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Maine State Retirement System March 2002

)

What Does It Mean to Become a Member of

the Maine State Retirement System?

Oneof thereasonsfor including thisarticlein our member Newsletter isto encourage all of our members, especially our
new members, to learn both what they have become entitled to by virtue of their M SRS membership and the basics of their
retirement plans. Becausethelawsgoverning M SRSbenefitsarecomplex and have many nuances, they aresometimesdifficult
todistil intostraightforwardterms. For every simpleand direct statement wemight makeinthisarticle, thereareundoubtedly
wrinkles and exceptions. We want to remind you that we are at your service to answer any and all of your questionsand to
explainany of thedetailsand complexitiesthat are beyond the scope of thisarticlethat you want to explore. Wewelcomethe
opportunity to educate you about the benefits you have as an M SRS member.

The M SRS administers defined benefit retirement plansfor state employees, public school teachers, judges, legislators,
and for employees of municipalities and other public entities called Participating Local Districts (PLDs). Public school
teachers, judges, most state employeesand | egislators and some participating local district employeesmust contributeto the
M SRS asacondition of their employment and so their membershipismandatory. Asamember of theM SRS, you contribute
apercentageof your grosswagesto helpfund your retirement benefit. Your employer also contributestoyour retirement. Your
retirement benefit is"defined,” that is, calculated based on aformulaset forth in statute. Your retirement benefitisbased in
part on your average final compensation (the average of your three highest years of earnings at retirement), in part on the
number of yearsof servicecredit you have accumulated, and in part on an accrual rate of 2% for most membersfor each year
earned.

Upon becoming amember, you completed an A pplication for Membership, aDesignation of Beneficiary Pre-Retirement
Death Benefits form and an Application for Coverage Group Life Insurance form (if applicable). We use the information
provided on these formsto create your member record, the foundation on which wewill build your pension benefit history.

Continued on page 4

Cost Considerations in Purchasing
Additional Service Credit

A member of Maine State Retirement Systemearnsservicecreditwhile In this issue
employed in an M SRS-covered position and making contributions. The
amount of accumulated service credit is one of the factors used in the What Does It Mean to Become an
calculation of aretirement benefit. The moreservicecredit that amember MSRS Member ..o Page 1
has at retirement, the greater the benefit amount.

Additional Service Credit ................ Page 1

In certain circumstances, members may increase their amount of
servicecredit through the purchase of additional servicecredit. Thetypes
of additional servicecredit that may be purchased are specifiedinthelaw.
They includesuchtypesas: previously refunded M SRSservice, periodsof Meet the Staff
employment with an MSRS-covered employer during which no MSRS
contributions were made, military service, and public sector servicein ROIOVENS ..o Page 4
another state. Eachtypeof servicehasspecificeligibility requirementsand
amember must meet the eligibility requirements in order to purchase a Explanation of IRS Form 1099-R.... Page 5
giventypeof service.

Message from the Executive
[T (=11 (o] R Page 2

_ Mark Your Calendars..................... Page 6
Continued on page 2
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Additional Service Credit continued from page 1

For some types of service, the cost of
purchaseisbased on what the member would
have contributed had the member contributed
to the MSRS at the time of the service, plus
interest on those contributions to the date of
purchase. Because this amount is not suffi-
cienttocover thefull cost of theincreaseinthe
member's retirement benefit, the balance is
paid for viathe employer contributionsto the
System.

For other categories of purchasable ser-
vice, themember isresponsiblefor payment of
thefull cost of theincreasein his/her benefit.
I nsuch cases, themember must pay the" actu-
arial equivalent” cost in order to receive the
additional servicecredit. Thistermmeansthat
the amount that the member must pay for the
additional service credit must be equal to the
cost of the increase in retirement benefits.
Because the true benefit increase cannot be
determined until themember retires, any actu-
arialy equivalent purchase cost calculated
beforeretirement isan estimate of theamount
due. The actual cost is determined at retire-
ment and additional monies may be due in
order to complete the purchase of service
credit.

Members purchase additional service
credit for anumber of reasons. Theseinclude
having the ability to retire earlier, increasing
the total service credit used in the benefit
calculation and/or attaining a sufficient num-
ber of years of service to qualify for retire-
ment. When considering whether to purchase
additional servicecredit, regardlessof whether
theservicecan bepurchased through payment
of missed contributions plus interest or must
be paid through payment of thefull or actuari-
aly equivalent cost, you should consider
whether such a purchase is advantageous to
you. Oneconsideration should bewhether the
increase in your retirement benefit that will
result from the additional service credit is
likely to exceed the cost to purchase the ser-
vice. While staff at the System cannot make
the purchase decision for you, they can pro-
vide you with the amount of the benefit in-
crease that would result from the additional
service credit and they can discuss with you
other factorsthat you shouldtakeinto consid-
eration.

Message from the Executive Director
MORE ON THE MEANING OF MEMBERSHIP

On page one of this edition is an article entitled "What Does It Mean to
Become A Member of the MSRS?" The article talks about the benefits and
servicesthat are M SRS membership. The meaning, or rather the meaningful-
ness, of M SRS membership becomes most clear when you beginto call down
onabenefittowhich membership entitlesyou- for example, whenyour service
retirement benefit beginsto be paid, or whenyou arefound eligibletoreceive
adisability benefit and that benefit beginsto be paid, or whenthesurvivor you
have named as your beneficiary receives survivor benefits. In these circum-
stances, M SRS membership becomes most meaningful at thetimethat it ends.

Our job, of course, does not begin when your "member" status ends. The
Systemiscertainly abenefit-payment machineand, intheend, benefit payment
iswhatismostimportant to our members. But, wearenot just abenefit payment
machine. Weareal so shepherdsand findersof missing persons: oneof our jobs
isto be sure that everyone who should be amember isin fact on the ship. We
are aso gluttonsfor dataand obsessive about organizing it and storing it: one
of our jobsistokeeptrack of every member'swork and compensation history,
al of its twists and turns, for however many years ghe is a member of the
Retirement System. Weareal so giversof informationand expl anati ons: oneof
our jobs is to inform MSRS members generally and to make it as easy as
possible for membersto get information particul ar to them.

L et mereturnto thetopic of our job of being aretirement benefit payment
machine. The nature of the retirement benefit that the Retirement System was
establishedto pay isanother meaningful aspect of Retirement System member-
ship. The sad story of Enron - sad in every sense of the word - is a graphic
illustration of that. Enron employees' plans and hopes for retirement rode, at
least in significant part, on the success or failure of what their money for
retirement wasinvested in and the entirerisk of investment failure was borne
by each individual employee. For the part of their retirement money that was
invested in Enron stock, Enron employeeswere not in aDefined Benefit plan.
InaDefined Benefit plan, therisk that an investment will fail is not borne by
benefit recipients, current or future. Thefivemajor retirement plansrun by the
Maine State Retirement System are Defined Benefit plans. Retireesand future
benefit recipientsof these M SRS plans do not bear therisk of amarket drop or
individual investment failure. If Enron had been what it said it was, its
employees would have had agreat deal of money in retirement. Remember,
though, that the val ue of amonthly benefit paid by aDefined Benefit plan over
thelifetimeof amember, andif themember hasabeneficiary, thebeneficiary's
life, canalsobevery, very large. And, that benefitisnot impelled by investment
risk. You can look at it like this: a Defined Benefit retirement plan trades the
possibility of making akilling for the certainty of not getting killed.

| want to make another observation, also drawn from Enron. Many of you
may have someinvestmentsinwhich you do bear therisk of failure (and have
thepossibility of success). Itiswiseof youtobeinvestingmoney for retirement
in thisway. The other Enron lesson, as to those kinds of investments, is the
lesson about having all of your eggs in one basket. Thelesson is: don't. The
effect of the collapse of Enron stock was less for those whose money for
retirement wasnotinvested only in Enron. Theprincipleisnolessstronginthe
absence of the wrongdoing that characterizes the Enron situation. Well-run
companies can fall on hard times; well-run companies can fail. If you have

Continued on page 3
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Executive Director’s Message continued from page 2

investedin only oneof them, you participatefully initshard timesor failure. To the extent you haveinvested in both anumber
and avariety of investments (thetechnical termis"diversification"), you're buffered. Diversification isessential not just with
individual stocks. It isalso essential with respect to investment types (for example, stocks; bonds) and with respect to areas of
theinvestment market (for example, technology; financial services,; consumer products). If you'veonly investedin onetypeof
investment and it suffers, you suffer. If you've only invested in one area of the market and it suffers, you suffer. You can look
atitlikethis: put all of your eggsin one basket only when you are as prepared for all of themto break asyou arefor all of them
to hatch.

Theassetsof theM SRS Defined Benefit retirement planscurrently total just under $7 billion. Theinvestment of the assets
isbroadly diversified. The Systeminvestsin stocksand bonds, in United Statesand international markets, in all areasof those
markets, in thousands of different stocks, in many hundreds of different bonds. It should emphasize the importance of
diversification to know that this basic principle of investing applies equally emphatically to theindividual investor investing
on her/hisown behalf and to institutional investorsinvesting on behalf of large numbers of individuals.

MEET THE STAFF

Member ship Services: Payroll Processing Unit

The MSRS Membership Services Department is comprised of three units: Employer Payroll, Eligibility, and Payroll
Processing. The department isthe System's primary liaison with employers and isresponsible for the processing of most of
the member information submitted by employers.

ThePayroll Processing Unit (PPU) maintainsand updatesall informationrelating to activeandinactivemember accounts.
The peoplethat work inthe Payroll Processing Unit are Tim Wing, Supervisor; Evelyn Unangst, Lead Data Entry Clerk; and
Data Entry Clerks: Tammy Auclair, Nicole Greenlaw,
Elizabeth Lever, JoAnn Nelson, and Cindra Bailey.
Documents handled by PPU on a daily basis include
member applications; forms for name and address
changes, personnel status changes, pre-retirement ben-
eficiary designationsand Group Life I nsurance benefi-
ciary designations; and employer monthly payroll re-
ports (the largest source of member information).

The MSRS receives 740 payroll reports each
month from State agenci es, teacher unitsand participat-
ing local districts. Approximately 650 of the payrolls
received eachmontharekeyed manually. A payroll may
contain as few as one member to as many as 1300
members. The PPU team enters data provided on the
payrolls (and other forms) into the M SRS membership
Back Row (left toright): TimWing, ElizabethLever, EvelynUnangst,| recordkeeping system. That information then becomes
and Tammy Auclair. Front Row (left to right): Cindra Bailey, Nicole| part of each member's history record.

Greenlaw, and JoAnn Nelson.

Tim Wing is the person from PPUwho is most
likely to contact payroll clerks. In addition to his super-
visory responsibilities, Tim reviews payroll reports for accuracy and ensuresthat all aspects of the reports balance. Payroll
clerksmay receiveacall from Timif thereismissing or inaccurate information reported, or when the money sent in does not
match the information provided on the payroll report.

The Payroll Processing Unit performs avery critical function at the MSRS and plays akey role in the System’s ability
to accurately track information that will ultimately be vital to calculating retirement benefits for each member.



4 Maine State Retirement News for Members, Retirees and Employers (March 2002)

MSRS Member continued from page 1

Throughout the course of your membership, payroll and other informati on reported to usby your employer isrecorded onyour
account and will eventually be used to determine what benefit(s) you are entitled to. Thisinformation also makesit possible
for us to calculate the amount of your benefit. Generally, most state employees and teachers can begin receiving a service
retirement benefit at age 60 or 62, or, if they have at least 25 years of servicecredit, at any age. Most PLD members can begin
receiving aservice retirement benefit at age 60, or at any age with at least 25 years of service credit. The M SRS administers
multipleretirement planswith different requirementsfor retirement. Please contact our State Unit, Teacher Unit or PLD Unit
if you are unsure under which plan you are covered or what the requirements are for retirement eligibility.

Asamember of theM SRS, youmay also beeligiblefor certain other benefits. Disability retirement benefitsareprovided
to an MSRS member who devel ops apermanent mental or physical incapacity that makesitimpossibleto perform the duties
of hisor her employment position. The Disability Programisalong-term disability program; it isnot designed for those who
aretemporarily unableto do their jobs.

Group Lifeand Accidental Death and Dismemberment Insurance benefits are available to individual s whose employers
offer the group lifeinsurance program and who elect to participatein the program. There arevariouslevelsof lifeinsurance
coverage that you may select, and accidental death and dismemberment insurance automatically accompaniesthe group life
coverage. Insurancepremiumsarepaid by the participant and/or theemployer. You must compl eteadesignation of beneficiary
formfor thegrouplifeinsurance programto ensurethat benefitsare paid to your named beneficiary intheevent of your death.

Death benefitsare provided to beneficiaries of certain memberswhenthe member diesbeforeaserviceretirement benefit
becomeseffective. Thebeneficiariesmay el ect areduced retirement all owance, alump sumrefund of contributionsandinterest,
or amonthly survivor benefit, the amount of which is determined by statute. Please be certain that you have designated a
beneficiary of pre-retirement death benefitsto ensurethat your wishesarecarried outintheevent of your death. Youmay update
your designation of abeneficiary at any timeby compl eting anew designation of beneficiary formandfilingit withtheM SRS.
Notethat thisis aseparate designation from adesignation of beneficiary for group life insurance purposes and that you need
to make both designations.

In the event that you wish to withdraw your accumulated employee contributions and interest, you are first required to
terminateyour M SRS-covered employment. Takingarefund of your contributionsandinterest voidsall rightsto other MSRS
benefits, including service and disability retirement.

If thisinformation raises questionsfor you, please do not hesistate to call our office. For éigibility information, ask for
Membership Services; for retirement information, ask for Retirement Services; for disability information, the Disability
Program; and for death benefit and group life insurance information, the Survivor Services Program.

Rollovers to the Maine State Retirement System's
Defined Contribution Plan

The Retirement System has recently amended its policies regarding the acceptance of rollovers from other qualified
retirement plans. Under federal law, arollover isthetax-freetransfer of fundsfrom oneretirement plan to another when the
funds can, because of atermination of service, betransferred. Historically, the System has not accepted rollovers, but will
now accept them when thefunds are used for the purchase of additional creditableservice. Theonly circumstancesinwhich
the System acceptsarollover isfor the purchase of service credit, soin order for you to roll money to the System, you must
haveeligible serviceavailablefor purchase. Thearticleon page 1 regarding thingsto consider prior to purchasing additional
service credit may be helpful to you in making a purchase decision.

Federal lawsgovernthetypesof plansout of whichfundscan berolled and new tax lawseffective January 1, 2002 expand
thetypes of plansfromwhich rolloverscan bemade. If you have fundsin another plan and have service credit avail abl e that
youwant to purchase, you shoul d contact theadministrator of that planto determinewhether fundsfromyour planareeligible
for rollover. Other federal tax law changes may makeit possibleto transfer money between plansto make service purchases
in other circumstances. Federal guidance onthisis not yet final, however. We will inform you whenitis.
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information reported on it.

An Explanation of the IRS Form 1099-R

InJanuary of each year, the Maine State Retirement System mailsan Internal Revenue Service Form 1099-R to each person who received
either a benefit payment or a refund of contributions in the prior calendar year. Below is an explanation of Form 1099-R and the

CORRECTED (if checked)

PAYER'S name, street address, city, state, and ZIP code

Gross distribution

OMB No. 1545-0119

@ Taxable amount

2001

Form1099-R
Taxable amount Total
notdetermined distribution

Distributions From
Pensions, Annuities,
Retirement or
Profit-Sharing
Plans, IRAs,
Insurance
Contracts, etc.

PAYER'S Federalidentification
number

RECIPIENT'S identification
number

3 Capitalgain
(included in box 2a)

o Federalincome tax withheld

Employee contributions
orinsurance premiums

RECIPIENT’'S name, street address, city, state and ZIP code

6 Netunrealized
appreciationin
employer’s securities

IRA/
SEP/
SIMPLE

e Distribution

code

@ Other

%

9a Your percentage of total distribution

%

@ Total employee contributions

@ State taxwithheld

@ State/Payer’s state no.

@ State distribution

Accountnumber (optional)

Form1099-R

16-0331690

Departmentof the Treasury - Internal Revenue Service

6606 000 60

This box shows your total earnings from M SRS benefits for 2001.

This box shows the number 23, the State of Maine code number.

This box shows the taxable portion of your earnings. If Box 2a is blank and thereisan “x” in Box 2b, you and/
or your tax accountant need to determine what part of your earningsis taxable.

This box shows the amount of federal income tax aready withheld from your earnings (if any).
This box shows the total of your non-taxable contributions for 2001.

This box contains a number that represents what type of benefit you are receiving: 3 for a disability benefit; 4 for a
death benefit or 7 for a service retirement benefit.

This box shows the remaining contributions to recover. This amount is reduced each year by the amount in box 5.

This box shows the amount of state income tax already withheld from your earnings (if any).

Thethreeinitialsfollowing the Account number in the box to thel eft of @ represent what type of benefit you arereceiving:
disability, death or service retirement.

@ This box shows the amount taxable by the State of Maine.

Boxes 3, 6, 8, 9a, 13, 14 and 15 are blank because they are not pertinent to this MSRS distribution.




6 Maine State Retirement News for Members, Retirees and Employers (March 2002)

Mark Your

Calendars!

Mailing Dates for Benefit Checks

AN [Rlolliek)7 Euselll and Advices of Deposit in 2002

The MSRS officewill be closed in observance of the As a general rule, the MSRS delivers benefit checks and
following holidaysfor the remainder of 2002: advicesof deposittotheU. S. Post Officein Augustaonthe

next to the last day of the month. When the next to the last
Patriot’s Day Monday, April 15 day iseither aSaturday or Sunday, they will bedelivered on
Memorial Day Monday, May 27 theFriday preceding. For theremainder of 2002, checksand
IndependenceDay  Thursday, July 4 advices of deposit will be delivered to the U.S. Post Office
Labor Day Monday, September 2 onthefollowing dates:
ColumbusDay Monday, October 14
Veteran's Day Monday, November 11 March 29 August 30
ThanksgivingDay ~ Thursday, November 28 April 29 September 27
ThanksgivingFriday Friday, November 29 May 30 October 30
Christmas Wednesday, December 25 June 28 November 27

July 30 December 30

NEW Certificates of Coverage

A recent changeinlifeinsurancecarriersby M SRShasresultedinanew Certificateof Coverage. Youshould haverecently
received anew Certificateinthemail or fromyour employer—pleasereadit carefully and keep it with your other important
papers. The amount of your coverageis unaffected by this Certificate . We want to remind you that the coveragein force
is payable to the beneficiary you have designated in writing,
uponreceipt of avalidclaim. Itisrecommendedthat youreview
your beneficiary designation (and updateit if desired) if youdo
not know who you have named as a beneficiary, have recently
experiencedanevent that would requireupdatingyour beneficiary,
or havenot reviewedyour beneficiary forminthelastfiveyears.

Maine State Retirement System

Retirement News

Published by:  Maine State Retirement System
46 State House Station
Augusta, ME 04333-0046

If you have questionsabout your coverage or require assistance

completing your beneficiary form, pleasecall our officeat 287- Executive Director: ey L B
3461 or toll free at 800-451-9800. Chief Deputy: Gail Drake Wright
Editor: Robert L. Drury

Retirement News isintended to provide timely information
NEW Refund App| ication Packages about the M SRS to members, employers and retirees. For the

most compl ete and up-to-date information, please contact an
M SRS representative. The contents should not be considered

+ If you are amember and are planning to the basis of any contractual rights between the MSRS and its
. . . members. The official wording of the laws of Maine will
withdraw your accumulated contributions, please govern.

contact our office for anew paCket' The Maine State Retirement System does not discriminate

against peoplewith disabilitiesinitsprograms, activities, and
¢ If you are an empl oyer that maintains asupply of employment. Retirement News can be made available in
: : alternativeformats. If you have such arequest, please contact
Refund Appl ication Packages, we ask that you the CommunicationsUnit.
please discard any older application packages

You can reach the MSRS at 207-287-3461 or
that you may have and request a new suppl
y y & pply 800-451-9800 or (TTY only) 207-287-8446
from the MSRS.
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