KENTUCKY RETIREMENT SYSTEMS

HB 935 (00 RS BR 2535/Revision #1) ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
1.
KRS 61.555 shall be amended to provide that effective July 15, 2000, and member eligible to purchase military service under KRS 61.555(4) shall receive current service credit for active military duty, up to a maximum of 4 years, for active military service between 1964 and 1975, by paying 10% of the cost of this service.  Payment may be by lump sum of by increments.

2.
We have been advised that the reference in this proposal to KRS 61.555(4) should in fact be a reference to KRS 61.555(6).  This reference correction has also been considered in this analysis.

II. COMMENTS RELATIVE TO PROPOSED REVISION
1.
KRS 61.555(4) provides for the crediting of this service if the member pays 35% of the cost of the service with the remaining 65% paid by the state from funds appropriated specifically for this purpose. This proposal lowers the cost of the member from 35% to 10% of the cost of the service, and eliminates the state appropriation for the remainder.  As such, the retirement system will be absorbing 90% of the cost of this service as compared to zero under the current plan provisions.  The actual cost impact will be dependent on the number of members affected by this provision who elect to purchase military service credit under the proposed rules.  There will be a cost increase as members elect to purchase military service under this proposed provision and the retirement system incurs the liability for the amount not funded by the member.  However, the impact on overall funding levels is not expected to be significant.

2.
KRS 61.555(6) provides for the crediting of this service if the member pays a delayed contribution payment to the retirement system.  This proposal lowers the cost of the member to 10% of the cost of the service with the retirement system will be absorbing the remaining 90% of the cost of this service.  The actual cost impact will be dependent on the number of members affected by this provision who elect to purchase military service credit under the proposed rules.  There will be a cost increase as members elect to purchase military service under this proposed provision and the retirement system incurs the liability for the amount not funded by the member.  However, the impact on overall funding levels is not expected to be significant.

III. ESTIMATED IMPACT ON FUNDING COSTS

Cost impact will depend on the number of members eligible to take advantage of this provision and the actual number who do so elect this service purchase, but the impact on overall funding levels is 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.
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HB 935/AA

Dear Mr. Dutton:

The Actuary for the Kentucky Teachers’ Retirement System has reviewed the amendment to KRS 161.500 in Section 2 of 00 RS BR 2535 and determined that it would have a negative fiscal impact in its present form by adding unfunded liability to the Teachers’ Retirement System.

KRS 161.507(4)(a) requires KTRS members to contribute an amount equal to thirty-five percent (35%) of the actuarial cost for each year of service for which the member is to receive retirement credit for military service.  The remaining sixty-five percent (65%) of the actuarial cost for military service is funded by state appropriations.  In paragraph (5) of Section 2, the amendment provides in part:  “Notwithstanding any statute to the contrary, members could obtain retirement credit for active military service between 1964 and 1975, by paying ten percent (10%) of the cost of the service...”

The amendment reduces the share of the actuarial cost of military service for eligible members from thirty-five percent (35%) to ten percent (10%) with no provision for payment of the remaining ninety percent (90%) of the actuarial cost.  The Kentucky Teachers’ Retirement System does not have funds to cover the liability and costs that would result from the passage of this amendment.  If paragraph (5) of Section 2 of 00 RS BR 2535 were amended to require the State to appropriate funds annually to the Teachers’ Retirement System to fund the ninety percent (90%) of the actuarial cost 
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remaining after the member’s contribution, the Teachers’ Retirement System would have no objections on the issue of actuarial fiscal impact on the System.

Please advise if there are questions.






Sincerely,






Pat N. Miller

PNM:rp

00 RS BR 2535

03/03/2000

Page 1 of 1

