February 10, 2003

Mr. C. Gilmore Dutton

Special Projects

Legislative Research Commission

700 Capital Avenue

Room 120 Capitol Annex

Frankfort, Kentucky 40601

RE:  03 RS BR 1049 – House Bill 327

        Update for Medical Fund Impact

Dear Mr. Dutton:

I sent you an actuarial impact statement for 03 RS BR 1049 on January 31, 2003 that stated the actuarial cost for the only the pension fund. After discussions with the System’s actuary there has been a determination that the bill would also affect the medical insurance fund also.

The actuary determined that there would be a total cost to the System’s medical insurance fund of $140 million over a period of ten years if this bill gets enacted in its current form. I have enclosed a copy of the actuary’s letters for your file.






Sincerely,






Gary L. Harbin, CPA






Executive Secretary

January 31, 2003

Mr. Gary Harbin

Executive Secretary

Teachers Retirement System

Commonwealth of Kentucky

479 Versailles Road

Frankfort, Kentucky  40601-3800

Actuarial Impact – 03 RS BR 1049 (Pension Impact Only)

Dear Gary:

As required by KRS 6.350, we have prepared an actuarial analysis of the impact of 
03 RS BR 1049 on the Kentucky Teachers’ Retirement System.  This proposed bill would amend KRS Sections 161.605(7) with regards to the break in service required when a member retires and subsequently returns to work with a covered employer.  The statute would be amended to have a single rule that would require only a one-month separation from service if returning to work in either a part-time or full-time position with the same or different employer.

The cost of this proposed legislation is 1.71% of active payroll. 

The Internal Revenue Service requires an undefined period of time for a retiree to be retired before they can be re-employed.  This proposed legislation requires an extremely short break in service and may not meet the requirements of the Internal Revenue Service when they define the length of the required break in service in the future.

 If you have any questions, please do not hesitate to contact us.

Sincerely,

Edward A. Macdonald

Principal, Consulting Actuary

EAM:sr
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February 7, 2003

Mr. Gary Harbin

Executive Secretary

Teachers Retirement System

Commonwealth of Kentucky

479 Versailles Road

Frankfort, Kentucky  40601-3800

Actuarial Impact – 03 RS BR 1049 (Health Impact Only) - RESTATEMENT

Dear Gary:

This letter is a restatement of the estimated impact in our January 31, 2003 letter.

As required by KRS 6.350, we have prepared an actuarial analysis of the impact of 
03 RS BR 1049 on the Kentucky Teachers’ Retirement System.  This proposed bill would amend KRS Sections 161.605(7) with regards to the break in service required when a member retires and subsequently returns to work with a covered employer.  The statute would be amended to have a single rule that would require only a one-month separation from service if returning to work in either a part-time or full-time position with the same or different employer.

Upon the retiree’s return to active service, the retiree’s health coverage would continue to be paid under the retirement plan. Under this bill, first year employer benefit payments would increase by $3 million, which is an increase of 0.13% of covered payroll. The following table shows a multi-year projection of annual benefit payments and covered payroll (all dollars are shown in millions):


Increase in Benefit Payments

(millions)
Covered Payroll

(millions)
Benefit Payments as a Percent of Payroll

7/1/02-6/30/03
$       3
$      2,314
0.13%

7/1/03-6/30/04
$       9
$      2,406
0.37%

7/1/04-6/30/05
$     12
$      2,502
0.48%

7/1/05-6/30/06
$     14
$      2,603
0.54%

7/1/06-6/30/07
$     15
$      2,707
0.55%

7/1/07-6/30/08
$     15
$      2,815
0.53%

7/1/08-6/30/09
$     15
$      2,928
0.51%

7/1/09-6/30/10
$     15
$      3,045
0.49%

7/1/10-6/30/11
$     15
$      3,166
0.47%

7/1/11-6/30/12
$     15
$      3,293
0.46%

7/1/12-6/30/13
$     15
$      3,425
0.44%

These values are calculated to be consistent with the July 1, 2002 Report of Actuary, except that a 4.0% salary scale assumption is used in place of the 3.5% assumption in the Report.

The Internal Revenue Service requires an undefined period of time for a retiree to be retired before they can be re-employed.  This proposed legislation requires an extremely short break in service and may not meet the requirements of the Internal Revenue Service when they define the length of the required break in service in the future.

 If you have any questions, please do not hesitate to contact us.

Sincerely,

Amy W. Van Nostrand, FSA, MAAA

Associate Principal and Consulting Actuary

AWV:mc
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