MEMORANDUM

To: House Financial Insitutions and Pensions Committee

From: Alan D. Conroy, Executive Director

Date: February 7,2018

Subject: . HB 2594; Adding Local Jailers to Definition of Policeman for KP&F

HB 2594, as infroduced, would add detention deputy, corréctions officer, or jailer to the definition
of “policeman” for purposes of establishing eligibility for membership in the Kansas Police and
Fireman’s Retirement System (KP&F).

The bill defines "detention deputy,” "corrections officer” or "jailer" as

s an employee assigned to a jail, adult detention center or other local correctional facility;

» whose principal duties are engagement in maintaining security and control of the facility,
monitoring both preconviction and postconviction inmate or prisoner behaviors and
activities, enforcing the facility rules and guidelines; and

» who is specifically designated, appointed, commissioned or styled by the governing body
of the participating employer and certifies to the retirement system as such.

The bill makes these positions eligible for KP&F coverage, but each KP&F employer with these
positions will have the option of choosing to enroll the positions or not.

The bill takes effect July 1, 2018, at which point current local KP&F employers could choose to
include jailers, corrections officers, or detentions deputies among their KP&F covered employers.
When an employer chooses to move these employees to KP&F coverage, all eligible employees
would move. There is no opportunity for an individual election to remain in KPERS or move to
KP&E.

Any local employer not currently affiliated with KP&F would not be able to elect KP&F members
for these employees unless they affiliated with KP&F, which typically takes effect January 1 of
the year following their approved application for KP&F affiliation by the Board of Trustees.

Currently, these local corrections positions do not meet the definition of KP&F eligibility and are
covered by regular KPERS. KP&F is similar to KPERS in basic plan design structure, but many
of the plan design elements are different.
» The basic type of benefit formula is the same, but the final average salary is calculated
differently and the multiplier is 2.5% instead of 1.85%.
e LEmployee contributions are slightly higher in KP&I at 7.15% compared to 6% for regular

IKPERS



e The employer contribution rate is the full actuarial rate (22.13% for KP&F in CY 2019
compared to 8.89% for KPERS-Local).

» The vesting requirement for KP&F is 15 years of service versus 5 years for regular KPERS.
Normal retirement for KP&F is age 50 with 25 years of service, age 55 with 20 years of
service, or age 60 with 15 years of service. Normal retirement for KPERS 2 members is
age 60 with 30 years of service or age 65 with 5 years of service.

Because of the higher multiplier, the KP&F plan design will yield a higher benefit than KPERS
given the same working career. KP&F also has a vesting period that is three times longer than
KPERS. As an example, if a person works a 30-year career and has a final average salary of
$40,000, their maximum annual benefit is very different:

KPERS 2 KP&F
Member Member

$40,000 $40,000

$22,200 $30,000
per year per year

A detailed comparison of KPERS and KP&F benefit provisions is attached to this memorandum.

Actuarial Cost .

KPERS does not have position description information for members to tell how many current
members would be eligible for coverage in KP&F under HB 2594. Even if the total number of
members affected was known, since the election to move to KP&F coverage is voluntary, there is
no way to know in advance how many or which local employers will elect such coverage.
Therefore, the number of employees who are now covered by KPERS but would move to KP&F
is unknown. ,

If the local employers affiliate for future service only we would expect no increase in the unfunded
actuarial liability for KP&F to occur as a result of the passage of HB 2594. The KP&F uniform
contribution rate, which impacts both State KP&F employers and local KP&F employers, consists
of a normal cost rate and an unfunded actuarial liability contribution rate.

Ifalocal employer affiliates for past service, the employer is responsible for paying for the increase
in the unfunded actuarial liability.

From similar types of studies that have been performed in the past, we know that the attained age
of the group of employees moving from KPERS to KP&F can impact the KP&F uniform
contribution rate by impacting the normal cost rate. To the extent the attained age of this group of



meinbers is older than the average age of the current KP&F active members, it would likely
increase the normal cost rate. Alternatively, if the demographics of the group moving to KP&F
were such that their attained age was lower than the current KP&F entry age, the normal cost rate
could be lower. The larger the number of employees that move into KP&F, the more likely there
will be a potential impact on the KP&F normal cost rate.

The unfunded actuarial liability is not expected to increase as a result of the addition of any new
KP&F members under JIB 2594, the dollar amount of the unfunded actuarial liability contribution
would be unchanged. However, increasing the number of KP&E active members will result in a
higher total covered payroll. As a result, the unfunded actuarial liability contribution rate (dolar
amount of unfunded actuarial liability payment divided by covered payroll} is expected to decline.

The net impact on the KP&F uniform coniribution rate (normal cost rate + unfunded actuarial
liability payment rate) cannot be determined without more information about the size and
demographics of the group of employees who are expected to change coverage from KPERS to
KP&F.

In addition, the change in pension coverage from KPERS to KP&F for these employees would
also have an impact on the KPERS Local contribution rate, potentially impacting both the normal
cost rate and unfunded actuarial liability contribution rate for the entire Local group. However,
the specific impact cannot be estimated without membership data to indicate the size and
demographics of the impacted group.

Because KP&F employers are required by statute to pay the full actuarial rate, any change to the
actuarial required contribution rate caused by HB 2594 would be have to be paid by employers.
Because KP&F uses a single uniform rate as the base for both State and Local employers, HB 2594
has the potential to impact both state and local contributions for all KP&F employers.

Employer Contributions

Local employers who opt to cover their jailers, corrections officers or detention deputies in KP&F
would be required to pay the higher KP&F employer contribution rate (22.13% v. 8.89% in CY
2018). '

Any changes to the actuarial required contribution rate caused by HB 2594 would also be reflected
in employer contribution rates for all local KP&F employers.

Attachment
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