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Investment Managers Con’t

Reinhart, Mahoney & Bryden .................. $104.4 M
Birmingham, Michigan
Manages domestic mid‑cap equities using a value-oriented style.

Rhumbline Investments ............................... $136.0 M
Boston, Massachusetts
Manages an equity portfolio constructed to replicate the performance  
of the Russell 1000 Index.

Steward Capital .................................................  $29.3 M
Birmingham, Michigan
Manages a large-cap equity portfolio of companies with both growth  
and value characteristics.

TransAmerica Investment  
Services .................................................................  $146.9 M
Los Angeles, California
An active fixed income manager which uses a research-driven  
approach to acquire undervalued quality bonds which fall within  
specific maturity guidelines.

Trust Company of the West .......................  $61.6 M
Los Angeles, California
Manages a portfolio of domestic mortgage-backed fixed income securities.

TT International ............................................. $154.4 M
London, England
Manages an international equity portfolio.

Union Heritage Capital  
Management ..........................................................  $26.8 M
Detroit, Michigan 
Manages domestic large-cap equities using a value-oriented style.

Woodford Capital ............................................  $42.9 M
Los Altos, California
Manages domestic equities encompassing all market sectors with a strategy 
which favors companies exhibiting superior growth characteristics.

The (following) is a copy of a 
Notice (To Those Eligible To 
Receive a Lump Sum Distribution 
From The Defined Contribution 
Plan Of The Retirement System) 
which is required by the Internal 
Revenue Code and Regulations. 
This information is not given as  
tax advice. It is given as tax informa
tion for you to share with your tax 
advisor. The notice was prepared  
by the Retirement System’s legal 
advisor in conformity with the 
Internal Revenue Code and 
Regulations.

Defined  
Contribution Plan
Retirement System Federal I.D. No. 
38‑2465279

Qualified Defined Contribution 
Plan IRS Letter March 5, 1987

The Defined Contribution Plan is a 
“Qualified Plan” and is subject to 
applicable provisions of the Internal 
Revenue Code.

This notice contains important 
information you will need to decide 
how to receive your Defined 
Contribution Plan benefits. This 

notice is provided to you by the 
Police and Fire Retirement System 
because all or part of this payment 
that you will soon receive or be 
entitled to from the Defined 
Contribution Plan of the Police and 
Fire Retirement System of the City 
of Detroit may be eligible for 
rollover by you or your Plan 
Administrator (Board of Trustees) 
to a traditional IRA or another 
qualified employer plan.  
A traditional IRA DOES NOT 
include a Roth IRA, Simple IRA or 
Education IRA.

If you have additional questions 
after reading this notice, you may 
contact Cynthia Thomas  
at (313) 224‑3321.

Notice to Recipient of Total 
or Partial Lump Sum 
Distribution

Due to the complexity of the tax 
laws and other considerations, the 
Board of Trustees does not involve 
itself with the providing of tax 
advice. This notice is provided to 
you in accordance with Internal 
Revenue Regulation 1.402(f)‑l and 
Internal Revenue Code Section 402.

Your lump sum distribution 
includes amounts which have not 
been previously included in your 
taxable income and amounts which 
have previously been included in 
your taxable income. This 
distribution represents a total or 
partial withdrawal of amounts held 
in your defined contribution plan 
(annuity savings fund amounts).

The Board Of Trustees Makes  
No Representation Or Gives No 
Assurance With Respect To 
What May or May Not Be 
Permissible Under The Tax Law. 
Consult Your Tax Advisor.

Special Tax Rules
The Internal Revenue Code 
provides several complex rules 
relating to the taxation of the 
amounts you received in this 
distribution. This notice merely 
summarizes certain rules. You 
should promptly consult a tax 
advisor in deciding what course to 
follow with respect to any 
distribution from the Defined 
Contribution Plan of the 
Retirement System.

Text Of The Safe 
Harbor Explanation
Special Tax Notice 
Regarding Plan 
Payments
This notice contains important 
information you will need before 
you decide how to receive your 
benefits from the Retirement 
System (the “Plan”).

Summary
Effective January 1, 2002, the 
portion of the payment from the 
Defined Contribution Plan that is 
not taxable is eligible for rollover 
under certain conditions. The 
conditions are that the eligible 
Retirement Plan must be a plan 
which accepts rollovers of 
nontaxable amounts and is either 
an Individual Retirement Plan 
described in Internal Revenue 
Code Section 408 (a) or an 
Individual Retirement annuity 
described in Internal Revenue 
Code Section 408 (b) other than an 
endowment contract. The portion 
of the payment from the Plan that 
is taxable and that is eligible for 
“rollover” can be taken in two ways. 

Special Information
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You can have all or any portion of 
the part of your payment that is 
taxable either 1) PAID IN A 
“DIRECT ROLLOVER” (sometimes 
called a DIRECT TRANSFER), or 
2) PAID TO YOU. A rollover is a 
payment of your Plan benefits to a 
traditional IRA or to another 
qualified employer plan. This 
choice will affect the tax you owe.

If you choose a Direct Rollover/ 
Direct Transfer of the nontaxable 
portion of your withdrawal 
distribution, such portion will not 
be taxed when you take it out of 
the rollover vehicle because you 
previously paid taxes on such 
amount.

If you choose a DIRECT 
ROLLOVER/DIRECT 
TRANSFER of the taxable  
portion of your withdrawal 
distribution from your Defined 
Contribution Plan:
n	� Your payment will not be taxed 

in the current year and no 
income tax will be withheld.

n	� Your payment will be made 
directly to your IRA or, if you 

choose, to another plan that 
accepts your rollover.

n	 Your payment will be taxed later 	
	 when you take it out of the IRA 	
	 or the employer plan.

If you choose to have your Plan 
benefits PAID TO YOU:
n	� Your nontaxable portion will 

be returned to you without tax 
consequence.

n	� You will receive only 80%  
of the taxable portion of the 
payment, because the Plan 
administrator is required to 
withhold 20% of the taxable 
portion of the payment and 
send it to the IRS as income 
tax withholding to be credited 
against your taxes.

n	� Your payment of the taxable 
portion of your distribution 
will be taxed in the current 
year unless you roll it over. 
You may be able to use special 
tax rules that could reduce the 
tax you owe. However, if you 
receive the payment before age 
591⁄2, you also may have to pay 
an additional 10% tax. If you 

receive the payment and are at 
least age fifty-five (55) AND you 
terminate employment with the 
governmental employer, you may 
not be subject to the additional 
10% tax.

n	� You can roll the taxable portion 
over by paying it to your 
traditional IRA or to another 
qualified employer plan that 
accepts your rollover within 60 
days of receiving the payment. 
The amount rolled over will not 
be taxed until you take it out of 
the IRA or employer plan.

n	� You can also roll over the non
taxable portion to an Individual 
Retirement Account under 
Internal Revenue Code Section 
408 (a) or Individual Retirement 
Annuity under Internal Revenue 
Code Section 408 (b) (other 
than an endowment contract), 
401 (a) or 403 (b) Plan, provided 
such plan accepts rollovers of 
nontaxable amounts.

n	� If you want to roll over 100% 
of the taxable portion of the 
payment to an IRA or an 
employer plan, you must find 

other money to replace the 
20% that was withheld. If you 
roll over only the 80% that you 
received, you will be taxed on the 
20% that was withheld and that 
is not rolled over.

I. Payments That  
Can And Cannot Be 
Rolled Over
Payments from the Plan may be 
“eligible rollover distributions.” This 
means that they can be rolled over 
to a traditional IRA or to another 
qualified employer plan that 
accepts rollovers. Payments from 
a plan cannot be rolled over to a 
Roth IRA, a Simplified or an  
Education IRA.

Payments Spread Over Long 
Periods. You cannot roll over a 
payment if it is part of a series of 
equal (or almost equal) payments 
that are made at least once a year 
and that will last for:
n � your lifetime (or your life 

expectancy), or
n � your lifetime and your 

beneficiary’s lifetime (or life 
expectancies), or,

n � a period of 10 years or more.

Required Minimum Payments. 
Beginning in the year you reach 
age 701⁄2, a certain portion of your 
payment cannot be rolled over 
because it is a “required minimum 
payment” that must be paid to you.

General Rule Regarding 
Nontaxable Amounts. 
Nontaxable amounts may be rolled 
to a 408(a) IRA or 408(b) Annuity, 
401(a) or 403 (b) plan, provided 
such plan accepts nontaxable 
accounts.

II. Direct Rollover
You can choose a direct rollover 
of all or any portion of your 
payment that is an “eligible roll
over distribution,” as described 
previously. In a direct rollover, the 
eligible rollover distribution is paid 
directly from the Plan to an IRA or 
another plan that accepts rollovers. 
If you choose a direct rollover, you 
are not taxed on a payment until 
you later take it out of the IRA or 
the employer plan.

Payments To a Plan Which 
Does Not Accept Rollover 
of Nontaxable Amounts. 
Nontaxable payments cannot be 

made to a plan which does not 
accept rollover of nontaxable 
amounts. However, if the plan 
described as an Internal Revenue 
Code traditional IRA or Internal 
Revenue Code 408 (b) Annuity 
or to a qualified employer plan 
described in Internal Revenue 
Code 401 (a) or Annuity described 
in 403 (a) “qualified employer plan” 
accepts rollovers of nontaxable 
amounts, such nontaxable amounts 
may be rolled over to such plans.

Direct Rollover to an IRA. 
You can open an IRA to receive the 
direct rollover. (The term “IRA,” 
as used in this notice, includes 
individual retirement accounts and 
individual retirement annuities.) If 
you choose to have your payment 
made directly to an IRA, contact 
an IRA sponsor (usually a financial 
institution) to find out how to 
have your payment made in a 
direct rollover to an IRA at that 
institution. If you are unsure of 
how to invest your money, you 
can temporarily establish an IRA 
to receive the payment. However, 
in choosing an IRA, you may wish 
to consider whether the IRA you 

choose will allow you to move 
all or part of your payment to 
another IRA at a later date, without 
penalties or other limitations. See 
IRS Publication 590, Individual 
Retirement Arrangements, for more 
information on IRAs (including 
limits on how often you can roll 
over between IRAs). Be sure to 
determine whether the plan you 
intend to use as a rollover vehicle 
will accept rollovers of nontaxable 
amounts if you intend to roll over 
nontaxable amounts.

Direct Rollover to a Plan. 
If you are employed by a new 
employer that has a plan, and you 
want a direct rollover to that plan, 
ask the administrator of that plan 
whether it will accept your rollover. 
If your new employer’s plan does 
not accept a rollover, you can 
choose a direct rollover to an IRA. 
Be sure to determine whether the 
plan you intend to use as a rollover 
vehicle will accept rollovers of non
taxable amounts if you intend to 
roll over nontaxable amounts.

Direct Rollover of a Series 
of Payments. If you receive 
eligible rollover distributions that 

are paid in a series for less than 
10 years, your choice to make or 
not to make a direct rollover for 
a payment will apply to all later 
payments in the series until you 
change your election. You are free 
to change your election for any 
later payment  
in the series.

III. Payment Paid To You
If you have the payment made  
to you, the taxable portion is 
subject to 20% income tax with
holding. The payment is taxed 
in the year you receive it unless, 
within 60 days, you roll it over to 
an IRA or another plan that accepts 
rollovers. If you do not roll it over, 
special tax rules  
may apply.

Income Tax 
Withholding:
Mandatory Withholding.  
If any portion of the payment  
to you is taxable, the Plan is 
required by law to withhold 20% of 
that amount. This amount is sent to 
the IRS as income tax withholding. 
For example, if your taxable eligible 
rollover distribution is $10,000 only 
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You can have all or any portion of 
the part of your payment that is 
taxable either 1) PAID IN A 
“DIRECT ROLLOVER” (sometimes 
called a DIRECT TRANSFER), or 
2) PAID TO YOU. A rollover is a 
payment of your Plan benefits to a 
traditional IRA or to another 
qualified employer plan. This 
choice will affect the tax you owe.

If you choose a Direct Rollover/ 
Direct Transfer of the nontaxable 
portion of your withdrawal 
distribution, such portion will not 
be taxed when you take it out of 
the rollover vehicle because you 
previously paid taxes on such 
amount.

If you choose a DIRECT 
ROLLOVER/DIRECT 
TRANSFER of the taxable  
portion of your withdrawal 
distribution from your Defined 
Contribution Plan:
n	� Your payment will not be taxed 

in the current year and no 
income tax will be withheld.

n	� Your payment will be made 
directly to your IRA or, if you 

choose, to another plan that 
accepts your rollover.

n	 Your payment will be taxed later 	
	 when you take it out of the IRA 	
	 or the employer plan.

If you choose to have your Plan 
benefits PAID TO YOU:
n	� Your nontaxable portion will 

be returned to you without tax 
consequence.

n	� You will receive only 80%  
of the taxable portion of the 
payment, because the Plan 
administrator is required to 
withhold 20% of the taxable 
portion of the payment and 
send it to the IRS as income 
tax withholding to be credited 
against your taxes.

n	� Your payment of the taxable 
portion of your distribution 
will be taxed in the current 
year unless you roll it over. 
You may be able to use special 
tax rules that could reduce the 
tax you owe. However, if you 
receive the payment before age 
591⁄2, you also may have to pay 
an additional 10% tax. If you 

receive the payment and are at 
least age fifty-five (55) AND you 
terminate employment with the 
governmental employer, you may 
not be subject to the additional 
10% tax.

n	� You can roll the taxable portion 
over by paying it to your 
traditional IRA or to another 
qualified employer plan that 
accepts your rollover within 60 
days of receiving the payment. 
The amount rolled over will not 
be taxed until you take it out of 
the IRA or employer plan.

n	� You can also roll over the non
taxable portion to an Individual 
Retirement Account under 
Internal Revenue Code Section 
408 (a) or Individual Retirement 
Annuity under Internal Revenue 
Code Section 408 (b) (other 
than an endowment contract), 
401 (a) or 403 (b) Plan, provided 
such plan accepts rollovers of 
nontaxable amounts.

n	� If you want to roll over 100% 
of the taxable portion of the 
payment to an IRA or an 
employer plan, you must find 

other money to replace the 
20% that was withheld. If you 
roll over only the 80% that you 
received, you will be taxed on the 
20% that was withheld and that 
is not rolled over.

I. Payments That  
Can And Cannot Be 
Rolled Over
Payments from the Plan may be 
“eligible rollover distributions.” This 
means that they can be rolled over 
to a traditional IRA or to another 
qualified employer plan that 
accepts rollovers. Payments from 
a plan cannot be rolled over to a 
Roth IRA, a Simplified or an  
Education IRA.

Payments Spread Over Long 
Periods. You cannot roll over a 
payment if it is part of a series of 
equal (or almost equal) payments 
that are made at least once a year 
and that will last for:
n � your lifetime (or your life 

expectancy), or
n � your lifetime and your 

beneficiary’s lifetime (or life 
expectancies), or,

n � a period of 10 years or more.

Required Minimum Payments. 
Beginning in the year you reach 
age 701⁄2, a certain portion of your 
payment cannot be rolled over 
because it is a “required minimum 
payment” that must be paid to you.

General Rule Regarding 
Nontaxable Amounts. 
Nontaxable amounts may be rolled 
to a 408(a) IRA or 408(b) Annuity, 
401(a) or 403 (b) plan, provided 
such plan accepts nontaxable 
accounts.

II. Direct Rollover
You can choose a direct rollover 
of all or any portion of your 
payment that is an “eligible roll
over distribution,” as described 
previously. In a direct rollover, the 
eligible rollover distribution is paid 
directly from the Plan to an IRA or 
another plan that accepts rollovers. 
If you choose a direct rollover, you 
are not taxed on a payment until 
you later take it out of the IRA or 
the employer plan.

Payments To a Plan Which 
Does Not Accept Rollover 
of Nontaxable Amounts. 
Nontaxable payments cannot be 

made to a plan which does not 
accept rollover of nontaxable 
amounts. However, if the plan 
described as an Internal Revenue 
Code traditional IRA or Internal 
Revenue Code 408 (b) Annuity 
or to a qualified employer plan 
described in Internal Revenue 
Code 401 (a) or Annuity described 
in 403 (a) “qualified employer plan” 
accepts rollovers of nontaxable 
amounts, such nontaxable amounts 
may be rolled over to such plans.

Direct Rollover to an IRA. 
You can open an IRA to receive the 
direct rollover. (The term “IRA,” 
as used in this notice, includes 
individual retirement accounts and 
individual retirement annuities.) If 
you choose to have your payment 
made directly to an IRA, contact 
an IRA sponsor (usually a financial 
institution) to find out how to 
have your payment made in a 
direct rollover to an IRA at that 
institution. If you are unsure of 
how to invest your money, you 
can temporarily establish an IRA 
to receive the payment. However, 
in choosing an IRA, you may wish 
to consider whether the IRA you 

choose will allow you to move 
all or part of your payment to 
another IRA at a later date, without 
penalties or other limitations. See 
IRS Publication 590, Individual 
Retirement Arrangements, for more 
information on IRAs (including 
limits on how often you can roll 
over between IRAs). Be sure to 
determine whether the plan you 
intend to use as a rollover vehicle 
will accept rollovers of nontaxable 
amounts if you intend to roll over 
nontaxable amounts.

Direct Rollover to a Plan. 
If you are employed by a new 
employer that has a plan, and you 
want a direct rollover to that plan, 
ask the administrator of that plan 
whether it will accept your rollover. 
If your new employer’s plan does 
not accept a rollover, you can 
choose a direct rollover to an IRA. 
Be sure to determine whether the 
plan you intend to use as a rollover 
vehicle will accept rollovers of non
taxable amounts if you intend to 
roll over nontaxable amounts.

Direct Rollover of a Series 
of Payments. If you receive 
eligible rollover distributions that 

are paid in a series for less than 
10 years, your choice to make or 
not to make a direct rollover for 
a payment will apply to all later 
payments in the series until you 
change your election. You are free 
to change your election for any 
later payment  
in the series.

III. Payment Paid To You
If you have the payment made  
to you, the taxable portion is 
subject to 20% income tax with
holding. The payment is taxed 
in the year you receive it unless, 
within 60 days, you roll it over to 
an IRA or another plan that accepts 
rollovers. If you do not roll it over, 
special tax rules  
may apply.

Income Tax 
Withholding:
Mandatory Withholding.  
If any portion of the payment  
to you is taxable, the Plan is 
required by law to withhold 20% of 
that amount. This amount is sent to 
the IRS as income tax withholding. 
For example, if your taxable eligible 
rollover distribution is $10,000 only 
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$8,000 will be paid to you because 
the Plan must withhold $2,000 as 
income tax. However, when you 
prepare your income tax return 
for the year, you will report the 
full $10,000 as a payment from the 
Plan. You will report the $2,000 as 
tax withheld, and it will be credited 
against any income tax you owe for 
the year.

Sixty‑Day Rollover Option. 
If you have an eligible rollover 
distribution paid to you, you can 
still decide to roll over all or part of 
it to an IRA or another employer 
plan that accepts rollovers. If you 
decide to roll over, you must make 
the rollover within 60 days after 
you receive the payment. The 
portion of your payment that is 
rolled over will not be taxed until 
you take it out of the IRA or the 
employer plan.

You can roll over up to 100% of 
the eligible rollover distribution, 
including an amount equal to the 
20% that was withheld. If you 
choose to roll over 100%, you must 
find other money within the 60‑day 
period to contribute to the IRA or 

the employer plan to replace the 
20% that was withheld. On the 
other hand, if you roll over only 
the 80% that you received, you 
will be taxed on the 20% that was 
withheld.

Example: Your taxable distribu
tion is $10,000, and you choose to 
have it paid to you. You will receive 
$8,000, and $2,000 will be sent to 
the IRS as income tax withholding. 
Within 60 days after receiving the 
$8,000, you may roll over the entire 
$10,000 to an IRA or employer 
plan. To do this, you roll over the 
$8,000 you received from the Plan, 
and you will have to find $2,000 
from other sources (your savings, 
a loan, etc.). In this case, the entire 
$10,000 is not taxed until you take 
it out of the IRA or employer plan. 
If you roll over the entire $10,000, 
when you  
file your income tax return you 
may get a refund of the $2,000 
withheld.

If, on the other hand, you roll over 
only $8,000, the $2,000 you did 
not roll over is taxed in the year 
it was withheld. When you file 

your income tax return you may 
get a refund of part of the $2,000 
withheld. (However, any refund is 
likely to be larger if you roll over 
the entire $10,000.)

Additional 10% Tax If You 
Are Under Age 591⁄2. If you 
receive a payment before you 
reach age 591⁄2 and you do not 
roll it over, then, in addition to the 
regular income tax, you may have 
to pay an extra tax equal to 10% of 
the taxable portion of the payment. 
The additional 10% tax does not 
apply to your payment if it is (1) 
paid to you because you separate 
from service with your employer 
during or after the year you reach 
age 55, (2) paid because you retire 
due to disability, (3) paid to you as 
equal (or almost equal) payments 
over your life or life expectancy (or 
your and your beneficiary’s lives 
or life expectancies), or (4) used 
to pay certain medical expenses. 
See IRS Form 5329 for more 
information on the additional 10% 
tax.

Special Tax Treatment. If your 
taxable distribution is not rolled 

over, it will be taxed in the year you 
receive it. However, if it qualifies 
as a “lump sum distribution,” it 
may be eligible for special tax treat
ment. A lump sum distribution is a 
payment, within one year, of your 
entire balance under the Plan (and 
certain other similar plans of the 
employer) that is payable to you 
because you have reached age 591⁄2 
or have separated from service with 
your employer (or, in the case of a 
self‑employed individual, because 
you have reached age 591⁄2 or have 
become disabled). For a payment to 
qualify as a lump sum distribution, 
you must have been a participant 
in the Plan for at least 5 years. The 
special tax treatment for lump sum 
distributions is described below.

Ten‑Year Averaging If  
You Were Born Before 
January 1, 1936. If you receive 
a lump sum distribution and you 
were born before January 1, 1936, 
you can make a one‑time election 
to figure the tax on the payment by 
using “10‑year averaging” (using 
1986 tax rates) instead of 5‑year 
averaging (using current tax rates). 

Like the 5‑year averaging rules, 
10‑year averaging often reduces the 
tax you owe.

Capital Gain Treatment 
If You Were Born Before 
January, 1, 1936. In addition,  
if you receive a lump sum distri
bution and you were born before 
January 1, 1936, you may elect to 
have the part of your payment that 
is attributable to your pre‑ 
1974 participation in the Plan  
(if any) taxed as long‑term capital 
gain at a rate of 20%.

There are other limits on the 
special tax treatment for lump 
sum distributions. For example: 
you can generally elect this special 
tax treatment only once in your 
lifetime, and the election applies 
to all lump sum distributions that 
you receive in that same year. If 
you have previously rolled over a 
payment from the Plan (or certain 
other similar plans of the employer) 
you cannot use this special tax 
treatment for later payments from 
the IRA. Also, if you roll over only 
a portion of your payment to an 
IRA, this special tax treatment is 

not available for the rest of the 
payment. Additional restrictions 
are described in IRS Form 4972, 
which has more information on 
lump sum distributions and how 
you elect the special tax treatment.

Tax Treatment of Partial 
Distribution. A partial with
drawal of Defined Contribution 
Plan amounts generally may be 
subject to a special rule whereby 
the distribution is taxable up to 
the amount of interest earnings. 
However, an exception to the 
general rule may be applicable with 
respect to recovering pre-August 
14, 1982, (post‑tax) contributions 
without taxable consequence. If 
you qualify under said exception, 
only amounts in excess of your 
pre-August 14, 1982, (post‑tax) 
contribution would be taxable (up 
to the amount of interest credited 
to your Defined Contribution 
Plan amounts). Accordingly, you 
may be subject to tax on partial 
distributions and a Form 1099R 
will be filed by the Retirement 
System with the Internal  
Revenue Service.

Exclusionary Ratio Rule. 
Employees who do not withdraw 
their contributions to the Defined 
Contributions Plan (Annuity), but, 
instead chose to receive a monthly 
annuity together with their 
payments from the Defined Benefit 
Plan will have the taxable portion 
of their annuity payment computed 
in accordance with the Internal 
Revenue Code.

The amount of an employee’s 
after‑tax employee contributions is 
referred to as the participant “basis” 
or the “investment in contract.” 
The ratio of the basis to the present 
value of expected future benefit 
payments is called the “exclusion 
ratio.” Once determined, the 
exclusion ratio is applied to the 
monthly benefit payment to 
determine the tax‑free portion 
of that benefit. Employees should 
consult with their tax consultant 
with regards to the “Special Rules” 
for participants who chose to 
receive their Defined Contribution 
Plan in the form of a monthly 
annuity.

IV. Surviving Spouses, 
Alternate Payees, and 
Other Beneficiaries
In general, the rules summar
ized previously that apply to 
payments to employees also apply 
to payments to surviving spouses 
of employees and to spouses or 
former spouses who are “alternate 
payees.” You are an alternate payee 
if your interest in the Plan results 
from a “qualified domestic relations 
order,” which is an order issued by 
the court, usually in connection 
with a divorce or legal separation. 
Some of the rules summarized 
previously also apply to a deceased 
employee’s beneficiary who is 
not a spouse. However, there are 
some exceptions for payments to 
surviving spouses, alternate payees, 
and other beneficiaries that should 
be mentioned.

If you are a surviving spouse, you 
may choose to have an eligible 
rollover distribution paid in direct 
rollover to an IRA or paid to you. If 
you have the payment paid to you, 
you can keep it or roll it over your
self to an IRA but you cannot roll 

Special Information Con’t
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$8,000 will be paid to you because 
the Plan must withhold $2,000 as 
income tax. However, when you 
prepare your income tax return 
for the year, you will report the 
full $10,000 as a payment from the 
Plan. You will report the $2,000 as 
tax withheld, and it will be credited 
against any income tax you owe for 
the year.

Sixty‑Day Rollover Option. 
If you have an eligible rollover 
distribution paid to you, you can 
still decide to roll over all or part of 
it to an IRA or another employer 
plan that accepts rollovers. If you 
decide to roll over, you must make 
the rollover within 60 days after 
you receive the payment. The 
portion of your payment that is 
rolled over will not be taxed until 
you take it out of the IRA or the 
employer plan.

You can roll over up to 100% of 
the eligible rollover distribution, 
including an amount equal to the 
20% that was withheld. If you 
choose to roll over 100%, you must 
find other money within the 60‑day 
period to contribute to the IRA or 

the employer plan to replace the 
20% that was withheld. On the 
other hand, if you roll over only 
the 80% that you received, you 
will be taxed on the 20% that was 
withheld.

Example: Your taxable distribu
tion is $10,000, and you choose to 
have it paid to you. You will receive 
$8,000, and $2,000 will be sent to 
the IRS as income tax withholding. 
Within 60 days after receiving the 
$8,000, you may roll over the entire 
$10,000 to an IRA or employer 
plan. To do this, you roll over the 
$8,000 you received from the Plan, 
and you will have to find $2,000 
from other sources (your savings, 
a loan, etc.). In this case, the entire 
$10,000 is not taxed until you take 
it out of the IRA or employer plan. 
If you roll over the entire $10,000, 
when you  
file your income tax return you 
may get a refund of the $2,000 
withheld.

If, on the other hand, you roll over 
only $8,000, the $2,000 you did 
not roll over is taxed in the year 
it was withheld. When you file 

your income tax return you may 
get a refund of part of the $2,000 
withheld. (However, any refund is 
likely to be larger if you roll over 
the entire $10,000.)

Additional 10% Tax If You 
Are Under Age 591⁄2. If you 
receive a payment before you 
reach age 591⁄2 and you do not 
roll it over, then, in addition to the 
regular income tax, you may have 
to pay an extra tax equal to 10% of 
the taxable portion of the payment. 
The additional 10% tax does not 
apply to your payment if it is (1) 
paid to you because you separate 
from service with your employer 
during or after the year you reach 
age 55, (2) paid because you retire 
due to disability, (3) paid to you as 
equal (or almost equal) payments 
over your life or life expectancy (or 
your and your beneficiary’s lives 
or life expectancies), or (4) used 
to pay certain medical expenses. 
See IRS Form 5329 for more 
information on the additional 10% 
tax.

Special Tax Treatment. If your 
taxable distribution is not rolled 

over, it will be taxed in the year you 
receive it. However, if it qualifies 
as a “lump sum distribution,” it 
may be eligible for special tax treat
ment. A lump sum distribution is a 
payment, within one year, of your 
entire balance under the Plan (and 
certain other similar plans of the 
employer) that is payable to you 
because you have reached age 591⁄2 
or have separated from service with 
your employer (or, in the case of a 
self‑employed individual, because 
you have reached age 591⁄2 or have 
become disabled). For a payment to 
qualify as a lump sum distribution, 
you must have been a participant 
in the Plan for at least 5 years. The 
special tax treatment for lump sum 
distributions is described below.

Ten‑Year Averaging If  
You Were Born Before 
January 1, 1936. If you receive 
a lump sum distribution and you 
were born before January 1, 1936, 
you can make a one‑time election 
to figure the tax on the payment by 
using “10‑year averaging” (using 
1986 tax rates) instead of 5‑year 
averaging (using current tax rates). 

Like the 5‑year averaging rules, 
10‑year averaging often reduces the 
tax you owe.

Capital Gain Treatment 
If You Were Born Before 
January, 1, 1936. In addition,  
if you receive a lump sum distri
bution and you were born before 
January 1, 1936, you may elect to 
have the part of your payment that 
is attributable to your pre‑ 
1974 participation in the Plan  
(if any) taxed as long‑term capital 
gain at a rate of 20%.

There are other limits on the 
special tax treatment for lump 
sum distributions. For example: 
you can generally elect this special 
tax treatment only once in your 
lifetime, and the election applies 
to all lump sum distributions that 
you receive in that same year. If 
you have previously rolled over a 
payment from the Plan (or certain 
other similar plans of the employer) 
you cannot use this special tax 
treatment for later payments from 
the IRA. Also, if you roll over only 
a portion of your payment to an 
IRA, this special tax treatment is 

not available for the rest of the 
payment. Additional restrictions 
are described in IRS Form 4972, 
which has more information on 
lump sum distributions and how 
you elect the special tax treatment.

Tax Treatment of Partial 
Distribution. A partial with
drawal of Defined Contribution 
Plan amounts generally may be 
subject to a special rule whereby 
the distribution is taxable up to 
the amount of interest earnings. 
However, an exception to the 
general rule may be applicable with 
respect to recovering pre-August 
14, 1982, (post‑tax) contributions 
without taxable consequence. If 
you qualify under said exception, 
only amounts in excess of your 
pre-August 14, 1982, (post‑tax) 
contribution would be taxable (up 
to the amount of interest credited 
to your Defined Contribution 
Plan amounts). Accordingly, you 
may be subject to tax on partial 
distributions and a Form 1099R 
will be filed by the Retirement 
System with the Internal  
Revenue Service.

Exclusionary Ratio Rule. 
Employees who do not withdraw 
their contributions to the Defined 
Contributions Plan (Annuity), but, 
instead chose to receive a monthly 
annuity together with their 
payments from the Defined Benefit 
Plan will have the taxable portion 
of their annuity payment computed 
in accordance with the Internal 
Revenue Code.

The amount of an employee’s 
after‑tax employee contributions is 
referred to as the participant “basis” 
or the “investment in contract.” 
The ratio of the basis to the present 
value of expected future benefit 
payments is called the “exclusion 
ratio.” Once determined, the 
exclusion ratio is applied to the 
monthly benefit payment to 
determine the tax‑free portion 
of that benefit. Employees should 
consult with their tax consultant 
with regards to the “Special Rules” 
for participants who chose to 
receive their Defined Contribution 
Plan in the form of a monthly 
annuity.

IV. Surviving Spouses, 
Alternate Payees, and 
Other Beneficiaries
In general, the rules summar
ized previously that apply to 
payments to employees also apply 
to payments to surviving spouses 
of employees and to spouses or 
former spouses who are “alternate 
payees.” You are an alternate payee 
if your interest in the Plan results 
from a “qualified domestic relations 
order,” which is an order issued by 
the court, usually in connection 
with a divorce or legal separation. 
Some of the rules summarized 
previously also apply to a deceased 
employee’s beneficiary who is 
not a spouse. However, there are 
some exceptions for payments to 
surviving spouses, alternate payees, 
and other beneficiaries that should 
be mentioned.

If you are a surviving spouse, you 
may choose to have an eligible 
rollover distribution paid in direct 
rollover to an IRA or paid to you. If 
you have the payment paid to you, 
you can keep it or roll it over your
self to an IRA but you cannot roll 
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it over to an employer plan. If you 
are an alternate payee, you have 
the same choices as the employee. 
Thus, you can have the payment 
paid as a direct rollover or paid to 
you. If you have it paid to you, you 
can keep it or roll it over yourself to 
an IRA or to another employer plan 
that accepts rollovers. If you are a 
beneficiary other than the surviving 
spouse, you cannot choose a direct 
rollover, and you cannot roll over 
the payment yourself.

If you are a surviving spouse, 
an alternate payee, or another 
beneficiary, your payment is not 
subject to the additional 10% tax 
described in section III, even if you 
are younger than age 591⁄2.

If you are a surviving spouse,  
an alternate payee, or another 
beneficiary, you may be able to 
use the special tax treatment for 
lump sum distributions. If you 
receive a payment because of the 
employee’s death, you may be able 
to treat the payment as a lump sum 
distribution if the employee met 
the appropriate age requirements, 
whether or not the employee had 5 
years of participation in the Plan.

How To Obtain 
Additional Information
This notice summarizes only the 
federal (not state or local) tax rules 
that might apply to your payment. 
The rules described previously 
are complex and contain many 
conditions and exceptions that are 
not included in this notice. There
fore, you may want to consult with 
a professional tax advisor before 
you take a payment of your benefits 
from the Plan. Also,  
you can find more specific infor
mation on the tax treatment  
of payments from qualified 
retirement plans in IRS Publica
tions 575, Pension and Annuity 
Income, and IRS Publication 590, 
Individual Retirement Arrange
ments. These publications are 
available from your local IRS 
office, on the IRS Internet web 
site at www.irs.gov, or by calling 
1‑800‑TAX‑FORMS.

Consult Your  
Tax Advisor
You should consult your tax advisor 
with respect to your individual tax 
matters. You should consult your 
tax advisor regarding any special 

tax advantages which may be 
available for you or any special tax 
rules applicable to you.

Benefits payable upon a partici
pant’s death or payable pursuant to 
a domestic relations order may be 
eligible for special tax treatment.

Other Special Rules
If you have made voluntary 
after‑tax nondeductible contri
butions to the Plan, you should 
consult a tax advisor as to any 
special tax advantages which may 
be available for you to use.

IRS Reporting
In addition to information the 
Retirement System will report 
to the IRS on Form 1099R with 
respect to the taxable portion of 
your plan distribution, you may 
also be required to file certain 
forms if you elect special tax 
treatment of your distribution. For 
example, IRS Form 4972 is used if 
special 10‑year averaging is used. 
You should consult your tax advisor 
in this regard.

The board of trustees makes  
no representation or gives no 
assurance with respect to what 
may or may not be permissible 
under the tax law. Consult your 
tax advisor.

This notice is intended to provide 
general information regarding 
the various tax issues for you 
to consider regarding (total or 
partial) lump sum distributions. 
Because of the complexity of 
distributions from any type of 
retirement plan, you should seek 
the advice of a tax advisor to  
help you determine if you 
are eligible for special tax 
treatment and to determine 
the tax consequences regarding 
your withdrawal of the Defined 
Contribution Plan amounts.

Note: The following Questions and Answers are general in nature. However, 
it is possible that collective bargaining agreements may contain provisions 
which are different than the answers provided here. To the extent of any 
conflict between any applicable collective bargaining agreement and this 
report the terms of said collective bargaining agreement control. Accordingly, 
please consult your collective bargaining agreement for the definitive answer 
to any question regarding benefits.

Q.	 When may I retire? 
A.	 You may retire when you have at least 25 years of credited service 
regardless of age. Credited service is the total number of years, months 
and days of active service a member accumulates for pension purposes 
toward retirement. When you retire, you will be paid a straight life 
retirement allowance each month for  
as long as you live. Or, at the time you retire, you may choose an Option 
II, Option A or Option III retirement allowance which will provide 
lifetime benefits to you and upon your death will continue throughout the 
life of your designated beneficiary.

Effective July 1, 1998, (June 30, 2001, for DPOA members and their 
Fire equivalents) layoff time can be included to determine your 25th 
anniversary date for retirement, however, your retirement amount will be 
based on your actual worked service time.

Q.	H ow is the amount of my straight life retirement  
allowance computed? 
A.	 Your retirement allowance is based upon your years of credited service 
and your average final compensation.

Hired prior to 1/1/69 (Old Plan)

Your total retirement allowance (pension plus annuity) is equal  
to two and one-half percent (2.50%) of your average final compensation 
multiplied by your years of credited service, not  
to exceed 25 years. The pension portion cannot exceed fifteen 
twenty‑seconds (15/22) of the maximum earnable compensation of a 
patrolman/firefighter.

Average Final Compensation is the average of the “maximum rate of pay” 
fixed by the budget, at the time of your termination, of your rank or ranks 
held during your last five years of service (effective July 1, 2000, last three 
years for DPCOA and Executive members and their fire equivalents), 
plus the value of your last full longevity payment. Members also have the 
option to retire under the “New Plan” provisions which follow.

Hired on or after 1/1/69 (New Plan)

Your total retirement allowance (pension plus annuity) is equal  
to two and one-half percent (2.50%) of your average final compensation 
for the first 25 years of credited service and  
two and one-tenth percent (2.10%) for years beyond 25 to a maximum of 
35 years of service. Average final compensation  
is the same as under the “Old Plan.”

Note: When you retire, if you withdraw or have already withdrawn your 
accumulated Defined Contribution Plan (Annuity Savings Fund) in a 
lump sum, your total retirement allowance will be reduced.

Q.	 A straight life retirement allowance provides me with payments for 
life. Can I financially protect my beneficiary by choosing some other 
form of payment? 
A.	 Yes, you can provide lifetime financial protection for your beneficiary 
by choosing Option II, Option A or Option III. This choice must be made 
when you retire. You cannot change the option of your beneficiary after 
you cash a retirement check. The amount of an Option II, Option A or 
Option III retirement allowance is based upon the amount of your straight 
life retirement allowance and the age of you and your beneficiary. These 
amounts decrease with increasing age, for the same reasons that insurance 
premiums increase with increasing age. When you choose Option II, 
Option A or Option III, in a sense you are paying monthly insurance 
premiums to provide a survivorship benefit for your beneficiary upon your 
death. The “premium” is the difference between the straight life amount 
to which you are entitled and the amount you receive under the optional 
payment plan. Therefore, the difference between the amount of your 
straight life retirement allowance and the amount of the Option II, Option 
A or Option III retirement allowance represents the cost of paying your 
beneficiary’s allowance. The value of each optional form of payment equals 
the actuarial value of the straight life retirement allowance; they all have 
the same cost to the Retirement System at the time you retire. The options 
are made available to you as  
a convenience in planning your personal retirement program.

Option II – Joint and Survivor Allowance

Under this plan you would receive the Option II retirement allowance for 
as long as you live. Upon your death your beneficiary would receive 100 
percent of the Option II annual retirement allowance for life.




