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Normadly, anindividud employed in apodition covered by the Public Employees
Retirement System (PERS) automaticaly becomesa PERS member and isrequired
to contribute to PERS. The individua earns PERS service credit for the period
during which the person is employed and contributions are made. However,
individuals may opt out of PERS membership for certain types of service, which,
currently, is primarily service by students but, in the pagt, included certain part-
time and temporary service. An individual who requests exemption from
membership does not contribute to PERS and, therefore, does not earn service
credit for the exempted service.

State law governing PERS alows PERS members to purchase various forms
of service credit from the retirement system. For example, individuals who were
employed in a comparable postion with another state or the federa government
and veterans may increase the amount of service credit they have in PERS by
purchasing service credit for aportion of the time they were employed by the other
date or federd government or served in the military. An individua who choseto
be exempt from PERS membership is permitted to subsequently purchase service
credit for each year or portion of a year of service for which the individual was
exempt. This members brief examines the state law governing the purchase of

sarvice credit from PERS for previous exempt service. Servicecredit is
one of the factors that

Why service credit matters determineswhen a
PERS member is

. L L. . . eligibletoretireand
Service credit is important because it is a factor used in determining when a | how much the

PERS member isdigibleto retire and the amount of the retirement benefit. A PERS | member’ s retirement
member with a least 30 years of total service credit may retireat any age. A member | benefit will be.
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who is at least age 55 with at least 25 years of total service credit can retire and
receive areduced benefit, as can amember whois at least age 60 and has at least
5 years of totd service credit.!

A PERS member who retires with at least 30 years of total service credit or at
age 65 or older recaives an annud retirement benefit calculated by multiplying the
member’s total service credit by 2.2% of the member’s final average sdlary? for
each of thefirst 30 years of service, plus 2.5% of the final average sdary for each
subsequent year of service. Theannud retirement benefit of aPERS member who
retires before age 65 with fewer than 30 years of tota service creditiscaculatedin
the same manner but then reduced by the percentage shown below:

If the member isthe And the member hasthe The member’s
following age at retirement: | following amount of yearsof | retirement benefit isreduced
total service credit: by the following amount:

55to0 58 25 * 25%
e 26 * 20%

. 27 « 15%

« 28 « 10%

29 * 5%

59 * 250r 26 « 20%

o 27 * 15%

* 28 « 10%

29 e 5%

60 * 5t027 « 15%

« 28 « 10%

29 * 5%

61 * 5t027 « 12%

» 28 * 10%

29 * 5%

62 » 5t028 c 9%
29 e 5%

63  5t028 c 6%
29 e 5%

64 * 5t029 e 3%
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Exempt service for which
credit may be purchased

Service credit may be purchased for
certain types of exempt service. The
exempt service includes not only certain
service that would be covered by PERS
if not for an exemption but aso certain
service that, if not for an exemption,
would be covered by the State Teachers
Retirement System (STRS) or School
Employees Retirement System (SERS) 3

The currently exempt PERS
service for which credit may be pur-
chased is employment with a schoal,
college, or university in which the
individual is enrolled and regularly
attending classes* Andectionto have
employment exempted from PERS
membership is made by filingasigned,
written gpplication for exemption with
the PERS Board within the first month
after being employed. An exemption
request, once gpproved by theBoard and
filed with the employer, is irrevocable
while the individual is continuously
employed by the school, college, or
university and regularly attending
classes®

According to PERS officids, credit
may aso be purchased for service for
which exemption isno longer permitted
but, until June 30, 1991, could be
exempt.t Under provisonsin effect until
that date, the following could choose to
be exempt from PERS membership:
sudentswho were employed for no more
than 1,500 hoursin acaendar year, new
employees who were not PERS
members at thetime of employment and
worked lessthan 20 hours per week, and
temporary and emergency employees
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who did not work more than three
cdendar months”

The STRS Board is permitted to
deny the right to contribute or the right
to become a member to any class of
teachers whose compensation is partly
paid by the sate, who are not serving on
aper annum basis, who are on a temp-
orary basis, or who are not required to
have an educator license. The STRS
Board is also permitted to make
membership or contributions optional
for teachersin any of those classes. In
addition, the STRS Board may at any
time deny membership or the right to
contribute to any teacher whose
compensation, though disbursed by an
employer, isreambursed to the employer,
inwholeor in part, from other then public
funds.® An individua may purchase
sarvice credit from PERS for any such
exempt service?®

Certainindividuas are permitted to
choose to be exempt from membership
in SERS. The exemption option gpplies
to (1) a student who is not a SERS
member a the time of employment and
is employed by the school, college, or
university in which the individual is
enrolled and regularly attending
classes, (2) an emergency employee
serving on atemporary basis in case of
fire, snow, earthquake, flood, or smilar
emergency, and (3) an individua
employed inaprogram established under
thefederd Job Training Partnership Act.
Also, an individua who is aready an
SERS member and is employed by a
school, college, or university inwhich the
member is enrolled and regularly
attending classes may dect to have that
employment exempted from contribution

I
A PERS member

may purchase credit

for certain employ-

ment that was exempt

from PERS coverage.

]
Service credit

may also be

purchased for certain

employment that, if

not for an exemption,

STRSor SERSwould

have covered.
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I
Credit will not be
given for exempt
employment that was
concurrent with non-
exempt employment.

I
A PERS member
cannot purchase exempt
service credit until the
member has contributed
to PERS, STRS, or SERS
for at least 18 months.

A PERS member with
more credit in STRSor
SERS must purchase the
credit fromthe other
system.

I
A PERSmember’s
earnable salary for the
year before the member
appliesto purchasethe
creditisafactor in
calculating the cost.

to SERS. The exemptions are made by filing awritten gpplication with the employer
within the first month after being employed.® Anindividua may purchase service
credit from PERS for any such exempt service™

PERSwill not give credit for service for exempt service that was performed
concurrently with other service that is used to calculate aretirement benefit from
PERS, STRS, or SERS*? Therefore, it would not be beneficial for a PERS
member to purchase credit for exempt service that was performed during amonth
in which the member also performed service that was not exempt.

When purchase of credit for exempt service may be
made

A PERS member may not purchase credit for exempt service until the member
has been employed in aposition in which he or she has contributed to PERS, STRS,
or SERSfor at least 18 months*®* The entire 18 months of contributions need not
have been made to a single retirement sysem. Any number of the 18 months of
contributions may have been to PERS and the remainder months to one or both of
the other systems** However, a PERS member who isaso amember of STRS or
SERSisnoat digibleto purchase credit for exempt service from PERS i the member
has agreater number of years of service credit in one of the other systems. Instead,
the member is to purchase the credit from that other system.®

Cost of purchasing credit for exempt service

The cogt of purchasing credit for exempt service is determined by multiplying
the member’ s earnable sdary for the 12 months of contributing service before the
month in which the member gppliesto make the purchase by apercentage, currently
20%, that the PERS Board specifies'® This calculation is made for each year or
portion of ayear of credit to be purchased.*”

Thefollowing isan illustration of the cog.

Earnable salary Percentageused in | Yearsof credit being Cost of purchase
calculation purchased
$30,000 20% 3 $18,000
$55,000 20% 2 $22,000
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Purchasing credit in installments
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Anindividua may purchasedl or part of the credit for exempt servicein oneor
more payments. If the purchaseis madein ingtalments, compound interest e arate
gpecified by the PERS Board must be charged on the balance remaining after the
firg payment ismade® Theingdlment payments may be made by payroll deduction

Exempt service
credit may be pur-

chased in installment

if theindividual isnot already purchasing other service creciit by payroll deduction.® | P&
Effect of purchasing credit for exempt service
The following chart shows the effect that purchasing credit for exempt service
would have for an individua. The chart assumesthat the individua purchased two
years of credit for exempt service and had afinal average sdary of $50,000.
Age |Yearsof total | Yearsof total | Eligibleto | Eligibleto |Percentage of| Percentage
service service retirewith- | retirewith | final average of final
credit with- | credit with out the the exempt salary average
out the the exempt exempt service? received as salary
exempt service service? an annual received as
service retirement an annual
benefit with- | retirement
out the benefit with
exempt the exempt
service service
50 28 30 No Yes Not 66 %
aoplicable ($33,000)
50 30 32 Yes Yes 66 % 71%
($33,000) ($35,500)
55 23 25 No Yes Not 41.25 %
applicable ($20,625)
35 28 30 Yes Yes 55.44 % 66 %
($27,720) ($33,000)
60 3 5 No Yes Not 9.35%
applicable ($4,675)
60 5 7 Yes Yes 9.35% 13.09 %
($4,675) (%6,545)
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Endnotes

! Revised Code 88 145.33 and 145.34. Eligibility for retirement and the amount of the
retirement benefit differs for membersin the law enforcement division of PERS.

2 “Final average salary” is the quotient obtained by dividing by three the sum of the three
full calendar years of contributing service in which a PERS member’s earnable salary was
highest, except that if the member has a partial year of contributing service in the year the
member’s employment terminates and the member’s earnable salary for the partial year is
higher than for any comparable period in the three years, the member’s earnable salary for
the partial year is substituted for the member’s earnable salary for the comparable period
during the three yearsin which the member’ s earnable salary was lowest (R.C. 145.01(K)(2)).

3 Itispossiblefor anindividual to earn service credit from different state retirement systems
during the course of his or her career in state and local government. A person with service
credit in PERS, STRS, and SERS, or two of those systems, may retire under the system in
which the person has the greatest number of years of credit (or, in case of an equal amount
of service, the system to which the individual made the most contributions) and have the
credit from the other system or systems counted in determining total service credit used in
calculating €eligibility for retirement and the amount of the retirement benefit. (R.C. 145.37,
3307.57, and 3309.35.)

4 An exception is that the service credit may not be purchased for employment subject to
the tax on wages imposed by the Federal Insurance Contributions Act for Social Security
disability and retirement coverage (R.C. 145.28(A)(2)).

5 R.C. 145.03(B).

6 Phone conversation with arepresentative of PERS, February 28, 2006.

7 Sub. H.B. 382 of the 119th General Assembly ended the exemption from PERS membership
for these employment situations.

8 RC. 3307.24.

9 Anindividual may also purchase service credit under PERS for ajob that would have been
covered by STRSif not for aformer law. Under that former law, any college or university
teacher employed after June 28, 1978, who taught not more than an accumulated total of five
academic quarter hours or three academic semester hours per academic term was exempted
from membership in STRSif, before January 1, 1980, or within the first month after being
employed as a part-time teacher, the individual filed with STRS and the college or university
awritten application of exemption (former R.C. 3307.25).

10 R.C. 3309.23(B) and (C).

1 Anindividual may also purchase service credit under PERSfor ajob that would have been
covered by SERSIf not for aformer law. Under that former law, the SERS Board was permitted
to (1) deny theright to become membersto any class of employeeswho were on atemporary
basis and (2) make optional with employeesin any such class their individual entrance into
membership (former R.C. 3309.25).

2 R.C. 145.28(D), Ohio Administrative Code § 145-2-09(C), and an e-mail from Deborah
McCarthy of PERS, November 29, 2005.

13 R.C.145.28(A)(2).

14 Phone conversation with arepresentative of PERS, February 10, 2006.

15 RC. 145.28(D).
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16 According to PERS, the PERS Board may change the percentage used in the calculation
following an examination of PERS' s system of incurring liabilities.

17 RC. 145.28(B).
18 RC. 145.28(C).

19 R.C. 145.294 and O.A.C. 145-1-38. The rule provides that the retirement system shall not
accept a service purchase “by payroll deduction for more than one type of service credit at
thesametime. . .”
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