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Preface

This handbook is a summary of the benefits provided by the Public Employees’
Retirement System (PERS) administered by the Montana Public Employee Retirement
Administration (MPERA). It is infended to explain your benefits and to acquaint you with
PERS. Every effort has been made to ensure the contents agree with the law and
administrative rules, which are not static and can change. This handbook is not an
official source of the law and rules and should not be taken as final legal authority. If
the context of this handbook conflicts with state law or administrative rules, the law or
rules will apply.

Overview

e PERS provides service retirement benefits, disability retirement benefits, or survivor
benefits in some cases.

e You and your employer contribute to your future retirement benefits.

e You may withdraw your contributions (plus interest) if you leave PERS-covered
employment and don't retire. Employer contributions are not refundabile. If you
withdraw your confributions, you will lose your right to any future retirement benefit.

PERS is a defined benefit retirement system. The monthly benefit you receive upon
retirement is based on your years of service and your highest average compensation.
Benefits and contributions are set by law, and protected by the Montana Constitution
and only the legislature may change them.

Money you confribute to PERS earns interest and helps pay for your benefits. MPERA
fracks your confributions individually and credits inferest to you. We combine the funds
from all member accounts in a trust fund, which is invested by the Board of Investments.
Income earned is reinvested in the trust fund.

Every year, an actuary evaluates the frust fund’s capability to pay the benefits
promised to members. Based on the fund’s strength and the actuary’s advice, the
Board may recommend to the legislature a change in benefits. Benefits and
contributions are set by law, and only the legislature can change them. Before each
legislative session, the Board will review the sufficiency of the benefits and advise the
legislature.

Only the Board can authorize payment from the PERS Pension Trust Fund. Current law
limits payments to benefits and refunds for members or their survivors, and
administrative costs.



Membership Enrollment

PERS membership is mandatory if you work in a full-fime PERS-covered position.
Exceptions for certain positions are described in the Optional Membership section.
Membership will continue until you end your employment in all PERS-covered positions.

Designation of Beneficiaries
As a new PERS-covered employee, you should complete a NonStatutory Designation of
Beneficiary form to designate your beneficiary(ies) for your PERS account.

You can designate any persons, charitable organization, your estate, or a trust (for the
benefit of a living person) as a beneficiary(ies). Beneficiaries are either primary or
contingent. Contingent beneficiaries will receive a payment or a benefit only if no
primary beneficiary survives you.

Your beneficiary information is important. It is necessary that you keep it up to date.
Some reasons to update your information are marriage, divorce, birth of a child, or
death of a beneficiary. When you need to update your information, go to our website
and download a NonStatutory Designation of Beneficiary form. MPERA must have your
updated beneficiary designation before the changes take effect.

We will print your beneficiary information on your annual benefit statement, which will
be mailed to you after the fiscal year end. Review the statement carefully. If your
beneficiary designation or other information is incorrect, please update it as soon as
possible.

Optional Membership
New employees in the following positions have the option to become members of PERS:
e Elected officials of state or local government who are paid on a salary or wage
basis or are receiving PERS retirement benefits.
e Employees scheduled to work less than 960 hours per fiscal year (cumulative if
working in more than one PERS position).
e Employees directly appointed by the Governor.
e Employees of the legislative branch, working 10 months or less, performing work
related to the legislative session.
o Chief administrative officers of a city or county.
e Employees of a county hospital or rest home.

If you decline membership, you cannoft later become a member of PERS while still
employed with the same employer but in a different optional position.

If you are a new employee and PERS membership is optional for your position, you can
choose to become a PERS member by:

¢ Completing an Optional Membership Election form, and

e Filling out a NonStatutory Designation of Beneficiary form.



https://mpera.mt.gov/_docs/forms/Retiree/DesignationofBeneficiaryNonStatutory.pdf
https://mpera.mt.gov/_docs/forms/Retiree/DesignationofBeneficiaryNonStatutory.pdf
https://mpera.mt.gov/_docs/forms/Retiree/DesignationofBeneficiaryNonStatutory.pdf
https://mpera.mt.gov/_docs/forms/Retiree/DesignationofBeneficiaryNonStatutory.pdf

You, not your employer, will decide if you should be a member. If you wish to decline
membership in PERS, you will still need to complete the Optional Membership Election
form and return it to MPERA whether you choose PERS membership. If you do not
complete and file an Optional Membership Election form within 90 days, you waive
membership in PERS.

When you complete your NonStatutory Designation of Beneficiary form and Optional
Membership Election form, your payroll clerk will send them to MPERA. Once you
become a member, the same laws and rules as any other member will also apply to
you. Your Optional Membership election is irrevocable.

You are a member if you have contributions and service on account with PERS. Once a
member, you cannot withdraw from PERS even if you will work less than 960 hours in the
coming year. If you terminate employment and later accept a job for which
membership is optional, you will be required to continue your membership if you have
funds on account. In other words, once you become a member, your membership will
continue even if you later accept employment in an optional position.

Working Retiree Membership

As a retired member of PERS, you may work in a PERS-covered position without
becoming an active member if you adhere to the working retiree hour and wage limits.
Before starting in a PERS-covered job, you will need to:

e verify you have no written or verbal agreement to return to your employer;
e accepted one benefit check before accepting a PERS-covered job; and
e beretired for atf least 90 days.

PERS retirees working as independent contractors or through temp agencies in PERS-
covered positions are subject to working retiree limitations. If you do not want to be
subject to working retiree hour and wage limits, you can choose to end your retirement
and once again become an active PERS member. To return to active service, you will
need to complete a new membership form. Upon receipt, we will stop paying your
benefit. Notify us when you are again ready to retire, and we will calculate your new
benefit.

Exclusion from PERS Membership
The following types of employees are not eligible to become PERS members:

e Inmates or residents of state institutions or correctional institutions.

e Persons in state institutions mainly for fraining, but who receive compensation.

¢ Independent contractors (except PERS refirees).

e Persons who receive credit for their current employment in any other public
retirement plan, except Social Security.

e Court commissioners, elected officials, or members appointed to boards or
commissions who serve part-time and receive only per diem.

e Full-time students working at and attending the same public school, community
college, or unit of the state university system.

e Substitute teachers or part-time teachers’ aides who may elect to join the
Teachers’' Retirement System (TRS).



Contributions

You and your employer are required to pay confributions to PERS. Visit our welbsite for
more contribution information regarding the PERS Defined Benefit Retirement Plan or
PERS Defined Contribution Retirement Plan.

Member Contributions

All members must pay part of their gross compensation to PERS. For current member
conftribution rates, see Contribution Rates that are found on our website in the Members
tab.

Employer Contributions

Employer contributions are not refundable and provide “pooled” funds for service
retirement, disability retirement, and survivor benefits. For current employer contribution
rates, see Contribution Rates that are found on our website in the Employers tab.



https://mpera.mt.gov/employers/benefitcontributions/rates
https://mpera.mt.gov/employers/benefitcontributions/rates

Service

The amount of fime you work and confribute to PERS affects the amount of your
refirement benefit. Your monthly benefit will depend on the number of years you work in
a PERS-covered position, whether you work full or part-time, any purchases of service,
and your highest average compensation.

Membership Service

We use membership service to determine if you are eligible for vesting, retirement, or
other PERS benefits. You earn one month of membership service for any month you
contribute to PERS, regardless of the number of hours you worked or the pay you
received during that month.

Vesting

You are “vested” after you accumulate five years of membership service. Once vested,
you are entitled to any retirement benefits for which you are eligible. If you withdraw
your accumulated contributions, you are no longer vested, and you will give up your
right to any PERS benefits.

Service Credit

We use service credit to calculate the amount of your benefit. If you work 160 hours or
more in any month, you get one month of service credit. If you work less than 160 hours,
you will receive proportional service credit. For example, if you work 80 hours you would
earn half a month of service credit. However, if you work at least 2,080 non-overtime
hours in a fiscal year and are reported as working less than 160 hours in any month
during that year, you will receive one full year of service credit.

Part-time Service

If you work part-time, we will adjust either your service credit or your Highest Average
Compensation (HAC) at retirement. We adjust one or the other to prevent a double
reduction of your benefit. You will not see the adjustment to your service credit until
retirement.

Annual Benefit Statement

After the fiscal year end, we will send you an annual benefit statement with your
account information. Carefully review your annual statement to verity all the
information is correct. If you find that your service is incorrect, you need to talk to your
employer. We will correct mistakes in your account or service when identified and
verified. Mistakes will not bind us to pay a benefit for which you are not eligible.

Purchase of Service

As a PERS member, you can purchase service at any time before retrement. Purchasing
service may enhance your retirement benefit. To purchase refunded or other types of
optional service, you can confribute amounts beyond your regular contributions. These
additional payments are pre-tax if you authorize payment by a payroll deduction
contract. You may also rollover funds from an eligible plan or make cash payments.



Non-vested Service Purchase Types: You do not need to be vested to purchase the
following types of service:

Refunded Service: If you leave your job and request a refund of your
accumulated contributions (contributions plus interest) and later return to a PERS-
covered position, you can purchase the refunded service prior to retirement if
you are an active member. You must be vested to purchase refunded service if
you are inactive. To purchase the refund, you must repay the accumulated
conftributions you received and pay the interest that would have been credited
to your account had the refund not taken place. Refunded service is both
membership service and service credit.

Retroactive: Refroactive service is service with a PERS-covered employer that
wasn't credited to PERS at that time. If you have refroactive service, you may
buy all or a part of that service. Retroactive service is both membership service
and service credit.

Montana Public Service: If you refunded (or are eligible to receive a refund) from
other public service employment with the state of Montana or a political
subdivision, you may be eligible to purchase that service in PERS at actuarial
cost. You cannot buy service from another public retirement system that will
make you eligible for retirement in PERS until you receive a refund of the service
from the other public system. You must be an active PERS member to be eligible
to purchase this service. Montana public service is both membership service and
service credit.

Absence due to lliness or Injury: You can purchase time that you are absent
from work due to a work-related injury or iliness if you did not refund your
account. The time which can be purchased may not exceed five years. Upon
return to work, you and your employer need to file a written application to buy
the time. MPERA needs to receive certification the injury was work-related within
one year of your return to work. This service counts as both membership service
and service credit.

Vested Service Purchase Types: You must have five years of membership service to
purchase the following types of service:

“One-for-Five” Service: For each five-year period of membership service, you
can buy one year of service credit up to five years. You could also buy less than
a full year. "One-for-Five" service is not membership service and cannot be used
to make you eligible to retire or to purchase other types of service.

Military/Reserve Military Service: At any fime prior to retirement, you may
purchase up to five years of your active military or reserve military service at the
actuarial cost. You can purchase reserve military time prior to your separation
from the services in the reserves. You cannot purchase military time if you are
receiving a retirement benefit from the military or from another retirement system
or plan, for that time. Reserve military service cannot be purchased if you have
already received service credit under USERRA for that time period. This service is
both membership service and service credit.



e Volunteerin a U.S. Service Program: You may purchase up to five years of your
volunteer service in a United States service program, such as the Peace Corps.
You can also purchase any documented, successfully completed required term of
service in the Americorps Vista, Americorps National Community Conservation
Corps; or any other National and Community Service Act (NCSA) program that
requires the volunteer to enroll for a specific term of service. This service is both
membership service and service credit.

e Other Public Service: You may buy service covered by another state, local or
federal government retirement system. If you received a refund of your account
with another system, you may buy up to five years of that service in PERS. You may
also buy the service if it occurred before the employer adopted a public
retirement system. Also, you may only count it as service credit if your last five years
of service are with a PERS employer.

Current law limits the purchase of active military, reserve military, additional, and other
public service to a combined total of five years. When purchasing service, your most
recent service must be purchased first.

Requesting a Cost Statement:

At your request, MPERA will prepare a cost statement which provides the amount
required to purchase service as well as your payment options. To make a request, send
us the following information:

e Your full name (including any former names)

e Current mailing address, email, and phone number
e Last four digits of your social security number

e Current employer

e Type of service you wish to buy

Along with your request, send any documents that relate to the service, including the
approximate dates of service, your current retirement system, and the name of the
employer for whom the service was performed. We will review the request and send
you a cost statement and the necessary form for buying any eligible service. Cost
statements are only valid for 30 days.

Paying for Service Purchases:

You can pay for a service purchase in one lump sum within 30 days of the date of your
cost statement or make monthly payments. If you are an active member, you can
make monthly payments by pre-tax payroll deduction. You can also purchase service
by rolling over funds from an eligible retirement plan. Payment is subject to interest if not
paid as a lump-sum.

Inactive vested members, active members not paid monthly, or active members who
wish o pay in a lump-sum can send payments directly to MPERA. Payments made
directly to MPERA are not pre-tax.

If you fail to make a regular monthly payment, you give up the right to make any more
payments. Your service purchase confract will terminate and your service purchase to
date will be prorated.



This section explains how to qualify for retirement, the payment options available, and
how to calculate your benefit.

To receive benefits under the PERS defined benefit retirement plan, you will need to fulffill
certain age and service requirements. Eligibility varies for early, service, and disability
retirement.

Retirement benefits are payable directly to you. The benefit option you choose at
retirement may also provide for a continued survivor benefit. Once you are eligible to
retire and begin taking a retirement benefit, you will receive your retrement benefit for
your lifetime.

Applying for Retirement

Approximately five years before you plan to retire, we recommend you attend an
interactive webinar. This will give you a detailed look at the retirement process and your
options. The webinar schedule is available on our website. Or you can watch the PERS
Ready to Retire video at your convenience.

At least three months before you plan to retire, you need to contact us for a benefit
estimate form. This will give you an approximate amount of your monthly benefit and
allow you to plan your retirement accordingly.

Thirty days before you plan to retire, you must complete the retirement forms that
accompanied your benefit estimate and return them to MPERA.



Calculating Your
Retirement Benefit

Defined benefit retirement plans use a formula set in statute to calculate your benefit.
Benefits are based on the law in effect at the time of your termination from
employment; therefore, some information found here may not apply in specific cases.
The formula for a PERS monthly service retirement benefit depends on your hire date,
your years of membership service, and years of service credit. The basic formula for a
PERS monthly service retirement is:

Retirement Factor x Years of Service Credit x HAC

Your benefit is calculated based on:

¢ Retirement Factor - A percentage based on your years of service defined in law.

e Years of Service Credit - The amount of service you earned through
employment.

e Highest Average Compensation (HAC*) - The average of a set number of highest
consecutive months of salary, depending on when you were hired. For members
hired on or after July 1, 2013, HAC will be capped at 110% on compensation
earned during each year of the highest average compensation period.

Service Retirement
Members Hired Before July 1, 2011:
To qualify for a service retirement, you must meet the following age or service
requirements:
e Age 60 with at least five years membership service;
e Attain age 65 while employed; regardless of years of membership service
¢ 30 years of membership service at any age.

Your PERS retirement benefit is based on your highest consecutive 36 months of
compensation. This does not have to be your last 36 months of employment.

If you have the following years of membership service:

Less than 25 years: 1.7857% x Years of Service Credit x HAC
25 years or more: 2% x Years of Service Credit x HAC

* If you were hired before July 1, 2011, your HAC is 36 months. If you were hired after July 1, 2011, your HAC is 60 months.



Members Hired After July 1, 2011:
To qualify for a service retirement, you must meet the following age or service
requirements:

Age 65 with at least five years membership service; or

Age 70 and in active service.

Your PERS retirement benefit is based on your highest consecutive 60 months of
compensation. This does not have to be your last 60 months of employment.

If you have the following years of membership service:
More than five and less than 10 years: 1.5% x Years of Service Credit x HAC
Less than 30 and more than 10 years: 1.7857% x Years of Service Credit x HAC
30 years or more: 2% x Years of Service Credit x HAC

Early Retirement
Members hired before July 1, 2011, are eligible for an early retirement benefit with
either:

e Age 50 with at least five years membership service; or

e 25 years of membership service at any age.

For early retirement, MPERA will reduce the amount of your service retirement benefit
by an Early Retirement Factor (ERF). The ERF depends upon how many years it will take
you to reach age 60, or 30 years of membership service.

Members hired on or after July 1, 2011, are eligible for an early retirement benefit upon
reaching age 55 with at least five years membership service. The ERF will depend on
how many years it will take you to reach age 65.



Disability Refirement

To qualify for a disability retirement, you must meet the following requirements:

e Your disability must occur during your active membership.

e You must be a vested member (have at least five years of membership service).

e Your disability must be permanent, or of extended and uncertain duration.

e Your disability must totally prevent you from doing the essential functions of your
job even with reasonable accommodation.

e Your employer has defined the essential elements of your job and shown
reasonable accommodation was attempted for the disabling condition(s) in
compliance with the Americans with Disabilities Act.

Effective Date of Disability Retirement Benefit

You should apply for the disability retirement benefit while you are still an active
member, or within 120 days after termination of your PERS employment. You will need to
prove your disability occurred during PERS employment. If you are approved for a
disability retirement benefit, it will go into effect the day after you terminate your
employment. To receive disability retirement benefits, you will need to terminate all
current PERS-covered employment.

If you terminate your employment and apply for the disability retirement benefit after
four months have passed, you will need to prove your disability occurred before you
terminated and that it has been continuous from when you terminated.

Disability Benefit

Eligible members hired before July 1, 2011 - The PERS disability retirement benefit is based on
your highest consecutive 36 months of compensation. This does not have to be your last 36 months
of employment:
Less than 25 years membership service:
1.7857% x Years of Service Credit x HAC
25 years or more membership service:
2% x Years of Service Credit x HAC

Eligible members hired on or after July 1, 2011 - The PERS disability retirement benefit is
based on your highest consecutive 60 months of compensation. This does not have to
be your last 60 months of employment:
More than five but less than 10 years of membership service:

1.5% x Years of Service Credit x HAC
10 or more but less than 30 years of membership service:

1.7857% x Years of Service Credit x HAC

30 years or more membership service:

2% x Years of Service Credit x HAC

Note: This is the same formula used to calculate your service retirement benefit except
there is no reduction in the benefit amount for early retirement. A disability retiree may
elect any of the four benefit payment options available to service retirees.



Earnings Limit

While receiving a disability benefit, you can earn income (other than from PERS-
covered employment), but your benefit will be reduced if the amount of your benefit
plus your income together exceeds the monthly amount you were earning when you
became disabled. For any month that your other income plus your disability retirement
benefit is more than the limit, MPERA will reduce your benefit $1 for every $1 your
earnings are over the limit.

After receiving a disability retirement benefit for 36 months, the Board will annually
adjust your limit for inflation. The earnings limit applies to income you earn from
employment in a position that is not covered by PERS. If you accept a PERS-covered
job, we will reinstate you to active service and cancel your disability retirement benefit.

Disability Reviews

At its discretion, the Board may review the medical condition of any member receiving a
disability benefit. Periodic reviews are performed to determine if the member still qualifies
for disability retirement. The Board may require the recipient of a disability retirement
benefit to undergo a medical examination at the Board’s expense.

Disability Benefit Cancellation
The Board will cancel your disability retirement in the following cases:

e You are nolonger disabled; or
e You accept another PERS-covered job; or
e You refuse a medical examination or to provide updated medical records.

Contact us for complete details about disability benefits and how to apply.

Note: If you are still disabled when you reach normal retirement age, we will convert
your disability retirement to a service retirement. The benefit amount will not be
recalculated. Converting to a service retirement will end medical reviews and eliminate
the disability earnings limit. If you accept a PERS-covered job after conversion, your
earnings limits will be the same as for all other service retirees.



Circumstances Affecting Benefits

PERS Working Retirees

As a retiree, you might wish to work in a job covered by PERS. However, you cannot
have an agreement with your previous employer (either written or verbal) to come
back to work after you retire and you must be retired for more than 90 days before you
take a PERS-covered position as a working retiree, including work performed through a
temp agency or as an independent contfractor.

If you return to work before a 90-day break in service, you become an active member,
your retirement will be cancelled, and your benefits must be repaid to MPERA.

If you return to work after a 90-day break, and:

e If you are less than age 65, and work in PERS-covered employment in excess of
960 hours, your benefit will be reduced $1 for each $1 earned from PERS-covered
employment and any other concurrent non-PERS covered employment with the
same employer. The limit applies to each calendar year. MPERA reduces
benefits only if you exceed the limit.

e |f you are age 65 or older, but less than age 70'%, the limit is either 260 hours or an
earning limitation, whichever is higher. The earning limitation is equal to your HAC
adjusted for inflation. The sum of your retirement benefit and all PERS-associated
earnings must be less than the earnings limitation (HAC adjusted for inflation).
Earnings from other sources will not apply to the limit. Both limits apply to a single
calendar year, and we only reduce benefits for those years that your hours or
earnings exceed the limit. Your benefit will be reduced $1 for each $1 earned
from employment exceeding the limit.

e If you are age 70': or older, there are no hours or earnings limits.

These limits apply to PERS retirees who return to PERS-covered employment. If you are
unsure if PERS covers the position, ask potential employers before you start work.

If you return to full-time employment in a PERS-covered position, your retirement benefit
will be cancelled, and you become an active member.

Benefit Upon Second Retirement
If your inifial retirement date is before January 1, 2016:

e If you accrue less than two years of service credit during your reemployment,
your contributions will be refunded to you in the first month following your
termination and you will begin to receive the same retirement benefit amount
paid immediately prior to returning to employment.

e If you accrue more than two years of service credit during your reemployment,
you will receive a recalculated retirement benefit based on provisions enacted
after your initial retirement.



If your initial retirement date is on or after January 1, 2016:

e If you accrue less than five years of service credit during your reemployment your
contributions will be refunded to you at your final termination and your initial
retirement benefit will be reinstated at the same amount paid immediately prior
to returning to active service.

e If you accrue more than five years of service credit during the reemployment,
your original benefit will be reinstated at the amount paid immediately prior to
returning to active service and a second benefit will be calculated for the new
service credit based on the laws in effect as of your rehire date. Please be aware
that guaranteed annual benefit adjustment (GABA) increases will not accrue on
your suspended retirement benefits when your return to full-time employment.

Involuntary Termination

If you are an employee of the state or university system, involuntarily terminated, and
eligible for service or early retirement under PERS, there is a special provision that
requires the state and university system to pay a part of the cost of buying additional
service for employees. Termination could be the result of reorganization, closure of an
agency, or a reduction in force. You will need to waive any other benefits that you may
be eligible for under the State Employee Protection Act. The provision allows you to
receive up to three years of additional service if you are eligible; but the state may only
pay part of the cost.

If you accept the additional service, then special restrictions besides those previously
discussed will apply. You may work in the same jurisdiction for 959 hours in a PERS-
covered position or in a position covered under any of the other public retirement
systems. All state agencies and units of the university system are the same jurisdiction
which is the state of Montana. Local government units are separate.

If you exceed the limit, you will forfeit the additional service. We will recalculate your
benefit without the additional service credit.

Example: If you are eligible for early or service retirement and are involuntarily
terminated from a state agency due to reorganization, you may decide to retire, and
the state will pay part of the cost of buying three years of additional service. You can
accept lesser service or pay the additional amount to receive three full years.

Later, if you accept a PERS-covered position with a state agency, we will apply the 959-
hour limit. After 59 hours, you will lose the additional service. We will recalculate your
benefit without the employer paid share of the three years of additional service.



Independent Contractors
Starting on July 1, 2013, PERS retirees working as independent contractors in a PERS-
covered position are subject to the working retiree limitations.

An independent contractor is an individual engaged in an independent trade,
occupation, profession, or business who works under contract; and who is free from
control or direction when performing services under the contract. Generally, factors
that determine whether services are free from control or direction include, but are not
limited to, the following:

e Exercise of control - contractor control of how the work is done shows
independence.

e Furnishing of equipment - contractor-furnished equipment shows independence.

e Method of payment - payment based on hours shows employment rather than
independence.

If you are not an independent contractor but an employee, you are subject to the
above limits. Since 2005, Montana law has required independent contractors to either
have an independent contractor exemption certificate, or purchase workers’
compensation insurance coverage for themselves. Failure to obtain the exemption or
insurance may result in your being freated as an employee subject to these limits.

If a PERS retiree returns as an independent contfractor to what would otherwise be PERS-
covered employment, general contractor overhead costs are excluded from PERS
working retiree limits.

Temporary Positions

PERS retirees working in PERS-covered positions through a professional employer
arrangement, an employee leasing agreement, or a temporary service contractor
(temp agency) are also subject to working retiree limitations.



Retirement and Disabllity
Payment Options

At retirement, PERS offers four benefit payment options. The option you choose
determines whether the benefit contfinues to someone else (a contingent annuitant)
after your death. If you choose an option to provide income for someone after you die,
your monthly retirement benefit will be reduced. The reduction depends upon the
option you choose, your age, and the age of your named contfingent annuitant.

Generally, once you receive and accept your first benefit payment, you cannot
change your retirement option, except under specific circumstances as described
following Option 3.

Option 1

Option 1 will provide a monthly benefit for your lifetime only and is the largest monthly
amount you can choose. Option 1 is also the basis for calculating all other options. The
benefit is computed using the defined benefit formula.

Upon your death, your designated beneficiary will receive any balance left in your
account. That balance will be your confributions plus interest available at retirement,
minus the total benefits already paid to you. All Option 1 monthly benefit payments end
upon your death.

Option 2

Option 2 provides a monthly benefit to you for your lifetime. When you die, your
contingent annuitant will receive the same monthly benefit for the rest of their life,
subject to annual benefit increases. Upon his/her death after receipt of any benefits,
your remaining account balance, if any, will revert to the PERS trust fund.

The benefit amount of Option 2 is less than Option 1 because the lifetime value of your
benefit is spread over two lives instead of one. The Option 2 factor is based on both
your age and your contingent annuitant’'s age at your retirement date. According to
IRS regulations, if the age difference between you and your non-spouse contingent
annuitant is greater than 10 years, you may not select Option 2. This limit does not apply
to a spouse.

You may not change your Option 2 election or your designated contingent annuitant
except in limited circumstances, discussed following Option 3.



Option 3

Option 3 will provide a monthly benefit to you for your lifetime. When you die, your
confingent annuitant will receive one-half of that amount for the rest of their life. Upon
his/her death after receipt of any benefits, your remaining account balance, if any, will
revert to the PERS trust fund. You may not change your option election or your
contfingent annuitant except in limited circumstances, discussed below.

The benefit amount of Option 3 is less than Opftion 1 because the lifetime value is
spread over two lives instead of one. The Option 3 factor is based on both your age
and your contfingent annuitant’s age at your retirement date. However, because the
confingent annuitant receives only one-half of your benefit, your Option 3 benefit
would be larger than the Option 2 benefit.

Changing Your Option if you Elected Option 2 or Option 3
There are only two circumstances under which you can change your Option 2 or
Option 3 payment or contingent annuitant. You may only change if:

e your original contingent annuitant dies; or
e you and your contingent annuitant divorce and there is no Family Law Order in
place, giving your contingent annuitant the right to receive part of your benefit.

Under these conditions, if you had selected either Option 2 or 3 when you retired, you
may:

¢ revert to the higher Option 1 retirement benefit that was available at the time of
your retirement, plus any guaranteed annual benefit adjustments (GABA) you
have received; or

e change your benefit option and name a new contingent annuitant; or

e keep the same option and name a new contingent annuitant.

To change your payment option or contingent annuitant, you must designate a new
contingent annuitant or payment option in writing, within 18 months of the death of or
divorce from the contingent annuitant. Please note: your retirement benefit calculation
will change if you select Option 1. Also, if you select a new contingent annuitant your
benefit amount will change because the calculations are based on your age and your
new contingent annuitant’s age at the time of the election. Contact us to receive an
estimate of the new benefit and an application form.



Option 4

Option 4 will provide a continuing benefit to one or more contingent annuitants. As with
all options, you will receive the monthly benefit for your life. If you die before the end of
the “certain” or guaranteed period, your contingent annuitant will receive the benefit
for the balance of the guaranteed period.

If you name more than one contingent annuitant, they will receive the continuing
benefit payment, divided equally, for the remainder of the guaranteed period.
Payments to the contingent annuitant(s) will stop when the guaranteed period ends.
This benefit has two alternatives:

¢ 10-year period certain - You must be age 75 or younger when you retire to be
eligible for this benefit. The 10-year period begins on your effective date of
retirement. You will receive this benefit for life. If you die before the 10-year
period ends, then your contingent annuitant(s) will receive the same benefit for
the remainder of the 10-year period.

e 20-year period certain - You must be age 65 or younger when you retire to be
eligible for this benefit. The 20-year period begins on your effective date of
retirement. You will receive this benefit for life. If you die before the 20-year
period ends, then your contingent annuitant(s) will receive the same benefit for
the remainder of the 20-year period.

You can change your Option 4 contingent annuitant designation after retrement at
will. Contingent annuitant(s) receiving the Option 4 benefit may, in turn, designate their
own contfingent annuitants.

Please note: The Option 4 benefit will be calculated using Option 4 factors which are
based on your age only.
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Benefit Increases

The Guaranteed Annual Benefit Adjustment (GABA) will increase your retirement
benefit every year if you are eligible.

You need to have received your benefit for at least 12 months to become eligible for a
GABA increase. You will receive your first increase in your retirement benefit payment
that following January. The percentage of increase for PERS members hired:

e Before July 1, 2007 - 3%

e Between July 1, 2007, and June 30, 2013 - 1.5%
e On or after July 1, 2013 - variable ranging from 0% to 1.5%

GABA applies to:
e Service Retirement Benefits
e Early Refirement Benefits
e Disability Retirement Benefits
e Survivorship Benefits

GABA also applies to recipients other than memiboers, such as contingent annuitants and survivors,
and does not apply to a person receiving the lump-sum death payment as an annuity.
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Death Benefits

If you die while a PERS member, your designated beneficiary(ies) can receive either a
lump-sum payment or a monthly survivorship benefit.

Death Before Retirement
Lump-sum Payment
Payment will be the sum of:
e your accumulated confributions; and
e an amount calculated as 1/12 multiplied by your last twelve months of pay
multiplied by the lesser of six or your years of service credit, plus interest on the
amount above to the first day of the month when the payment is made.

This lump-sum death payment will be paid if your death occurs in any of the following
cases:
e While in active service.
e Within six months after a disability benefit begins.
o |f disabled contfinuously since leaving active service, when you are not receiving
a disability retirement benefit.
e |f the member dies while inactive.

A beneficiary can choose to receive the payment as a lump sum or a fixed monthly
annuity payment.

Non-increasing Annuity

The fixed monthly annuity payment is guaranteed for life. The amount of the monthly
payment will not change. Increases (such as GABA) that may apply to other monthly
benefits will not apply fo monthly annuity payments. To receive the monthly annuity
payment, your beneficiary must send a written election to the Board.

Survivorship Benefit

Generally, a beneficiary eligible to receive a service death payment can choose to
receive a survivorship benefit instead. A survivorship benefit is calculated based on the
value of a vested member’s potential benefit if the member had not died before
receiving the benefit.

A survivorship benefit is also a monthly payment for life but may be more than the
monthly annuity payment. Benefit increases such as the GABA which do not apply to
death annuity payments, do apply to the survivorship benefit. To receive a survivorship
benefit, a beneficiary must apply within 20 days after receiving notice they are eligible
for a death payment.
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Death After Retirement

If you were receiving an Option 1 benefit, and you die before receiving benefits equal
to your account balance, your beneficiary will receive your remaining account
balance. Your remaining account balance is your contributions, plus interest to date of
retirement, minus any benefit payments you received. Your designated beneficiary
may request the lump-sum payment be received as an annuity.

If you chose Options 2, 3, or 4, see Retirement and Disability Payment Options for details
on death benefits.

Death Benefit Claim

Upon notification of your death, MPERA will send a death benefit claim form to your
designated beneficiary or contingent annuitant. To claim a death benefit, the
completed form must be returned to MPERA along with a certified copy of your death
certificate.
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Refund of Conftributions

If you are a vested member and decide to end your PERS-covered employment, you
can leave your money on account to continue to earn interest; or you can receive a
refund of your accumulated contributions (your contributions plus interest). Employer
contributions are not refundable.

Contact MPERA to discuss refund options.

Processing a Refund: We cannot process your refund before we receive your
completed application and your final payroll information. This process may take over
four weeks from the date you get your last paycheck.

Mandatory Refunds: If you are not a vested member, IRS regulations require that we
distribute your contributions to you as follows:

e |f you have less than $200 in accumulated contributions, you will be sent a lump-
sum refund to the address we have on file. No taxes are withheld.

e If you have between $200 and $1,000 in accumulated contributions, you can
request a refund application from MPERA. The application allows you to request
a lump-sum sent directly to you, or to rollover your contributions to another
eligible plan. Rolling your contributions to another plan protects the tax-deferred
status of your contributions. The application must be returned within 90 days of
your termination.

If you do not request a rollover within 90 days, your contributions will be refunded
directly to you with the required federal income tax withheld.

Optional Refund: If you have more than $1,000 in accumulated confributions, you may
leave your contributions on account and continue to earn interest.

If you receive arefund greater than $200 directly, the IRS requires us to withhold 20% for
federal income tax purposes. You may also be subject to an additional 10% penalty if
you withdraw your account before you reach age 59 2. Montana state taxes can be
withheld if requested.

Returning to Work After Receiving a Refund: If you return to a mandatory PERS-covered
position after receiving a refund, you will again become a member. We will consider you
a new member. You may reinstate the refunded service through a service purchase.

Remember, once you withdraw the money from your account, your membership ends
and you have lost your right to any benefit from PERS.
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Taxes on Benefits

Some, or all of your retirement benefit will be subject to federal and state income taxes.
Generally, you must pay taxes on any part of your benefit that is based on contributions
that were not taxed (made pre-tax) during your working career. You have not paid
income tax on contributions made on or after July 1, 1985, or service purchases made
through payroll deductions after 1999.

You will be asked to elect to withhold federal and/or Montana state income tax on
your benefit at the time you apply for your benefit. You may change your withholding
at any time by completing and submitting a Tax Withholding Certificate form. These are
available from our office by request.

Tax Statements

Once you are retired and receiving a benefit, MPERA will send you federal form 1099R
each year. The 1099R will show the gross benefit and the taxable portion of the benefit
you received during the past calendar year along with any state or federal taxes
withheld during the year.

Tax Advice
Contact a tax professional for up-to-date information about state and federal taxes
specific to your benefit, as MPERA cannot provide tax advice.

Taxes on Refunds
The pre-tax portion of your accumulated contributions is subject to state and federal
taxes when refunded directly to you in a lump-sum.

If you choose to have the refund paid directly to you, IRS regulations require us to
withhold 20% for federal taxes. Refunds taken before the age of 59 2 are subject to an
additional 10% penalty for early withdrawal. (IRC § 72(t)). You may avoid paying the
20% withholding tax and the 10% early withdrawal penalty by “rolling-over” the taxable
part of your refund into an IRA or other eligible retirement plan within 60 days. You will
receive a 1099R with your refund or direct rollover for tax purposes.
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Assignment of Benefits

In most circumstances your retirement benefit is protected from attachment and
cannot be assigned to or acquired by a third party.

However, the IRS may place a levy against your benefit for unpaid taxes and there
are a few circumstances when your retirement benefit may be subject to
aftachment or assignment. If you have a court-ordered support obligation, your
benefits may be subject to an execution or income-withholding order. A court may
also assign all or a portion of your PERS benefits to an alternate payee (usually a
former spouse) pursuant to a Family Law Order (FLO).

Support Obligation

Your PERS benefits are subject to execution and income withholding for the payment
of support obligations. A writ of execution or income-withholding order may not
require a type of benefit, option, or payment not available to you or an amount or
duration of payment greater than that available to you. This means we cannot
make any payments from your PERS defined benefit account to satisfy a support
obligation before you retire and begin drawing benefits or take a refund.

Family Law Order (FLO)

A Montana court may issue a FLO for child or parental support, spousal
maintenance, or marital property rights. The FLO may require that we pay an
alternate payee a set sum or percentage of your benefit. For example, the FLO
may require us to pay $500 per month until a set sum of $12,000 has been paid. Or
the FLO may require us to pay 50% of your monthly benefit to your alternate payee
for as long as you get a benefit. The FLO may also require you to choose a specific
beneficiary.

A FLO may not require PERS to make payments for a type of benefit that is not
available to you or an amount or length of payment greater than that payable to
you. This means a FLO cannot require any payments from your PERS defined benefit
account before you retire and begin drawing benefits or take a refund.
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Glossary of Terms

Accumulated Contributions - Any regular and additional contributions made by a
member plus interest earned.

Active Member - Amemberin a PERS-covered job, making the required contributions,
and properly reported for the most current reporting period.

Actuarial Cost - The amount determined by the Board in a uniform and non-
discriminating manner to represent the present value of the benefits derived from the
additional service credited based on the most recent actuarial valuation for the system
and the age, years until retirement, and the current salary of the member.

Additional Contributions - A member’s payments to purchase various types of optional
service credit.

Annuity - Equal and fixed payments for life that are the actuarial equivalent of a lump-
sum payment under a retirement system, and as such are not benefits paid by a
retirement system and are not subject to periodic or one-time increases.

Benefit - A service, early, or disability retirement or survivorship payment provided by
PERS.

Compensation - The pay an employee receives before deducting taxes or social security in
accordance with § 19-3-108, MCA. After July 1, 2013, bonuses are excluded.

Compensation Limit - For a member hired on or after July 1, 2013, the following amounts
of excess earnings in the calculation of a member’s highest average compensation are
not included:
o for the first year included in the calculation, any compensation that is greater
than 110% of the compensation paid to the member in the previous year; and
e foreach subsequent yearincluded in the calculation, any compensation that is
greater than 110% of the compensation included in the calculation for the
previous year.

Contingent Annuitant - A person the retired member names to receive a continuing
benefit after the member’s death.

Contracting Employer - A political subdivision or governmental entity of the state that
contracts with the Board to cover its employees under PERS.

Designated Beneficiary - The person a member names to receive any survivorship
benefits or lump-sum payments upon the member’s death. Designated beneficiaries
are either primary or contingent.

Disability - Total physical or mental incapacity of a member to perform the essential
functions of the member’s job, even with reasonable accommodations required by the
ADA, for a permanent or extended and uncertain duration.

Employee - A person employed in any capacity by a PERS employer who pays the
person’s salary.
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Employer - The state, its university system, or political subdivisions that contract with the
Board to cover their employees under PERS.

Family Law Order (FLO) - An order from a Montana court that may assign all or part of a
member’s payment.

Fiscal Year - The 12-month period starting July 1 and ending the following June 30.

Guaranteed Annual Benefit Adjustment (GABA) - A benefit increase based on an annual
actuarial valuation of the PERS trust fund, provided to offset inflation.

Highest Average Compensation (HAC) - A member’s highest average monthly
compensation during a set period of consecutive months of membership service. Lump-
sum payments for sick leave, banked holiday time, and annual leave may not be added
to a single month’s pay. HAC may include termination payments, but only if they replace
regular pay on a month for month basis. For members hired on or after July 1, 2013, HAC
will be capped as provided by the compensation limit.

Inactive Member - A member who ends PERS-covered employment and does not
withdraw his or her PERS accumulated contributions.

IRA - An individual retirement account.

Lump-sum Payment - An amount, which may include interest, that is payable instead of
monthly benefits.

Member - Any person with contributions and service on account with PERS. Persons
receiving retirement benefits based on previous service credit are also members.

Membership Service or Years of Service - The periods of service used to determine
vesting and eligibility for retirement or other benefits. You get one month
membership service for any month you contribute to PERS, if you work any time
during that month. If you contribute anything, you get membership service for the
whole month.

Normal Retirement Age - The age at which a member is eligible to immediately receive
a retirement benefit from PERS without disability and without a reduction. Eligibility is
based on the member’s age, length of service, or both.

Part-time Employment - Any month during which the employer pays the member for less
than 160 hours.

Refund - A withdrawal of all the accumulated conftributions in a member’s PERS
account. This does not include employer contributions. By taking a refund, the member
gives up all rights to any other benefits from PERS.

Regular Contributions - The payments an active member must make to PERS. The
payments are a percentage of the member’s monthly pay and are made pretax.

Regular Interest - (1) Interest earned on the payments made to a member’s account.
This rate is set by the Board and is tax-deferred. (2) The interest rate charged for monthly
service purchase payments. The rates for (1) and (2) may or may not be the same.

Retirement Benefit - The monthly payment to a member, for life, following early,
service, or disability retirement.
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Retirement or Retired - The status of a member who ends active service and receives a
monthly benefit.

Service - Employment of an employee in a position covered by a refirement system.

Service Credit - The periods of time for which the required confributions have been
made to PERS, and that are used to calculate retirement benefits or survivorship
benefits.

Survivorship Benefit - Monthly payments for life to the beneficiary of a vested member who
died while an active member.

Termination or Termination of Service - Means the member left the employment
relationship with the employer for at least 30 days, has no verbal or written agreement
to return to work, and has been paid all compensation due, including but not limited to
payment of accrued annual and sick leave. Upon termination, the member will cease to
accrue benefits attributable to that employment.

Vested Member or Vested - The status of a member with at least five years of
membership service. A vested member is entitled to a retirement benefit when they
meet the minimum service or age provision.
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Sample Benefit Calculations

The following are sample benefit calculations. These calculations are for educational
purposes only and do not cover all scenarios.

Service Retirement Example: Wanda

Age at Retirement. ..o 65
MeEMDETSNIPD SEIVICE ... 18 years
SEIVICE Creaitu.. it 18 years
Highest Average Compensation (HAC) ........ccucue..... $1,750 per month
Account Balance at Retirement ......o.oooeoeeeeeeeeeeeeeeeeeeee, $28,796
Contingent ANNUITANT'S AQE...ccccuiiiiiciiee et 65

Option 1 Formula: 1.7857% x Service Credit x HAC
1.7857% x 18 x $1,750 = $562.50 per month

Because Wanda has 18 years of Membership Service, the 1.7857% factor is used. Under
payment Option 1, Wanda will receive a monthly benefit of $562.50, plus GABA
increases when eligible, for life. Upon her death, monthly payments will cease. If the
total benefits paid to Wanda are less than her balance at retirement ($28,796), the
balance will be paid in a lump-sum to her designated beneficiary.

Option 2 Formula: Option 1 Amount x Option 2 Factor
$562.50 x 0.8327 = $468.39 per month

If Wanda elects Option 2, she will receive a monthly benefit of $468.39, plus GABA
increases when eligible, for life. Upon her death, PERS will pay Wanda's contingent
annuitant the same amount Wanda was receiving, plus increases when eligible, for life.

Option 3 Formula: Option 1 Amount x Option 3 Factor
$562.50 x 0.9087 = $511.14 per month

If Wanda elects Option 3, she will receive a monthly benefit of $511.14 plus GABA
increases when eligible, for life. Upon her death, PERS will pay Wanda's contingent

annuitant half of the amount Wanda was receiving, plus increases when eligible, for life.
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Option 4 Formulas:
The 10-year and 20-year periods begin on the effective date of your retrement. Factors
used for 10-year, or 20-year periods are based only on the retiree’s age.

10-Year Certain: Option 1 Amount x Option 4 (10-Year Factor)
$562.50 x 0.9701 = $545.68 per month

If Wanda chooses the 10-year certain payment option, she will receive monthly
payments of $545.68 plus GABA increases when eligible, for life. If she dies before the
10-year period ends, then her contingent annuitant(s) will collectively receive the same
benefit Wanda was receiving. Those payments will increase annually and will continue
until the end of the 10-year period. If Wanda dies after the 10-year period ends, all
payments end. Her contingent annuitant(s) will not receive any benefit payments.

20-Year Certain: Option 1 Amount x Option 4 (20-Year Factor)
$562.50 x 0.8859 = $498.32 per month

If Wanda chooses the 20-year certain payment option, she will receive monthly
payments of $498.32 plus GABA increases when eligible, for life. If she dies before the
20-year period ends, then her contingent annuitant(s) will collectively receive the same
benefit Wanda was receiving. Those payments will increase annually and will continue
until the end of the 20-year period. If Wanda dies after the 20-year period ends, all
payments end. Her contingent annuitant(s) will not receive any benefit payments.
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