TEACHERS' RETIREMENT SYSTEM

Actuarial Analysis

SB 193

(98 RS BR 1447)

January 15, 1998

Mr. C. Gilmore Dutton

Special Projects

Legislative Research Commission

Capitol Annex

Frankfort, Kentucky 40601

RE:
99 RS BR 1447

Dear Mr. Dutton:

The Actuary for the Kentucky Teachers Retirement System advises that the provisions of 99 RS BR 1447 would have no fiscal impact on the Kentucky Teachers Retirement System.

Section 5, paragraph (4) (c) states that effective July 14, 1998, the Teachers Retirement System shall be closed to new members of the General Assembly for participation as a member of the General Assembly.  Hopefully, the Systems interpretation of this provision is correct that persons who are eligible to participate in the Teachers Retirement System on the basis of their employment with a school district or other employer defined in KRS 161.220(4) would be allowed to participate on the basis of such employment even though a member of the General Assembly.

Please advise if there are questions.

Sincerely,

Pat N. Miller

PNM:rp

KENTUCKY JUDICIAL FORM RETIREMENT SYSTEM

ACTUARIAL ANALYSIS







January 28, 1998

Mr. C. Gilmore Dutton

Special Projects

Legislative Research Commission

700 Capital Avenue

Frankfort, Kentucky  40601


Re:  SB 193 – 98 RS BR 1447
Dear Mr. Dutton:

This will acknowledge receipt of your January 14, 1998 letter requesting an actuarial analysis for the above.


During the 1996 Session of the General Assembly a similar bill to the above was filed in the Senate (1996 SB 140 – BR 1520).  An actuarial analysis was prepared on February 7, 1996.  In order to contain the expenditures by the Legislators Retirement  Plan for actuarial studies, I am asking that the 1996 Analysis be used for preliminary purposes in consideration of 1998 SB 193.  At your request, or at the Committee’s request, I will ask our Actuary to update the February 7, 1996 Valuation, a copy of which is attached hereto.







Sincerely,







Donna S. Early







Executive Secretary

/dse

96 RS BR 1520 ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
KRS 6.500 would be amended to make the following changes:

1.
Effective July 14, 1996, the Legislators Retirement Plan shall be closed to new members.

2.
Effective August 1, 1996, the Legislators Retirement Plan shall accept no contributions from its members, and no additional benefits of the plan shall accrue to its members.

3.
After August 1, 1996, a member of the Legislators Retirement Plan may retain service credit earned in order to maintain eligibility for retirement under the terms of the plan, or the member may take a refund of their own contributions to the plan with interest in lieu of any future retirement benefits under the plan.

4.
The benefits of persons retired from the Legislators Retirement Plan by August 1, 1996 shall not be affected by the closing of the plan to new members and the termination of further benefit accruals for active members.

5.
Any money accumulated in the Legislators Retirement Plan in excess of the amount needed to meet its obligations to active and retired members shall be transferred to the state general fund by January 1, 1997.  The amount of this transfer, if any, shall be determined by the actuary employed by the Legislators Retirement Plan pursuant to KRS 21.560 to 21.440.

II. COMMENTS RELATIVE TO PROPOSED REVISION
The ultimate liability remaining after closing the plan to new members and eliminating future service accruals will be dependent on several factors including:


For active members, how many members will elect a refund of their own contributions versus leaving those contributions in the fund and retaining benefit rights for service prior to August 1, 1996?  This is a particularly important decision for a vested member.


Future experience will greatly impact the amount of any additional employer contributions or excess assets, particularly the rate of investment return.  Mortality and active member retirement rates will also be a factor.

In valuing the cost impact of this proposal, it has been assumed that active members will make the decision for them which results in the greatest present value of benefits.  This generally means that an active member who is vested should generally elect to leave their contributions in the fund and retain rights to future retirement benefits for service accrued to August 1, 1996.

III. ESTIMATED IMPACT ON FUNDING COSTS
Based on the assumptions and member data used in the June 30, 1995 valuation of the plan, we have estimated the liability of the plan reflecting elimination of service accruals after August 1, 1996.  This liability estimate assumes that active members who are not vested on August 1, 1996 will elect a refund of their contributions and interest, but assumes that active members who are vested will make the decision to leave their own contributions in the fund and retain rights to future retirement benefits for service accrued to August 1, 1996.  If an active member who is vested should elect a refund of their own contributions and interest in lieu of future retirement benefits, this would generally reduce the liabilities since the amount of the contributions and interest refunded will almost always be less that the present value of future retirement benefits for service accrued to August 1, 1996.  However, electing a refund of contributions and interest would generally not be a prudent decision for an active vested member, and the assumption we have made is that the member will make the decision that is most favorable to them financially.

The valuation of assets is another consideration in determining whether or not there is an excess of assets over plan liabilities, or if additional employer contributions are required in future years.  Past actuarial valuations of this plan have used cost value of the fund.  In this analysis, the cost impact has been presented based on June 30, 1995 asset information both on the basis of cost value and market value.

Finally, if it is determined that there is an unfunded liability to be amortized over future years, then this unfunded amount will need to be made up out of future employer contributions to the fund (absent any future actuarial gains which may ultimately reduce this unfunded liability).  The present statutory funding requirement would require a contribution of interest on the unfunded amount plus an additional 1% of the unfunded amount each year, which dose not ever fully amortize the unfunded liability.  However, since the plan would effectively be covering a closed group, there should be a definite time frame over  which any unfunded liability is amortized.  For this cost analysis, any additional employer contribution is shown under the current statutory funding requirement as well as a specific amortization period of 10, 20 or 30 years.

The estimated impact of this proposal on annual funding levels over the next 10 years is as follows:

	
	
	Based on Market Value of Fund Assets
	Based on Cost Value of Fund Assets

	
	Estimated Liabilities
	32,363,000
	32,363,000
	32,363,000
	32,363,000
	32,363,000

	
	Fund Assets
	32,889,000
	27,823,000
	27,823,000
	27,823,000
	27,823,000

	
	Excess Assets
	526,000
	None
	None
	None
	None

	
	Unfunded Liability
	None
	4,540,000
	4,540,000
	4,540,000
	4,540,000

	
	
	
	Unfunded Liability Amortized Over

	
	Fiscal Year
	
	Interest + 1%
	10 Years
	20 Years
	30 Years

	
	1996/1997

1997/1998

1998/1999

1999/2000

2000/2001

2001/2002

2002/2003

2003/2004

2004/2005

2005/2006
	
	364,000

359,000

354,000

350,000

345,000

341,000

337,000

332,000

328,000

324,000
	626,000

626,000

626,000

626,000

626,000

626,000

626,000

626,000

626,000

626,000
	415,000

415,000

415,000

415,000

415,000

415,000

415,000

415,000

415,000

415,000
	354,000

354,000

354,000

354,000

354,000

354,000

354,000

354,000

354,000

354,000


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, 1995 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


Actuarial Analysis

SB 193

January 29, 1998

Mr. Gilmore Dutton

Legislative Research Commission

Capitol Annex

Frankfort, KY  40601

RE:
SB 193

Dear Gilmore:


Senate Bill 193 contains the same provisions as 96 BR 1520 related to closing of the Legislators’ Retirement Plan.


Attached is a copy of the actuarial analysis of 96 BR 1520.  The impact is negligible to the Kentucky Retirement Systems due to the small number of affected individuals and the size of the Kentucky Retirement Systems.


You may use the 96 BR 1520 analysis for determining the impact of SB 193 on the Kentucky Retirement Systems.

Sincerely,

Pamala S. Johnson

General Manager

HB 264

KENTUCKY RETIREMENT SYSTEMS

96 RS BR 1520 ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
KRS 61.560 and 61.680 would be amended effective July 14, 1996 to close KERS to participation by new members as a member of the General Assembly.  Effective August 1, 1996, members of the General Assembly shall not contribute for nor receive service credit for service as a member of the General Assembly.  Also effective August 1, 1996, KERS, CERS and SPRS shall not accept contributions from members participating as members of the General Assembly, and no additional benefits shall accrue to a member for legislative service.  A legislative member of any of these plans may retain service credit earned prior to August 1, 1996 in order to maintain eligibility for retirement pursuant to KRS 16.576, 61.559, 61.680, or 161.600, or the member may take a refund of member contributions with interest in lieu of retirement benefits.  Benefits of former legislators retired under any of these systems shall not be affected by the closing of these plans to members for legislative service and the termination of further benefit accruals for legislative service.

II. COMMENTS RELATIVE TO PROPOSED REVISION
This proposal eliminates future accruals attributable to any members of the General Assembly participating in one of the retirement systems.  As such, liabilities will be reduced.  The extent of this liability reduction will depend on how many members of the General Assembly are actively participating in one of the retirement systems, and also what election such a member makes relative to a refund of employee contributions versus retention of service credits.  Since most of the members of the General Assembly participate in the separate Legislators Retirement Plan, there should be very few members of the General Assembly actively accruing benefits under KERS, CERS or SPRS.  Also, given the number of members potentially affected in relation to total plan membership, the impact will be negligible.

III. ESTIMATED IMPACT ON FUNDING COSTS

It is not possible to pin down a specific cost to this proposal since the actual impact is dependent on how many members of the General Assembly are actively accruing benefits under Kentucky Retirement Systems, and what election any such individual makes as to a refund of contributions versus retention of service credit.  However, the impact (which should be a liability reduction) should be negligible given the small number of members affected in relation to the total membership of the retirement system.
	
	Non-Hazardous
	Hazardous
	

	Proposed Change
	KERS
	CERS
	KERS
	CERS
	SPRS

	As described in I
	*
	*
	N/A
	N/A
	N/A


       *
Negligible cost impact
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, 1995 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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