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DROP vs. IBO
1
WHAT'S THE DIFFERENCE?
« Member defers retirement for up to 36 months « Member terminates employment and
while continuing to work; retirement benefit is retires with a lump sum of up to 36 months
el e s of the maximum retirement benefit
. R « Optional
. U::.: 9 DROP participation, 3»3._92 does not retirement » Member pays contributions to LASERS and
pay retirement contributions (allowing them to method earns service credit until the date of
be invested elsewhere) and does not earn service retirement
SIS « Member has a“nest
egg” at retirement D . .
- Member is eligible for an unreduced benefit at 99 . _smﬂﬂ_umq s _um:ﬂm»._” hﬂ mﬂﬂcm:m_:‘ reduced based
; on the amount of the lump sum
retirement « Upon termination, member’s P
nused annual and sick leave .
« Member must begin DROP participation within a . nw_“ cither ﬂ & conv. m_-.nm dto « Member selects an IBO at the time of actual
specific “window” of retirement eligibility, retirement credit retirement; there is no “window”
regardless of when the member anticipates actual or received as a lump sum
retirement « Once eligible, member can terminate and
. Reti fi : retire at any time when selecting an IBO
« If member terminates employment during DROP _amn_.qm-sm:n LA )
L X . selection cannot be changed
_om:_n_vm.n_o:. DROP ends immediately (member at a later date « Final Average Compensation (FAC) is
NEL G ) determined at actual retirement; all salary
. i increases are considered in FAC
« Final Average Compensation (FAC) is determined D m:noc-.mumn_ to
. s . request benefit estimates
atentryinto DROP; future salary increases will not by submitting Form 5-01 « Member can reach 100% of FAC
impact DROP benefit or accessing myLASERS on
« May be difficult for member to reach 100% of FAC theLASERS website .MM”MHM%MMMMH_..MMMMMhﬂwmhwnnmm“mwﬁw
« Retirement benefit option is selected at entry (Option 1 is not available to IBO retirees)
into DROP; seven options are available
« Beneficiary(ies) for retirement and IBO
- Beneficiary(ies) for retirement and DROP accounts are selected at the time of
accounts are selected at entry into DROP retirement
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WHAT'S THE DIFFERENCE?
Wanda is considering retirement options and is unsure if she should
participate in DROP or retire with an IBO. The following examples Example: Wanda retires with an IBO at age 55 with 33 years of service on March 1,
compare retirement after DROP participation to retirement with an 2016. Her final average compensation (FAC) is $50,000. She selects the Maximum
IBO. How would these options impact her retirement benefit? Option and the maximum IBO amount (36 months). She has 1.10 years of unused
leave that she chooses to convert to service credit. Her retirement benefit will be
Example: Wanda enters DROP with 30 years of service on March 2, 2013 and calculated as follows:
ends DROP participation on March 1, 2016. She enters DROP with a final Retirement Benefit (Unreduced Maximum)
average compensation (FAC) of $50,000 and chooses the Maximum Option. Accrual Years of
Her DROP retirement benefit will be calculated as follows: FAC x Rate x Service = $50,000 x 2.5% x 33.00 =
. . i i 41,250 per year ($3,437.50 monthl
DROP Benefit (Base Benefit) Maximum Benefit $ per year ($ y)
Accrual  Years of - Unused Leave Converted to Service Credit
FAC x Rate x Service = $50,000 x 2.5% x 30.00 =
Maximum DROP Benefit $37,500 per year ($3,125 monthly) - >wnmqﬁﬂm_x Mwmzﬂnomﬁn now@mﬁo: $50,000 x 2.5% x 1.10 =
While she continues to work during DROP participation, a monthly amount of (Added to Maximum Benefit) b [ e [EL e el
$3,125 will be deposited into her DROP account. She elected to participate in Maximum Monthly Benefit: $3,437.50 + $114.58 = $3,552.08
DROP for 36 months, so at the end of DROP participation, she will have . . . . .
$112,500 in her DROP account. To obtain ém:am s final (reduced) retirement U.m:m_n_r her age w:a the m_o_oﬂox_Bmﬁm
cost to receive the IBO lump sum are factored into the calculation. Wanda's age of
If Wanda retires immediately after completing DROP, she will not earn a 55 yields an approximate monthly cost (reduction) of $940.05. This reduction will be
supplemental retirement benefit. She has 1.10 years of unused leave that she subtracted from her maximum benefit to determine the actuarially reduced monthly
chooses to convert to service credit. Her final retirement benefit will be T A
calculated as follows:
; ) Actuarially Reduced Maximum Benefit
Unused Leave Converted to Service Credit
Pre-DROP  Accrual Y —— B Maximum Benefit - IBO Reduction = $3,552.08 - $940.05 =
FAC x Rate x Service = 550,000 x 2.5% x 1.10= Reduced Maximum Benefit $31,344.36 per year
After-DROP Leave Conversion $1,375 per year ($114.58 monthly) ($2,612.03 monthly)
Her monthly retirement benefit will be calculated by adding her DROP benefit Since Wanda chose the maximum IBO amount, she will receive a lump-sum payment
and her unused leave benefit: $3,125 + $114.58 = $3,239.58. Therefore, Wanda of $127,874.88. Her monthly benefit is actuarially reduced based on the amount of
will receive $3,239.58 per month until her death. the lump sum. Therefore, Wanda will receive $2,612.03 per month until her death.
Lifetime retirement benefit = $3,239.58 per month Lifetime retirement benefit = $2,612.03 per month
DROP account balance = $112,500 IBO lump sum amount = $127,874.88
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