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Understanding Your Retirement Benefi ts
Is It Possible To Out-live Your Pension?

   ou’re ready to retire, kick back 
and enjoy a well-deserved long va-
cation... as in, the rest of your life! 
Your employer chose to provide a 
retirement plan administered by the 
Pennsylvania Municipal Retirement 
System (PMRS) and you expect a 
monthly annuity check to come to 
you for the rest of your life.

Being retired, you’re going to count 
on that monthly check to fi nance all 
of the things you’re planning on do-
ing to fi ll up your hard-earned free 
time.  So, you can’t help but won-
der, “What happens if the money 
runs out?”

Fortunately for you, the answer to 
that question is, “It doesn’t.”  You’re 
set for life!  Let’s take a closer look 
at how that is possible...

Within PMRS, a consulting actuary 
develops a number for each retiree 
– their average life-expectancy – 
the age to which PMRS “expects” 
you to live.  Based on that number, 
PMRS calculates how much mon-
ey is needed to pay your monthly 
benefi t from the day you retire until 
you reach your predetermined life-
expectancy age.  This amount of 
money is transferred from your em-
ployer’s account and your member 
account (if applicable) to PMRS’ 

Retired Member Reserve account 
to fund your benefi ts. 

But we return to the question, what 
happens if you live beyond your 
life-expectancy age?  PMRS is ob-
ligated to pay you a monthly benefi t 
for as long as you are living.  You’re 
assured a check every month for 
the rest of your life, or possibly lon-
ger depending on the survivor op-
tion that you selected (see “Survi-
vor Benefi ts” article on page 3).

The “how is that possible” part 
comes in when another retiree, un-
fortunately, does not live to or be-
yond their actuary-determined life-
expectancy.  That retiree’s unused 
annuity (the monthly benefi ts they 
would have received between the 
time of their passing and reaching 
their life-expectancy, had they not 
passed away) remains in the Re-
tired Member Reserve and helps 
to fund the benefi ts of retirees who 
outlive their life expectancy.  When 
the law of averages is applied, 
there is enough money in the Re-
tired Member Reserve to pay each 
retiree a lifetime benefi t.

So, the answer to the question 
posed above? – It is not possible to 
out-live your PMRS-administered 
pension! 

WHAT’S NEW?
PMRS has unveiled a new LOGO!

The new logo can be seen as sym-
bolic of PMRS’s attitude toward its 
members.  PMRS Secretary, Jim 
Allen, said of the logo, “I see an up-
ward curve and think - aging popu-
lation trend, fi nancial market growth, 
positive and uplifting.  “PMRS” is in 
the true blue active member portion 
of the logo so that we can take care 
of the smaller, but growing, num-
bers of our members in their golden 
years.”  In the coming days, the new 
logo will be incorporated in all sta-
tionery, forms and publications.

PLEASE LET US KNOW!!!

If your municipality’s address, phone 
or fax numbers have changed, 
please contact PMRS to update 
your information.

If a new Point-of-Contact has 
been named for your municipality, 
please let us know so that we can 
get the right information to the right 
person.  Thanks! 

Y

Tax Qualifi cation
Is PMRS A Tax-Qualifi ed Pension Plan?

Recently, you may have heard about a new Internal Revenue Service (IRS) initiative to raise awareness within gov-
ernmental pension plans and their need to comply with certain tax qualifi cation requirements.  This initiative has 
led some member municipalities to ask us “What is a tax qualifi ed plan, and does our PMRS plan meet the require-
ments?”  A Tax-Qualifi ed Pension Plan is a plan that meets a number of specifi c requirements that then allows the 
IRS to grant favorable tax treatment to the investment earnings of the plan’s investments.  The main requirements are 
that the plan be in writing, be permanent, be for the exclusive benefi t of employees or their benefi ciaries, and not be 
discriminatory in favor of supervisors or higher paid employees.

Pension plan sponsors can request a determination letter from the IRS to assure that the form of the plan document 
complies with the requirements of the law.   However, governmental plans are not required to obtain an IRS determi-
nation letter to establish qualifi ed status.  PMRS has never sought a formal determination letter from the IRS.  How-
ever, PMRS has always operated under the assumption that it is a qualifi ed plan in accordance with the requirements 
of the Internal Revenue Code.  PMRS has also received certifi cation (not a determination letter) from an IRS offi ce 
that the IRS is treating PMRS as a tax-qualifi ed plan under Section 401(a).    (Article continued on page 2...)



Share the knowledge!  Each quarter, post 
the latest edition of the Spotlight newsletter 
to your central bulletin board for other PMRS 
members to check out!

(...Tax Qualifi cation...  continued from page 1)  

While the IRS is still not requiring governmental plans to apply for a determination letter, in the new pronounce-
ment the IRS has explained that receiving a letter assures the plan sponsor that the plan satisfi es the tax qualifi ca-
tion requirements, and that if the plan operates in accordance with the terms of the plan as approved, it may rely 
on the determination letter in the event of an audit. 

In anticipation of the increased attention being paid to public plans by the IRS, the PA Municipal Retirement Board 
has directed PMRS staff to look into the possibility of retaining special legal counsel or consulting services to 
help PMRS review its plan documents and regulations.  PMRS does not expect to fi nd any issues of signifi cant 
consequence; however, the Board has decided to be proactive in identifying and correcting any potential areas of 
concern that the IRS may have. 

STATE AID 2008
Be On The Lookout For Your State Aid

      tate aid is distributed by the Auditor General’s Offi ce 
from funds received due to a 2% tax on out-of-state in-
surance companies operating within Pennsylvania.  State 
aid is intended to help alleviate the cost of the Minimum 
Municipal Obligation (MMO) and is provided to cities, 
boroughs, towns and townships that have established 
pension plans and funded them for at least three calen-
dar years.  Authorities and counties are not eligible for 
state aid.  

Each January, the Auditor General’s Offi ce sends out 
Form AG-385 to eligible municipalities.  This form is used 
to certify the number of full-time employees who were 
members of the pension plan and their salaries for the 
previous year.  Cost factors for calculating state aid are 
taken from the most recent Act 205 actuarial valuation 
which is submitted to the Public Employee Retirement 
Commission.  Municipalities receive the lesser of either 
the unit value calculation (number of 
certifi ed units multiplied by the current 
unit value) or the certifi ed pension costs.  
The state pension aid is distributed to 
eligible municipalities during the last 
week of September.

FOR DEFINED BENEFIT PLANS:  
When you receive your state aid check, deposit it into your 
General Fund account and distribute the funds among 
your pension plans as you choose.  If you paid your MMO 
prior to receiving your state aid, you may reimburse your 
general fund for that amount and deposit any additional 
monies into a pension plan within 30 days of receipt.  

If you have not yet paid your MMO, you may pay it when 
you receive your state aid.  If the amount of state aid 
received is more than the amount needed to meet the 
MMO, any excess state aid must be deposited into a 
pension plan within 30 days of receipt.  

FOR DEFINED CONTRIBUTION PLANS:  
Defi ned contribution plans are only entitled to state aid in 
the amount of their expenses for the current year.  When 
you receive your state aid check, deposit it into your 
General Fund account and distribute the funds among 
your pension plans as you choose.  You may reimburse 
your general fund for any municipal for member contribu-
tions already paid for the year,  plus any administration 
fees paid (including the annual bill and new member fees).  
After reimbursing your General Fund, any additional state 
aid monies must be deposited into a pension plan within 30 
days of receipt.  These funds will be placed in the municipal 
account and used as a credit towards any municipal for 
member contributions or administrative expenses for 

the remainder of the year.  Any monies 
remaining after all expenses are paid for 
the year must be returned to the Auditor 
General’s Offi ce.  

If you reimburse your General Fund 
when you receive your state aid, 

please inform PMRS in writing of the amount of state 
aid received and how it was allocated.  When sending 
payments to PMRS, be sure to fi ll out a PMRS Rev-
enue Transmittal Form (PMRB-20) and indicate the 
amount from state aid in the area marked “State Aid 
– Act 205.”  If you have any questions regarding state 
aid, distribution of monies, or how to fi ll out PMRB-20 
forms, please contact Diane Bamford in the Accounting
Division of PMRS at 1-800-622-7968 or e-mail 
dbamford@state.pa.us.  Please visit our website at 
www.pmrs.state.pa.us for additional information on 
state aid. 
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The 2008 unit value for 
STATE AID is:

$3,186.32



Don’t simply retire from something; have something to retire to.  ~Harry Emerson Fosdick~

      s you read in the article “Understanding My Retirement 
Benefi ts – Is it Possible to Out-live My Pension?” on page 
1, when a plan member retires, their pension provides for 
a certain benefi t that is guaranteed to be paid for the rest 
of their life.  The actuary considers the life expectancy of 
that one retiree.  This is why the benefi t is referred to as 
a “Single Life Annuity.”  But what happens if the retiree 
wants to provide for loved ones after their death?  Let’s 
look at some of PMRS’s survivor options.

If the member has chosen a Single Life Annuity, they will 
receive the maximum monthly benefi t for the remainder of 
their life, regardless of how long they live.  If the member 
dies before receiving (in monthly benefi ts) an amount of 
money equal to at least the amount that they personally 
contributed to the plan and the regular and excess inter-
est credited to the account as of their date of retirement, 
any portion of the account not paid in benefi ts will be paid 
to the benefi ciary.  If the amount paid in benefi ts exceeds 
all of the member contributions and credited interest, 
there is no other payment made and the benefi ciary will 
not receive any benefi t.

Other options are available that provide for the member’s 
survivor, but they usually require the member to elect 
to receive a lesser monthly benefi t.  By taking less on a 
monthly basis, the retiring member can increase the like-
lihood of a benefi ciary or joint annuitant receiving some 
sort of benefi t after the retiree’s death.  Under the fi rst al-
terative, known as “Option 1,” the retiree receives a less-
er monthly amount, but guarantees that, at a minimum, 
they or their survivor benefi ciary will receive in monthly 
payments (or a lump sum payment to the survivor) the 
amount of the member’s accumulated contributions and 
interest PLUS the employer’s contributions.  With this op-
tion, the member receives less per month during their life-
time; but, they can guarantee that if they do not live long 
enough to collect the entire amount that was contributed 
by both  them and their employer, any amount that has 
not been paid out will go to the named benefi ciary.  As 
a general rule of thumb, the total guarantee value of an 
Option 1 death benefi t is typically reached after receiving 
about 10 to 12 years of monthly benefi ts.

Most of PMRS’s retiring members also have two addition-
al choices to consider.  They are known as Option 2 and 
Option 3.  They are signifi cantly different from the Single 
Life Annuity and the Option 1 choices because the retiree 
is required to select a joint annuitant at the time of their 
retirement – not a benefi ciary.  The distinction is that the 
payment of a monthly benefi t is guaranteed for both the 
member’s life AND the life of the joint annuitant.  

Upon the death of a retired member under both Option 2 
(100% joint survivor benefi t) and Option 3 (50% joint sur-
vivor benefi t), the benefi t will continue to the joint annui-
tant for the rest of their life. If the survivor annuitant is no 
longer living at the time of the retired member’s death, the 
monthly benefi t ceases.  Selecting Option 2 or 3 also re-
quires a reduction in the monthly benefi t the member will 
receive.  The amount of the reduction is dependent upon 
the age of the joint annuitant selected.  The younger the 
joint annuitant, the greater the reduction in the member’s 
monthly benefi t because the benefi ts will likely be paid 
over a longer period of time.  When a member selects an 
Option 2 or 3 monthly benefi t, they must designate ONE 
joint annuitant who can not be changed.

One of the most frequent questions that PMRS staff is 
asked by retiring members is, “What option should I pick?”  
Our staff will not make recommendations on the selection 
of an option because there isn’t one right answer.  The 
best option for the member depends on their personal cir-
cumstances.  What we can tell you are some of the things 
that you should consider when choosing a retirement op-
tion.  Some ideas to ponder:

   Look at your health and family history as well as that 
 of your spouse.  Are you in good health now?  Did 
 your parents live well into their 90’s?  Would it be 
 worth it to you to take a reduced Option 1 benefi t if 
 you will most likely out-live the guarantee value?

   What other benefi ts do your survivors have to 
 depend on in the event of your death?  Does your 
 spouse have his or her own pension or are they 
 relying entirely on your pension?  Also, consider the 
 current health and family history of your spouse or 
 potential joint annuitant.  Is it likely that they will out-
 live you?

Even though a member does not have to select an op-
tion until they actually retire, by taking time to review this 
information and fully understand it now, members will be 
well-informed and ready to make a decision when the day 
of retirement is reached.  

In our next Spotlight issue we will discuss some of the 
more unusual monthly benefi t options that are available 
in a select group of plans administered by PMRS.  As 
always, PMRS is available to answer any questions that 
you may have. 

A
Survivor Benefi ts

What Are Your Options When Providing For Your Benefi ciary?
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www.pmrs.state.pa.us
Email:  ra-staff@state.pa.us

Offi ce Hours:  Monday thru Friday 7:45 a.m. to 4:15 p.m.

Calendar of Events
September 22 
Quarterly Reports for the 3rd Quarter mailed to municipalities.

September 25 
Annual state pension aid payments sent to municipalities by the Auditor General’s Department; must be deposited 
into your pension plan(s) within 30 days of receipt. 

September 29 
Excess interest allocation form mailed to municipalities when excess interest is earned and subsequently 
awarded by the Pennsylvania Municipal Retirement Board.  Any excess interest distribution to the municipal 
account, members’ accounts, or to retirees must be properly approved by the governing board of the municipality.  
The form should be returned no later than November 15 so the awarded interest can be properly credited to the 
designated accounts.  (This applies only if the Board awards excess interest.  Excess interest is not automatically 
awarded every year.) 

September 30
Withheld employee contributions should be remitted to PMRS on a monthly basis.

September 30
Deadline for the plan’s chief administrative offi cer to submit the completed MMO worksheet to the municipality’s 
governing body.

October 6
Deadline to send completed and signed MMO form to PMRS.

October 25
Deadline to deposit the State Aid into your pension plan(s).  Notify PMRS of the amount of State Aid received and 
allocated to your pension plan(s).

October 31
Withheld employee contributions should be remitted to PMRS on a monthly basis.

November 1
Deadline to return the Quarterly Reports for the 3rd Quarter to PMRS. 

November 15
Deadline to return completed and signed Excess Interest Allocation Form to PMRS.  (If applicable.)

November 30
Withheld employee contributions should be remitted to PMRS on a monthly basis.

December 22 
Quarterly Reports for the 4th Quarter mailed to municipalities.

December 26 
PMRS deadline for municipalities to pay current year MMO to insure the payment is properly credited to plan’s 
account in the current year.

Note: The legal deadline for payment is December 31.

December 30 
Next year’s pension bill based on MMO prepared in September mailed from PMRS. 

December 31
Withheld employee contributions should be remitted to PMRS on a monthly basis.
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