KENTUCKY RETIREMENT SYSTEMS

HB 674 (00 RS BR 1023/Revision #1) ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
1.
The definition of final compensation under KRS 16.505(9) would be amended to specify that if the number of months of service credit during the three-year period is less than 24, one or more additional fiscal years shall be used.  The current definition specifies a minimum of 28 before using additional fiscal years.

2.
The definition of final compensation under KRS 61.510(14) and KRS 78.510(14)  would be amended to be based on the member's’creditable compensation during the three fiscal years paid the highest average monthly rate.  The current definition uses five fiscal years.  In addition, the minimum number of months during those three years before additional fiscal years would be used in defined as 24.  The current provision uses a minimum of 48 months over the five-year period.

II. COMMENTS RELATIVE TO PROPOSED REVISION
Retirement Fund Comments

1.
This change impacts State Police and hazardous service members of KERS and CERS.  The current valuation of liabilities reflects a 3-year average earnings and makes no specific assumption as to the length of partial fiscal years in that period.  As such, this change would not impact the current valuation of plan liabilities and would have no impact on current projected funding levels.

2.
Any change that affects plan benefit level raises the issue of an appropriate target level of benefits for "career" employees retiring under the system.  This would apply to all of the components of the plan impacting the underlying benefit level … i.e. benefit multiplier, average earnings definition, retirement eligibility and adjustment factors for early retirement, service credit definition, etc.  Before any change in any component of the benefit structure, a spendable income analysis should be developed to compare current retirement benefit levels for career employees versus pre-retirement spendable income levels.  Any increase in the benefit levels should reflect a true need for such an increase in order to meet a real shortfall in retirement benefits.  Without such an analysis, it is unclear whether any shortfall exists.  If the benefit level is raised to too high a level, there is a real danger that benefits after retirement in terms of spendable income could exceed pre-retirement spendable income, which is not a desired result in sound pension plan design, nor would it be an effective use of taxpayer dollars.  I would strongly advise that such an analysis be undertaken before any increase in benefit levels is considered.

Insurance Fund Comments
1.
No comments.

2.
To the extent that a change in the final compensation definition encourages an earlier retirement date by any member, this could result in an increase in the benefits paid to that member out of the insurance fund.  It would not be anticipated that this change alone would materially altar future retirement patterns, but only future experience will bear that out one way or the other.

III. ESTIMATED IMPACT ON FUNDING COSTS

The estimated cost impact of this proposal has been summarized in the following table.  The amounts are shown as a percentage of covered plan payroll, and represent the increase in the annual plan costs.
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* Not expected to be 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, 1999 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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