KENTUCKY RETIREMENT SYSTEMS
ACTUARIAL ANALYSIS
SB 320/HFA #1
(98 RS BR 2121)
March 12, 1998
Mr. Gilmore Dutton

Legislative Research Commission

Capitol Annex

Frankfort, KY  40601

RE:
HFA 1 to SB 320

Dear Gilmore:


HFA 1 to SB 320 provides hazardous members with insurance benefits based on whatever premium is selected.  


The actuarial cost of this amendment is the same as provided for HB 234/ SCS “Seum Amendment” March 3, 1998.  You may rely on that analyis for this proposal.

Sincerely,

Pamala S. Johnson

General Manager

KENTUCKY RETIREMENT SYSTEMS

98 RS HB 234 SCS (Senator Dan Seum amendment) ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
Under this proposal, hazardous members of KERS and CERS as well as State Police will be able to choose any available insurance coverage, and the system will pay the full cost of that selected coverage or the percentage of that cost based on the service credit formula currently in place.
II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

No comments.

Insurance Fund Comments

The cost impact of this proposal relative to the insurance fund is expected to be very significant.  By allowing the member to select their medical coverage, members will undoubtedly gravitate towards the higher cost products since those will generally provide the greatest benefits.  The magnitude of the cost impact of this proposal will depend on the coverage selections of plan members in comparison to current coverage.  However, you can get an idea of the potential cost increase by looking at the cost of medical coverage currently in comparison to the highest cost product which would be available to members under this proposed legislation.  The highest cost product would be Kentucky Kare couple coverage which currently has a monthly premium of about $620.  Compare this to the $397 monthly cost of couple coverage currently.  That is an increase of 56%!  That is a reasonable expectation of what the level of increase would be in projected liabilities, and the impact on funding levels would be even greater.  This is due to the fact that if liabilities increase 56% while assets remain the same, unfunded liabilities will grow at a rate above 56% (66% to 87% depending on the system).

If liabilities increase in this magnitude, then the target funding rates for the insurance fund will increase in a similar proportion as the increase in unfunded liabilities.  If that occurs, it would not be prudent to retain the current insurance fund contribution rates without adjustment.  They should also be increased to reflect the liability increase. The level of that adjustment is not statutorily fixed, since the insurance fund is not presently funded at the same full entry age normal funding method as it is for the retirement fund.  However, if this type of proposal were enacted, an increase in insurance fund contribution rates of at least 50% should be considered.

III. ESTIMATED IMPACT ON FUNDING COSTS

It is not possible to pin down a specific cost impact for this proposal since the impact depends on the coverage selections of plan members.  However, the cost impact would be very significant.  The cost impact shown in the following table represents a minimum level expected on the current insurance fund rates.  The ultimate impact would be even greater.
	
	Non-Hazardous
	Hazardous
	

	Proposed Change
	KERS
	CERS
	KERS
	CERS
	SPRS

	KERS & CERS haz and SPRS may select from any available insurance coverage
	N/A
	N/A
	5.20% *
	4.62% *
	8.95% *


           *
Initial impact estimated at 50% of current insurance fund rate.  Ultimate impact would likely be even more 


significant.

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

COST OF PROPOSED AMENDMENT TO PAY 100% OF INSURANCE PREMIUM FOR HAZARDOUS MEMBERS, THEIR SPOUSE AND DEPENDENTS REGARDLESS OF COST OF PREMIUM SELECTED.

	SYSTEM
	COST AS PERCENT
	ESTIMATED ANNUAL SALARIES
	ANNUAL COST IN DOLLARS

	KERS Nonhazardous
	0.00%
	$1,208,156,040
	$   0

	KERS Hazardous
	5.20%
	$84,231,840
	$4,380,056

	Total KERS
	
	
	$4,380,056

	SPRS
	8.95%
	$34,948,092
	$3,127,854

	Total State
	
	
	$7,507,910

	CERS Nonhazardous
	0.00%
	$1,281,671,028
	$   0

	CERS Hazardous
	4.62%
	$210,180,588
	$9,710,343

	Total CERS
	
	
	$9,710,343



