KENTUCKY RETIREMENT SYSTEMS

SB 186 / 03 RS BR 1706 ... ACTUARIAL COST ANALYSIS
I. PROPOSED REVISION
1.
KRS 18A.225 shall be amended to provide that any employer whose retirees participate in the state group but whose active employees are not participants in the state group shall be responsible for the actuarial difference in cost of their retirees.  This shall be accomplished by assessing these employers a per-participant actuarial difference charge for the difference in the average per-participant cost of retirees of all employers whose active members do not participate in the state group and the average per-participant cost of all employees participating in the state group.

2.
KRS 18A.225 shall be amended to provide that dependent health insurance premiums shall be subsidized by the Commonwealth to the extent financially feasible at a rate of 50% of the premium charged for dependent health insurance.  The Commonwealth shall continue to provide 100% of the premium charged for individual coverage.

3.
KRS 18A.225 shall be amended to establish a program and procedures to join a multistate pooling initiative in which two or more states work together to reduce the cost of pharmaceuticals purchased or paid for by employees in the state group.

II. COMMENTS RELATIVE TO PROPOSED REVISION
1.
Presently, the health insurance premium for pre-Medicare retirees is not separately determined from the premium for active employees.  As a result, any additional actuarial cost for pre-Medicare retiree health insurance coverage (over the average cost for active employees) is spread among the total risk pool of active and retired members and becomes part of the overall health insurance premium cost.  To the extent that there is any subsidy for retired members in this overall premium amount, that subsidy is borne by those agencies with active employees participating in the state health insurance plan.

Under this proposal, any additional actuarial cost for pre-Medicare retirees will be separately identified for those agencies that do not have their active employees covered under the state health insurance plan, and that additional actuarial cost will be passed on to those non-participating agencies by means of the per-participant charge.  As a result, this additional actuarial cost for retirees of non-participating agencies will no longer be part of the overall premium amount for the state health insurance plan.  To the extent that there are non-participating agencies in the state health insurance plan, there will be some amount of additional actuarial cost that formerly was included in the overall premium amount but will now be covered through the additional charge to these non-participating agencies.  This could result in a lower overall premium for the state health insurance plan since the amount of subsidy for pre-Medicare retirees covered in that premium amount will be reduced to only cover those retirees of participating agencies.  To the extent that there is a lower overall premium for the state health insurance plan, this amount will be made up by the non-participating agencies by means of the additional charge.

2.
This proposal would effectively provide for dependent health insurance coverage up to 50% of the premium under KERS and CERS nonhazardous systems to the extent financially feasible.  This would be an extremely costly benefit enhancement if provided, and would increase the contribution rate significantly for the nonhazardous systems.  The actual cost impact will be dependent on the number of members who will receive dependent coverage under this subsidy and whether the benefit is actually provided in light of the “to the extent financially feasible” language included in the proposal.  An estimate of the impact on the ultimate funding rate to the insurance fund if this benefit is provided has been developed using the level of coverage under the hazardous duty systems as a guide.

There would be no anticipated cost impact for the hazardous duty systems or State Police since there is already a subsidy of the dependent healthcare coverage in those systems.

3.
No specific comments.

III. ESTIMATED IMPACT ON FUNDING COSTS

1.
No overall cost impact anticipated.  This proposal will result in some shifting of costs to agencies not participating in the state health insurance plan.  Participating agencies will have a lower health insurance premium amount as a result of the shifting of the additional actuarial cost for pre-Medicare retiree heath insurance coverage for retirees of non-participating agencies directly to those non-participating agencies.

2.
Significant increase in the insurance fund contribution rate for the nonhazardous duty systems if the benefit is provided.  The estimated increase in the ultimate contribution rate level to provide this benefit is as follows:


KERS nonhazardous – Increase in funding of 2.5% to 4.0% of plan payroll


CERS nonhazardous – Increase in funding of 4.0% to 5.5% of plan payroll

No cost impact anticipated for the hazardous duty systems and State Police.

3.
No cost impact anticipated.

IV. ACTUARIAL CERTIFICATION
Calculations of the estimated cost impact as summarized in Section III have been based on the same data, actuarial assumptions, methods and plan provisions as used in the June 30, 2002 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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