
LASERS Employer’s Guide to Retirement

D
R

O
P vs. IBO

:
W

H
AT'S TH

E D
IFFEREN

CE? 

• O
ptional 

retirem
ent 

m
ethod

• M
em

ber has a “nest 
egg” at retirem

ent

• U
pon term

ination, m
em

ber’s 
unused annual and sick leave 

can either be converted to 
retirem

ent credit  
or received as a lum

p sum

• Retirem
ent benefit option 

selection cannot be changed  
at a later date 

• M
em

ber is encouraged to 
request benefit estim

ates  
by subm

itting Form
 5-01  

or accessing m
yLA

SERS on 
the LA

SERS w
ebsite

IBO
• M

em
ber term

inates em
ploym

ent and 
retires w

ith a lum
p sum

 of up to 36 m
onths 

of the m
axim

um
 retirem

ent benefit

• M
em

ber pays contributions to LA
SERS and  

earns service credit until the date of 
retirem

ent 

• M
em

ber’s benefit is actuarially reduced based  
 on the am

ount of the lum
p sum

• M
em

ber selects an IBO
 at the tim

e of actual    
  retirem

ent; there is no “w
indow

”

• O
nce eligible, m

em
ber can term

inate and  
   retire at any tim

e w
hen selecting an IBO

 

• Final A
verage Com

pensation (FA
C) is 

   determ
ined at actual retirem

ent; all salary     
   increases are considered in FA

C

• M
em

ber can reach 100%
 of FA

C
 • Retirem

ent benefit option is selected at the  
     tim

e of retirem
ent; six options are available  

        (O
ption 1 is not available to IBO

 retirees) 

• Beneficiary(ies) for retirem
ent and IBO

  
        accounts are selected at the tim

e of        
  retirem

ent

D
RO

P
• M

em
ber defers retirem

ent for up to 36 m
onths 

w
hile continuing to w

ork; retirem
ent benefit is 

placed in a subaccount

• D
uring D

RO
P participation, m

em
ber does not   

 pay retirem
ent contributions (allow

ing them
 to 

 be invested elsew
here) and does not earn service 

  credit

 • M
em

ber is eligible for an unreduced benefit at   
    retirem

ent

• M
em

ber m
ust begin D

RO
P participation w

ithin a   
  specific “w

indow
” of retirem

ent eligibility,  
  regardless of w

hen the m
em

ber anticipates actual    
   retirem

ent

• If m
em

ber term
inates em

ploym
ent during D

RO
P   

  participation, D
RO

P ends im
m

ediately (m
em

ber   
  m

ust retire)

 • Final A
verage Com

pensation (FA
C) is determ

ined  
   at entry into D

RO
P; future salary increases w

ill not   
  im

pact D
RO

P benefit 

 • M
ay be diffi

cult for m
em

ber to reach 100%
 of FA

C

  • Retirem
ent benefit option is selected at entry   

  into D
RO

P; seven options are available

   • Beneficiary(ies) for retirem
ent and D

RO
P  

  accounts are selected at entry into D
RO

P
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Exam
ple:  W

anda enters DROP w
ith 30 years of service on M

arch 2, 2013 and 
ends DROP participation on M

arch 1, 2016.  She enters DROP w
ith a final 

average com
pensation (FAC) of $50,000 and chooses the M

axim
um

 Option.  
Her DROP retirem

ent benefit w
ill be calculated as follow

s:  

DROP Benefit (Base Benefit) 
                       Accrual         Years of 

FAC     x     Rate     x     Service  = 
M

axim
um

 DROP Benefit  
$50,000  x  2.5%

  x  30.00  = 
$37,500 per year  ($3,125 m

onthly) 

W
hile she continues to w

ork during DROP participation, a m
onthly am

ount of 
$3,125 w

ill be deposited into her DROP account.  She elected to participate in 
DROP for 36 m

onths, so at the end of DROP participation, she w
ill have 

$112,500 in her DROP account.   

If W
anda retires im

m
ediately after com

pleting DROP, she w
ill not earn a 

supplem
ental retirem

ent benefit.  She has 1.10 years of unused leave that she 
chooses to convert to service credit.  Her final retirem

ent benefit w
ill be 

calculated as follow
s:  

Unused Leave Converted to Service Credit 

  Pre-DROP     Accrual         Years of 
  FAC     x      Rate     x     Service  = 

After-DROP Leave Conversion   
$50,000  x  2.5%

  x  1.10 = 
$1,375 per year  ($114.58 m

onthly) 

Her m
onthly retirem

ent benefit w
ill be calculated by adding her DROP benefit 

and her unused leave benefit: $3,125 + $114.58 = $3,239.58.  Therefore, W
anda 

w
ill receive $3,239.58 per m

onth until her death. 

Lifetim
e retirem

ent benefit = $3,239.58 per m
onth 

DROP account balance = $112,500 

Exam
ple:  W

anda retires w
ith an IBO at age 55 w

ith 33 years of service on M
arch 1, 

2016.  Her final average com
pensation (FAC) is $50,000.  She selects the M

axim
um

 
Option and the m

axim
um

 IBO am
ount (36 m

onths).  She has 1.10 years of unused 
leave that she chooses to convert to service credit. Her retirem

ent benefit w
ill be 

calculated as follow
s: 

Retirem
ent Benefit (Unreduced M

axim
um

) 
                         Accrual         Years of 

FAC     x     Rate     x     Service  = 
M

axim
um

 Benefit  
$50,000  x  2.5%

  x  33.00  = 
$41,250 per year  ($3,437.50 m

onthly) 

Unused Leave Converted to Service Credit 
              Accrual      Years of           Leave 
FAC   x     Rate   x    Service  =   Conversion 

(Added to M
axim

um
 Benefit) 

$50,000  x  2.5%
  x  1.10  = 

$1,375 per year  ($114.58 m
onthly) 

M
axim

um
 M

onthly Benefit:  $3,437.50 + $114.58 = $3,552.08  
To obtain W

anda’s final (reduced) retirem
ent benefit, her age and the approxim

ate 
cost to receive the IBO lum

p sum
 are factored into the calculation.  W

anda’s age of 
55 yields an approxim

ate m
onthly cost (reduction) of $940.05.  This reduction w

ill be 
subtracted from

 her m
axim

um
 benefit to determ

ine the actuarially reduced m
onthly 

m
axim

um
 benefit:    Actuarially Reduced M

axim
um

 Benefit 

   M
axim

um
 Benefit  -  IBO Reduction  = 

Reduced M
axim

um
 Benefit   

$3,552.08 -  $940.05  = 
$31,344.36 per year                      
($2,612.03 m

onthly) 

Since W
anda chose the m

axim
um

 IBO am
ount, she w

ill receive a lum
p-sum

 paym
ent 

of $127,874.88.  Her m
onthly benefit is actuarially reduced based on the am

ount of 
the lum

p sum
.  Therefore, W

anda w
ill receive $2,612.03 per m

onth until her death. 

Lifetim
e retirem

ent benefit = $2,612.03 per m
onth 

IBO lum
p sum

 am
ount = $127,874.88 

W
anda is considering retirem

ent options and is unsure if she should 
participate in DROP or retire w

ith an IBO.  The follow
ing exam

ples 
com

pare retirem
ent after DROP participation to retirem

ent w
ith an 

IBO.  How
 w

ould these options im
pact her retirem

ent benefit? 
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