March 14, 2006

Mr. Joe Hutchison

 Deputy Executive Secretary 

Kentucky Teachers' Retirement System 

479 Versailles Road 

Frankfort, KY 40601‑3800

Actuarial Impact ‑ 06 RS HB 555/GA

06 RS BR 1914

Dear Joe:

We have prepared an actuarial analysis of the impact of 06 RS HB 555/GA on the Kentucky Teachers' Retirement System.

Section 1 (1) provides continuation of amortization payments for benefit improvements granted by the Legislature in past years and amortization of the Sick Leave Payments proposed for the 2006 ‑ 2008 biennium. Funding for past benefit improvements will cost $130,428,400 in FY 2006‑2007 and $132,158,400 in FY 2007‑2008. It is our understanding that these amounts have been included in the Governor's Budget Recommendation.

Section 1 (2) provides continuation of amortization payments approved for medical insurance fund stabilization contributions approved by the General Assembly in the 2005 Regular Session. The principal balances being amortized are $29,169,700 for fiscal year 2004‑2005 and $62,294,800 for fiscal year 2005‑2006. Amortization payments of $13,325,100 annually have been included in the Governor's Budget Recommendation.

Section 1 (3) directs Kentucky Teachers' Retirement System to study the feasibility of stabilizing the employer contribution rate set forth in KRS 161.550 should the state use the funding provided under KRS 161.553 to issue pension obligation bonds. The proceeds of the pension obligation bonds would be deposited with KTRS for investment and payment of retirement benefits. The cost of the feasibility study is to be borne by KTRS. The cost impact on the Retirement System would be minimal.

Section 2 (5) and (6) authorize an increase of the monthly retirement allowance of each retired member and each beneficiary of a retired member in an amount not to exceed 0.8% and 0.6% as of July 1, 2006 and July 1, 2007 respectively. These Ad Hoc COLAs of 0.8% in 2006‑2007 and 0.6% in 2007‑2008 will have a cost of $90 Million and $72 Million respectively, It is our understanding that funding for these cost‑of‑living increases has been provided in the budget bill.
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Section 3 (13) increases the limitation on income that may be earned by a member who applied for disability retirement prior to June 30, 2002. The bill would increase the $27,000 limit to $40,000 and permit the Board of Trustees to adjust the $40,000 limit annually by the annual increase in the consumer price index, not to exceed five percent, commencing July 1, 2006. The actuarial cost of this provision is negligible.

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

Sincerely,

Edward A. Macdonald, ASA, FCA, MAAA 

President
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