultimate

... Rates for Non-School Board employees

- Retirement Fund

- Insurance Fund

   > Initial

   > Ultimate

- Total (Ret & Ins)

   > Initial

   > Ultimate

Item (3) Changes

Two year retroactive application of service rounding change 

- Retirement Fund

- Insurance Fund

- Total
	N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A
	0.48%

0.20%

0.62%

0.68%

1.10%

1.13%

1.80%

5.50%

2.93%

6.63%

0.00%

(0.99%)

(3.02%)

(0.99%)

(3.02%)

0.02%

Minimal

0.02%
	N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A
	N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A
	N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A


IV. ACTUARIAL CERTIFICATION
Calculations of the estimated cost impact as summarized in Section III have been based on the same actuarial assumptions and methods as used in the June 30, 1997 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.

Stephen A. Gagel, F.S.A.






Date

William M. Mercer, Incorporated
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KENTUCKY RETIREMENT SYSTEMS

ANNUAL ACTUARIAL COST IN DOLLARS

HB 36/Proposed substitute
A.

Item (1) Changes

—1st year cost 

(round service of school board employees to next whole month; nonschool board employers share cost of benefit)
	SYSTEM
	CURRENT

EMPLOYER RATE
	COST AS PERCENT
	ESTIMATED ANNUAL SALARIES
	ANNUAL COST IN DOLLARS
	PROPOSED

EMPLOYER

RATE

	CERS ALL EMPLOYERS 
	8.10%
	0.68%
	$1,281,671,028
	$8,715,363
	8.78%


Item (1) Changes

—Ultimate cost 

(allow school board employees 12 months credit if 170 contract days worked; nonschool board employers share cost of benefit)
	SYSTEM
	CURRENT

EMPLOYER RATE
	COST AS PERCENT
	ESTIMATED ANNUAL SALARIES
	ANNUAL COST IN DOLLARS
	PROPOSED

EMPLOYER

RATE

	CERS ALL EMPLOYERS 
	8.10%
	1.10%
	$1,281,671,028
	$14,098,381
	9.20%


C.

Item (1) & (2) Changes

—1st year cost  

(round service credit of school board employees to next whole month; school boards pay separate employer contribution rate)

	SYSTEM
	CURRENT

EMPLOYER RATE
	COST AS PERCENT
	ESTIMATED ANNUAL SALARIES
	ANNUAL COST IN DOLLARS
	PROPOSED

EMPLOYER

RATE

	CERS Nonhazardous

Non-School Board Employers
	8.10%
	-0.99%
	$734,397,499
	$-7,270,535
	7.11%

	CERS Nonhazardous

School Boards
	8.10%
	2.93%
	$547,273,529
	$16,035,114
	11.03%


D.

Item (1) & (2) Changes

—Ultimate cost 

(allow school board employees 12 months credit if 170 contract days worked; school boards pay separate employer contribution rate)

	SYSTEM
	CURRENT

EMPLOYER RATE
	COST AS PERCENT
	ESTIMATED ANNUAL SALARIES
	ANNUAL COST IN DOLLARS
	PROPOSED

EMPLOYER

RATE

	CERS Nonhazardous

Non-School Board Employers
	8.10%
	-3.02%
	$734,397,499
	$-22,178,804
	5.08%

	CERS Nonhazardous

School Boards
	8.10%
	6.63%
	$547,273,529
	$36,284,235
	14.73%


minus sign represents cost savings

E.

Item (3) Changes

—Annual cost (proposed amendment to apply rounding of service credit retroactive to 1996; nonschool board employers share cost)
	SYSTEM
	CURRENT

EMPLOYER RATE
	COST AS PERCENT
	ESTIMATED ANNUAL SALARIES
	ANNUAL COST IN DOLLARS
	PROPOSED

EMPLOYER

RATE

	CERS ALL EMPLOYERS 
	8.10%
	0.02%
	$1,281,671,028
	$256,334
	8.12%


