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KENTUCKY JUDICIAL RETIREMENT PLAN ... ACTUARIAL COST ANALYSI

HB 791 (98 RS BR 2465)

I. PROPOSED REVISIONS
The following  proposed plan revision has been evaluated at the request of the Board.  This proposal has been identified consistent with prior similar requests.

JRP-15c ... Minimum Accrued Benefit ... A minimum accrued benefit of 100% of final average compensation would be provided upon retirement at age 65 for any member with 20 or more years of judicial service or 19 years of judicial service combined with one or more years of nonjudicial service.  This minimum benefit will not be available at any age prior to age 65.  If a member chooses begin retirement benefits prior to age 65, the current early retirement benefit calculation shall apply without regard to this special 100% minimum even if the member has 20 or more years of service credit at that time.

This is a modification from JRP-15, JRP-15a and JRP-15b as previously costed out.  The difference in these proposals is in how the benefit payable due to this 100% minimum benefit is computed for retirement below age 65.

II. COMMENTS RELATIVE TO PROPOSED REVISIONS
JRP-15c ... Any increase in benefit levels should reflect the objectives of the plan relative to replacement income levels at retirement.  An analysis of projected replacement income levels for members of varying levels of service and retirement age should be undertaken to determine if there is a shortfall in the existing benefit level, and whether the change in benefit level as proposed will properly address any such shortfall.

The cost impact of this proposal should be similar to the estimate under JRP-15a.  Under JRP-15a, the early retirement benefit attributable to the 100% minimum benefit was reduced for years below age 65.  As such, the amount of early retirement benefit attributable to this minimum was approximately actuarially equivalent to the amount of minimum benefit payable at age 65.  In addition, under the proposal now being considered, if a member had a significant difference in benefit potential between the current early retirement benefit and the amount payable at age 65 with the 100% minimum factored in, it is reasonable to assume that such member would defer retirement to age 65 to receive the enhanced benefit, making the impact of this proposal similar to that of JRP-15a.

In evaluating this proposal, we have only considered the impact on funding levels.  We have not considered whether there would be any statutory problems in providing this minimum benefit for members retiring at age 65 only.  Certainly under rules applicable in the private sector, applying the minimum benefit in this manner would not be allowed.  Under those rules, the benefit has to accrue in a reasonable manner over the member’s working career.  As proposed, this minimum benefit does not accrue until the member reaches age 65, and then accrues in full at that time.  This is the case even if the member terminates employment prior to age 65.  As long as the member had the requisite 20 years of service credit upon termination, and waited until age 65 to begin benefits, the proposed minimum would apply.  So such a member terminating prior to age 65 would actually accrue the full effect of this minimum some time after termination of employment, at the time of attaining age 65.  Of course, this plan is not subject to these benefit accrual rules of the private sector.  But before any provision such as the one being proposed is implemented, a legal opinion should be obtained to assure that there will be no problems in providing such a benefit.

III. ESTIMATED IMPACT ON FUNDING COSTS
The cost estimates summarized in this section have been based on the same data, assumptions and actuarial methods as used in the June 30, 1997 valuation of the plan.  The estimated impact (increase over current plan costs) on annual funding levels of each proposal is as follows:

	Judicial Retirement System

	Proposed Benefit
	Increase in Annual

Funding Amount
	Increase as %

of Plan Payroll

	JRP-15c
	135,000
	
	0.7%
	


IV. ACTUARIAL CERTIFICATION
Calculations of the estimated cost impact as summarized in Section III have been based on the same data, 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.
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