EXAMPLE A

Member A has a gross income of
$184,436. He would like to purchase
military credit on an installment basis
over two years by agreeing to the irrevo-
cable payroll deduction. The total cost to
buy this military credit is $90,000. If he
decides to purchase his military time on
a pre-tax basis, his tax-deferred contribu-
tion would be $45,000 per year. With
this deferral, his gross income becomes
$139,436 for each of the two years, as
the tax-deferred purchase lowers his tax-
able income for those two years.

* This example is only an approxima-
tion of tax deferrals. Actual tax defer-
rals may vary. Consult a tax advisor for
actual tax implications.

EXAMPLE B

Member B would also like to purchase two
years of military credit. He earns the same as
Member A, with the same deferral amounts.
Member B also agrees to the irrevocable pay-
roll deduction to purchase his military credit.
After deferring money for 18 months, Member
B terminates employment.

He would then have the option of pay-
ing the remaining balance on a post-tax basis
within 30 days or by making a pre-tax roll-
over of the remaining balance. If he doesn’t
exercise either of these options, he must take
a refund of the money deferred during the 18
months with taxes withheld and reported as
income in that calendar year.

* This example illustrates why tax-deferring
optional service purchases is not for every-
one. Your decision should be made only after
careful consideration of your personal and
financial situation.
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Members of the Judges’ & General Assembly Retirement

Systems (JRS/GARS) have always been able to purchase op-
tional service credit. These service credits include: previously
refunded service, military service, etc. These optional service

credits usually require the payment of contributions, plus
interest. Optional service purchases are available by payroll
deduction installments, direct-pay installments, lump sum
payments or tax-deferred rollovers.

IRS Ruling
e The Judges’ & General As-
~ sembly Retirement System
\ applied for and received a
" ruling from the Internal
r e Revenue Service allow-
} * ing members of JRS/GARS
to make optional service
credit purchases on a tax-deferred basis
through payroll deduction or a rollover. This
alternative allows members to achieve cur-
rent year tax savings by deferring the taxa-
tion until they begin receiving a pension.

Installment Payroll Deductions

The Internal Revenue Service ruling speci-
fies that the tax-deferred withholding must
be made through an irrevocable payroll
agreement for the total service credit pur-
chase amount. The terms of this irrevocable
agreement must be specified before deferrals
begin.

Remember, if the tax-
deferred installment
payroll method is se-
lected, the withholding
cannot be terminated or
changed for any reason
other than termination
or disability. Once all
payments have been made
to JRS/GARS, the member’s account will be
credited for the service purchased. This credit
will be reflected in future annual Benefit State-
ments.

If a member becomes disabled or resigns,
the total balance due must be paid within 30
days on a post-tax basis or through a rollover
to JRS/GARS from a qualifield employer plan
[401(a), 401(k)], traditional Individual Retire-
ment Account, Deferred Compensation account
(457) or a tax-sheltered annuity [403(b)]. If the
remaining balance isn’t paid within 30 days,
the entire amount withheld will be refunded
and reported as income on that year’s W-2.

If a pre-tax payment becomes delinquent,
the amount due must be paid within 120 days
through an additional withholding agreement,
or the amount withheld will be refunded and
also reported as income on that year’s W-2.

Rollovers

A JRS/GARS member may rollover money
from a qualifield employer plan [401(a),
401(K)], traditional Individual Retirement
Account, Deferred Compensation account
(457) or a tax-sheltered annuity [403(b)] to
purchase service credit or repay a refund.

How Tax-Deferment Works
Tax-deferring optional
Y. ? service purchases is an
> B excellent benefit for all

< \9/ members because it allows

‘ you to defer taxation until
you begin receiving a pen-
sion—when you are usually

in a lower tax bracket.

The Deferred Compensation Plan,
through the Department of Central Manage-
ment Services, is another example of tax
savings, since all contributions are also tax-
deferred until retirement. These two options
give JRS/GARS members exceptional tax sav-
ings.

Any member interested in the install-
ment payroll deduction program or rollover
options should contact JRS/GARS at 217-782-
8500.

On the back of this brochure are exam-
ples that illustrate how you can save money
by tax-deferring the payments for optional
service credit.



