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SUBJECT/TITLE
Increase in minimum pension annuities for specified classes of beneficiaries in Police and Firefighter retirement systems in second class cities; modifies determination of cost-of-living adjustments

SPONSOR
Representative Mark Treesh

MANDATE SUMMARY

Unit of Government:
x
City;

County;

Urban County Government

Program/

Office(s) Impacted:
 Police and firefighter pension funds in second class cities; 

Requirement:

Mandatory
x
Optional

Effect on

Powers & Duties
x
Modifies Existing

Adds New

Eliminates Existing

PURPOSE/MECHANICS

This proposal would amend sections of KRS Chapter 95 to permit boards of trustees of police and firefighter pension funds in second class cities to increase the minimum pensions of widows of retirees, widows of members who die due to an occupational cause, and widows of members who die while not in the performance of duty. If pension payments for these potential beneficiaries is less than $150 per month, this bill will allow the trustees to increase the payment to $500 per month, a potential increase of $100 per month from the existing limit of $400 per month. This bill would also allow trustees to increase the minimum monthly pension payment for members who suffer a total and permanent occupational disability from $400 per month to $500 per month. Existing language requires that all increases not jeopardize the actuarial soundness on funds.

This legislation also modifies the cost-of-living adjustment (COLA) for beneficiaries by allowing the Board of Trustees of the pension funds to increase annuities by an amount greater than the Consumer Price Index (CPI) to a maximum increase of 5%. Current legislation also limits the adjustment to 5%, but specifies that the increase is to be the CPI or the 5% increase, whichever is lower. The proposed modification and current legislation requires that increases only be granted if they can be supported on an actuarially sound basis by retirement funds.

There is also a clarification of the index to be used to determine the COLA. The new language specifies that the average annual increase in the All Items CPI be used to determine COLA. That is the appropriate index to be used and the change clarifies existing language that does not specify that an average annual measure of the CPI be used.

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

Second class cities are required to make annual contributions to Police and Firefighter pension funds based on actuarial analyses that are conducted at least every three years according to KRS 95.872. This statute also allows the Boards of Trustees to seek actuarial assistance when needed to make periodic analyses of the funds. According to KRS 95.868, the contribution rate of a city is a percent of salaries of active members and is set for a period of three years. The proposed legislation requires that any increase in minimum pension payments not undermine the actuarial soundness of a fund. As a result, there would be no immediate fiscal impact to a city if an actuarial review determined that an increase of minimum annuity payments to $500 per month from $400 per month would not jeopardize the actuarial soundness of the fund.

However, to the extent that the assets of a pension fund used to grant an increase in the minimum payment would have permitted a reduction in the city's contribution rate on the occasion of the next three year actuarial analysis and rate setting, there could be a negative fiscal impact on the city. The actual fiscal impact in an example such as this is indeterminable because an actuarial analysis of a fund is needed to determine the result.

Current legislation requires that the COLA be the lesser of the increase in the All Items CPI or a 5% increase. The proposal allows the increase to be greater than the CPI to a maximum 5% increase. The attached table shows that the average annual percentage increase in the CPI ranges from 1.6% in 1998 to 4.2% in 1991. The Boards of Trustees of pension systems in second class cities would have been able to increase COLA to a maximum increase of 5% in each year during the 1990's. The range of increases that would have been allowed as a result of the proposed legislation range from .8% in 1991, to 3.4% in 1998. The same factors that influence an increase in the minimum payments would influence an increase in the COLA.. The actual fiscal impact is indeterminable because an actuarial analysis of a fund is needed to determine the consequences of an increase in COLA's. There may be no fiscal impact to a city's general fund as a result of an increase in the COLA for beneficiaries due to overfunding of the system. However, there also could be a negative fiscal impact if on the occasion of the next three year actuarial analysis and rate setting a city could not reduce contributions to the fund because those funds had been used to increase the COLA beyond the increase currently allowed. The fiscal impact would be unique for each second class city and would depend on the actuarial stability of the funds.

It is unlikely that the clarification of the average annual percentage increase in the CPI as an index to be used for determining the increase in the COLA will have any fiscal impact. This measure is the index most often used to measure inflation and COLA's and clarification will remove any confusion.
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