Frequently Asked Questions...

when filing the
Request to Purchase Previous Service (Form 26)

Please review the following information when applying to purchasing service credit.
For retirement assistance call: 410-625-5555 or 1-800-492-59009.
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What types of service are purchasable?
Generally, for most plans, a member may purchase service credit for eligible employment such
as:
¢ Maryland state employment (in-state service)
e Political subdivision employment
e Out of state teaching service
e Federal government employment
e Public or non-public teaching service
e Post-secondary school teaching service
e Approved leave of absences
e Retroactive or missed service

Who qualifies to purchase service credit?
Members currently on paid employment or on a Maryland State Retirement and Pension
System (MSRPS) approved leave of absence (Form 46).

How is the cost of the purchase calculated?
The cost of the purchase depends on the type of service requested for purchase. There are two
methods to determine cost.

Normal Cost
This type of cost is determined by calculating the contributions the member would have paid for
the period in question, plus the statutory rate of interest.

Examples of Normal Cost purchases are:
e Retroactive or missed service
e MSRPS approved leave of absence
e Redeposit of previously withdrawn service credit

A normal cost purchase can be made at any time during your membership.

Full Cost

This type of cost is determined by computing the additional reserves needed to fund the
retirement benefit created by the additional service credit to be purchased. Some of the factors
that are part of this calculation are the member’s age and average final compensation at the
time of retirement. The information required to calculate the reserves needed to fund your
retirement is only available as you approach retirement. Therefore, an application for a full cost
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purchase may only be made in the 12 months prior to retirement. The final cost is adjusted at
the time of actual retirement.

Examples of Full Cost purchases are:
e Out of state teaching service
o Federal employment
e Out of state municipal employment
e Contractual service as a state employee

Why is the average final compensation at the time of retirement used and not the salary in effect
from the employer where the time is being purchased?

In order to compute the cost of a full cost purchase, we have to calculate the additional reserves
that will be needed to fund the retirement benefit created by the additional purchased credit.
Because your Average Final Compensation (AFC) is used to calculate your retirement benefit, it
must also be utilized to calculate the cost of the purchase. A calculation is completed using the
AFC to show the difference between the reserves needed to pay the retirement benefit with and
without the purchase of service. The difference is the calculated cost of the purchase.

Why is the purchase price for a Full Cost purchase prohibitively expensive?
A member is paying the additional reserves needed to fund the retirement benefits for the life of
the member.

How much service can a member purchase?

When purchasing service that is considered full cost within the 12 months prior to retirement,
members may purchase a minimum of one month up to a maximum of 10 years of service
credit. Some restrictions apply, so please see your benefits handbook.

An MSRPS approved leave of absence must be purchased in its entirety with a maximum
service amount of two consecutive years. All other normal cost purchases must be purchased in
their entirety as well, but there is no limitation on the amount of time purchasable. Anytime
during membership, a member may purchase service that is considered normal cost.

Is a purchase of service voluntary or mandatory?
A purchase of service is always voluntary.

What are the steps necessary to request a purchase of service?

A member must complete a Form 26 — Request to Purchase Previous Service for each location
from which they wish to purchase service. Complete the form by filling in all the information
down to the dotted line, including type of service, previous agency information, dates of service,
retirement date and the amount of service you wish to purchase. Mail the completed Form 26 to
your previous employer for verification; once the form has been verified it is then forwarded to
MSRPS. The Agency will then bill you for your purchase request. For additional information on
how to complete the Form 26, please see the instructions page attached to the form.
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Why does MSRPS need verification of previous service and what should | do if my former
employer cannot provide it?

Verification of previous employment is important in order to correctly bill the member for the
purchase of service. In order to correctly assess the purchase cost, we must know the specific
dates a member worked, salary history, and the type of employment. If there is an issue with
verification from your former employer, please contact a retirement benefits specialist who may
be of assistance.

When should a member make a request to purchase full cost service?

A member should start the process to purchase full cost service 12 months prior to retirement.
This provides a reasonable amount of time for the verification of service, the calculation of the
purchase cost, and for your payment to be received at our agency.

Why can | only request a bill for a full cost purchase within 12 months preceding my retirement?
The information required to calculate the reserves needed to fund your retirement is only
available as you approach retirement. Some of the factors involved in the calculation are age,
average final compensation, and the actual date of retirement.

What payment methods are available for purchases of service credit?
Payment may be made by:
e Personal check
Cashier’s check
Certified check
e Money order

In addition, federal law allows a member to roll funds from another tax deferred or eligible
employer plan for a purchase of service credit. Under Federal law, MSRPS can accept transfers
from a:
e Traditional IRA
o Eligible employer plan under 8401(a) of the Internal Revenue Code including a 401(k)
plan, profit sharing plan, defined benefit plan, stock bonus plan and money purchase
plan
e Section 403(a) annuity plan
e Section 403(b) tax sheltered annuity
e Section 457(b) government plan

What happens if | do not pay the purchase of service invoice prior to the due date?

Although multiple payment sources may be used to make the purchase, the cost must be paid
in full before the service is credited to your account. Failure to pay by the due date voids the
transaction. A new Form 26 would need to be completed with an updated retirement date; upon
receipt, a new cost to purchase the service would be calculated.

Who qualifies for a 50% reduction in cost?
Members of the Employees’ Pension System may purchase service credit for periods of state
employment not in their account at a cost equal to 50% of the full cost. Members of the
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Teachers’ Pension System can also purchase service credit for periods of employment as a
member of the Teachers’ Retirement System or the Teachers’ Pension System which are not in
their account at a 50% reduction in the full cost.

The reduction in cost is applied if:

e You are not employed by a participating or withdrawn local governmental unit (refer to
the agency’s Comprehensive Annual Financial Report on our website for a list of
withdrawn units) and

e You are not otherwise entitled to service credit in a state system for the same period of
employment.

If you are eligible for this cost reduction, it is already applied to the bill sent to you.

How do | know if | should purchase service credit?
Making a service purchase increases the amount of your retirement benefit. In some cases, a
purchase will also make you eligible to retire sooner.

While completing your Form 26, if you are eligible to retire within 12 months, please fill out an
Application for an Estimate of Service Retirement Allowance (Form 9 for most members).
Please check the box at the bottom of the form indicating that you are interested in purchasing
service. After you receive the bill regarding your purchase of service request, estimates will be
mailed to you that reflect your monthly pension benefit with the purchase of service calculated
into the benefit and without the purchase. Compare the monthly benefits and determine if the
purchase is in your best interest.

How does the purchase of service affect the Basic Allowance option for retirement if | die shortly
after retirement?

Because the Basic Allowance option pays you the largest possible benefit each month until your
death, the purchase of service increases your monthly benefit amount when compared to the
amount you would receive without the service purchase. However, if you elect the Basic
Allowance, all monthly payments stop at your death (including eligible beneficiary health
insurance coverage for state employees, if applicable). After your death, your beneficiary or
estate receives one additional monthly payment only if your death occurs on the 16™ of the
month or later.

What is a redeposit?

If you are currently in the Employees’ or Teachers’ Pension System (restrictions apply) and had
previously terminated your plan membership by withdrawing your accumulated contributions,
you may be eligible to redeposit funds to purchase this prior service. The redeposit can be
made any time before retirement by paying the member contributions you would have made for
the period of employment being purchased, plus the statutory interest.

To make a redeposit and reinstate your prior service credit, you need to complete Form 26 and
send it to the Retirement Agency for processing. The agency will send you a bill for the actual
amount you owe.
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What if | have any further questions or need any help with completing the forms?

Please contact the State Retirement Agency at 410-625-5555 or toll-free at 1-800-492-5909 and
speak with a retirement benefits specialist for any further assistance. Copies of the Form 26 and
our other forms can be obtained from your Retirement Coordinator, your human resources

department, on our website at sra.maryland.gov or by calling our office at the telephone
numbers shown here.
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