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“The fact that we’ve been with Mockenhaupt Benefits Group for
over 25 years speaks very well to the satisfaction and comfort level
we have with our relationship,” said Oil City Manager Tom Rockovich.
 “I expect that this relationship will continue well into the future.”
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President Bush signed Social Security
reform bill, HR 743 (Public Law No. 108-
203) into law on March 2, 2004. The new
law includes two key provisions that may
affect many Pennsylvania public employers
and employees:

• Employers not covered by Social Security
will be required to provide written notice
about the Government Pension Offset
(GPO) and Windfall Elimination Provision
(WEP) to new employees, effective Jan.
1, 2005.

• It closes the last day of employment
loophole, which allowed a non-covered
worker to work one day under Social
Security and avoid the GPO.  Effective
July 1, 2004, an individual is required to
work five years under Social Security to
avoid the GPO.

Many workers who accumulated
enough credits with covered employers to
qualify for Social Security benefits
unknowingly take a job with a non-covered
public employer which could eventually
result in a reduced Social Security benefit.

Social Security Reform Bill Signed Into Law
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 Under the Windfall Elimination Provision
(WEP), an employee’s Social Security benefit
is calculated under a lower formula if he or
she is also eligible for a pension benefit
from a non-covered public employer.  This
affects workers who retire on pension from
a public employer, such as a local
government, where no Social Security taxes
were paid, but who also worked enough
years under other employment to qualify
for Social Security.

Spouse or surviving spouse Social
Security benefits are also reduced if that
spouse is eligible for a pension from a non-
covered public employer under a provision
known as the Government Pension Offset
(GPO).  The spousal social security benefit
will be reduced by two-thirds of the public
pension.  For example, a wife employed as
a police officer by a local government her
entire career retires under the police pension
plan.  She is not entitled to Social Security
benefits on her record because she had no
covered earnings. Her husband however,
paid Social Security taxes his entire career
and is eligible for a benefit from Social
Security on his record.  With no covered
wages of her own, she would typically
become entitled to a spouse benefit from
Social Security based on her husband’s
record. However, since she is paid a
government pension, she will receive no
Social Security benefit if two-thirds of her
police pension is more than the spousal
Social Security entitlement.

Under the new law, non-covered
employers will have to provide a notice to
new employees explaining both the WEP
and the GPO and how they may affect the
individual’s entitlement under Social Security.
The employee will have to sign the notice
indicating they understand that by working
under non-covered employment, they could
be subject to the Social Security pension
offsets.  The Social Security Administration
is expected to release sample notices before
the effective date of Jan. 1, 2005.

Currently, state and local government
employees not covered by Social Security
during employment opting into Social
Security just before retirement, even for only
their last day of government employment,
can avoid the GPO.  The new bill eliminates

5 - PEBR

(CONTINUED ON PAGE 2)

6 - PEBR

IN BRIEF

Background
On Dec. 8, 2003 President Bush

signed the Medicare Modernization Act
into law. The law introduced a Medicare
Prescription Drug Benefit that will be
available beginning in January 2006.
Also included in the law was the
addition of Code Section 223, to permit
the establishment of Health Savings
Accounts.

Health Savings Accounts were
made available to the public on Jan. 1,
2004. Participants may contribute to
these accounts via salary reductions
through a Section 125 program or via
payment of direct contributions.

Amounts contributed to the
accounts are limited by IRS guidelines,
but the contributions and interest
accumulate on a tax-free basis to pay
for qualified medical expenses. To be
eligible for a Health Savings Account
an individual must:
• Be enrolled in a High Deductible

Health Plan as defined by the IRS
• Not be covered by other health

insurance
• Not be eligible for Medicare
• Not be claimed as a dependent on

someone else’s tax return

Required plan design for a high
deductible health plan:
• Minimum deductible amounts of

$1,000 for individual coverage and
$2,000 if enrolled for family coverage

• Annual out-of-pocket expenditures
including deductibles and
coinsurance must not exceed $5,000
for an individual or $10,000 for a
family

• First dollar coverage is only permitted
for preventive care

• Higher out of pocket amounts may
be provided for non-network care

Background & Update

HSA

March 30, 2004 Clarification by
the IRS

In response to comments provided
by the public, the IRS provided the
following clarification regarding the
establishment of Health Savings
Accounts.

Preventive Care Safe Harbor
Notice 2004-23 provides a Safe

Harbor list of the following Preventive
Care benefits that can be paid before
the High Deductible is applied under a
High Deductible Health Plan operating
in conjunction with a qualified HSA:
• Periodic Health evaluations
• Routine pre-natal and well-child care

• Child and adult immunizations

• Tobacco cessation programs

• Obesity weight-loss programs

• Screening services as defined in the
appendix to Notice 2004-23.

Any state mandated benefits for
preventive care that are not included
in this list could disqualify the High
Deductible Health Plan from being used
with an HSA.

Eligible Medical Expenses
Initial guidance for Health Savings

Accounts provided that qualified
medical expenses are only eligible for
reimbursement under a Health Savings
Account if they are incurred after the
Health Savings Account is established.

Since the guidance was issued in
close proximity to the effective date
and trustees or custodians may not be
available immediately, Notice 2004-25
provided transition relief for individuals
who want to set up these accounts.

The notice specified that a Health
Savings Account established for
calendar year 2004 on or before April
15, 2005 may pay or reimburse qualified
medical expenses if the expense was
incurred on or after the later of:
• Jan. 1, 2004
• The first day of the month that the

individual became eligible to
participate in a Health Savings
Account

High Deductible Health Plans and
Prescription Plans

Revenue Ruling 2004-38 clarifies
Code section 223(c)(1)(B) and confirms
that any prescription drug expense
benefit or rider must be subject to the
“High Deductible” in order for a covered
individual to be eligible to establish a
Health Savings Account.

HDHP and Rx Drug Plan Transition
Relief

Revenue Procedure 2004-22
provides temporary relief for individuals
that are not eligible participants as
defined in Revenue Ruling 2004-38.
Since the enactment of the Medicare
law occurred in close proximity to the
effective date, the IRS granted
individuals a period of transitional relief
that would apply until Jan. 1, 2006. The
transitional period will allow insurers
and plan sponsors the opportunity to
provide products with eligible plan
designs.

This specifically permits an
individual covered by a Prescription
Drug plan or Rider that is not subject
to a High Deductible to maintain an
HSA for the transitional period of 2004
and 2005. Commencing Jan. 1, 2006
the Prescription Drug Benefits must
be subject to the High Deductible.

The IRS is continuing to review
inquiries and comments regarding
Health Savings Accounts. It is expected
that further clarification regarding Health
Savings Accounts will be provided
within the next several months.

For additional information, call EBDS
@ 800-860-EBDS (3237)

Look for Mockenhaupt Benefits Group consultants
at upcoming 2004 conferences:

PSATS (April)
GFOA (May)

Reminders/Deadlines for Remainder of 2004

Sept. 1 (approx.): ......Act 147 (ad hoc COLA) reimbursement checks mailed
Sept. 30: ...................2005 MMOs must be submitted to the governing body
Oct. 1 (approx.): ........State aid checks for 2004 will be mailed
Oct. 31 (approx.): ......State aid must be deposited to pension funds

(30 days after receipt)
Dec. 31: ....................2004 MMO deposit is due

Download prior issues of the PEBR from our website -
www.mockenhauptbenefits.com

Next issue: GASB’s proposed statement on disclosing
the cost of post-retirement medical benefits

Health Savings Accounts (HSA)
APMM (May)
PSATC (June)

PLCM (June)
PICPA (July)

(l-r) Asst. Manager Janet Gatesman; Finance Officer Michelle Hoolver;
City Manager Thomas Rockovich; Dick Curran, Wastewater Treatment
Plant; and Fire Department Chief John Huey.

Bill Asay and Colleen Deer
will be instructors for
pension training seminars
through the Pennsylvania
State Association of
Township Supervisors “One
Source Municipal Training”
program.  The schedule for
the statewide seminars is:

May 18 – Bensalem
June 8 – Greensburg
May 19 – Enola
June 15 – Wilkes-Barre
June 2 – Meadville
June 16 – State College

For more information,
go to www.psats.org

Suite 1225
One Gateway Center
420 Fort Duquesne Blvd.
Pittsburgh, PA  15222
www.mockenhauptbenefits.com

By Colleen A. Deer
Senior Consultant
(412) 394-9333
cadeer@ebds.com

By Paul Mockenhaupt
President - EBDS
1-800-860-EBDS
paul_mockenhaupt@ebds.com
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About Oil City

Oil City, PA is in Venango
County and is located between
Pittsburgh and Erie.  The
community considers itself to be
the “valley that changed the world.”
It is a quiet, friendly community
with a history dating back to the
discovery of oil near Titusville, PA.

The community’s blend of a
rural environment along with a
strong business sector is enhanced
by the fact that the crime rate is
low, real estate costs moderate and
recreational/cultural opportunities
abundant.

Strong in history, Oil City’s roots
date back to the early 1600’s when
a Seneca Indian tribe first settled
in the area.  In the 1800’s,
technology allowed for oil or “black
gold” to be pumped to the surface
in large quantities encouraging the
creation of wells springing up in
the area and “boom towns” starting
throughout the region.  Because of
its location and convenience to
railroad lines, Oil City became a
natural terminal.

In the late 1800’s, more than 1
million barrels of oil were being
transported through Oil City in a
year prompting the population to
grow to the thriving community it
is today.

Those visiting Oil City find the
area to abound in scenic beauty
with ample parks, bike trails,
campgrounds, lakes, rivers,
streams and game lands; the area
also boasts two beautiful
waterways – the Allegheny River
and Oil Creek.

Oil City is governed by a five
person council which includes a
mayor.  The city is run by Manager
Thomas D. Rockovich, Assistant
City Manager/Community
Development Director Janet M.
Gatesman, as well as a city
treasurer, finance officer, fire chief,
police chief, director of code
administration, engineer, solicitor
and their respective staffs.

For more information on Oil
City, visit their website -
www.oilcity.org.

Many municipal officials across the
Commonwealth have entered into
negotiations, reviewed employees’ “list of
demands” and read under the Pension
section - “Add a DROP.”  After looking at
one another in the meeting room with that
puzzled look reserved for those who
thought that they were current on all
possible pension provisions, you say, “What
the heck is a DROP.”  (You may want to
alter the quote to fit your situation!)

DROP is an acronym for Deferred
Retirement Option Plan.  It is a relatively
recent provision that is said to have had
its origins in Louisiana in the early 1980’s.
 It has been very popular with public safety
employees in the south and has been
spreading very rapidly.  There are a small
number of DROP provisions in
Pennsylvania, but there is a great deal of
interest in this provision.

What is a DROP?
A DROP is a pension provision just like

a normal retirement benefit, vesting or any
other provision included in a defined benefit
pension plan.  However, I believe it to be
the most complicated and potentially
litigious pension provision available
because there can be a wide array of benefit
features included.

A simple DROP provision would allow
an active employee to become a retired
participant in the pension plan (his monthly
benefit is set), continue to work in his
original job for some predetermined amount
of time, receive a pay check and have the
monthly retirement benefit go into a
separate account, with interest.  When that
predetermined period ends, the employee
must terminate. He then receives the
monthly retirement benefit for life and a
lump sum of cash that he can take or
“rollover” into some other plan.

Example:  Assume a police officer is
eligible to retire Jan. 1 at age 50.  His
average salary is $5,000 per month and

his benefit is 50 percent of this amount,
or $2,500 per month.  The DROP
provision calls for 4.5 percent interest
and the pension plan includes a 2.5
percent per year Cost of Living
Adjustment for five years.  The DROP
period is five years.  The participant’s
DROP account would grow in this way:

Based on this example, the 55-year-
old police officer would then terminate
employment with a lifetime monthly
benefit of $2,759.53 and the DROP
provision would provide him with a lump
sum of assets of $175,683.13.

What are the distinctive features
of a DROP provision?

DROP provisions differ dramatically
across the Commonwealth and the
country.  There are no standard DROP
structures in place.  The Public Employee
Retirement Commission completed a
Special Report in 2002 entitled
Authorization and Guidelines for
Implementation of DROP’s by Local
Governments in Pennsylvania. It
recognized that because of the many
potential DROP designs and the need
to effectively administer the DROP
provision, there was a need to
“standardize” the DROP design.  They
also recognized the need for the
legislature to grant local government the
authority to implement this provision
within their pension plans.  In order to
achieve this goal, and a few other house
cleaning jobs, the bill was written by
amending Act 205 of 1984, the
“Municipal Pension Plan Funding
Standard and Recovery Act.”

As of this writing, House Bill 1432 (PN
1778) has been introduced, but not enacted.
 (This legislation refers to DROP’s as an
IROP, In-Service Retirement Option Plan.)

Whom does House Bill 1432
potentially affect?

It will affect any municipality or any
county with a defined
benefit pension plan.

Why would an
employer want to
consider a DROP?

The main reason for
an employer to consider
a DROP would be to
create an incentive for
qualified employees to
remain with the
employer.

Why would an employee want to
participate in a DROP?

As described above, it allows a
participant to create a situation whereby a
lump sum of cash can be realized in addition
to a monthly benefit.  Under HB 1432, the
“retired” police officer, while ineligible for
increased benefit accruals, continues to be
eligible for disability pension benefits and
killed-in-service pension benefits like all
other active participants.  (HB 1432 may be
read to mandate a killed-in-service benefit
for all pension plans adopting a DROP and
not only Act 600 plans.  You should consult
with you Solicitor.) If the pension plan collects
employee contributions, the DROP
participant’s contributions will be
discontinued.  Also, the participant may opt-
out of the DROP at any time before the end
of the predetermined period.

Why wouldn’t an employer want to
add this provision?

The cost of implementing a DROP
provision to a pension plan can differ greatly
from plan to plan.  The actuarial note
attached to the bill had a difficult time
estimating a cost.  It said, “We have roughly
estimated that offering an IROP could
increase the employer’s normal cost for
pensions provided to public safety officers
by 0 – 50 percent.”  It is extremely difficult
to design a DROP provision based on this

Social Security Reform Bill

HR 743

this exemption.  Effective July 1, 2004,
an employee can only avoid the GPO if
he/she is covered by Social Security and
the pension system during his/her last 60
months of government employment.
Transition rules apply to those within five
years of retirement.

For more information about Social
Security Benefits, go to the Social
Security Administration’s website at
www.ssa.gov.  There are pages
dedicated to local government
employers (www.ssa.gov/slge) and
local government employees
(www.ssa.gov/gpo-wep).

(CONTINUED FROM PAGE 1)

Rockovich, who’s been with Oil City
for over 26 years – 16 as manager, said
that his initial contact with Mockenhaupt
Benefits Group began in 1988 when he
first became manager.

“I remember some of the first
meetings with Mockenhaupt and was
always impressed with Dick Mockenhaupt
who was our representative at the time,”
said Rockovich.  “Dick was always willing
to come to our site to meet and assist
me with a variety of projects such as
reports and various studies.”

Since Dick’s retirement, Senior
Consultant Colleen Deer has been
working with Oil City for the past 15 years
assisting with such items as pension
matters, arbitration hearings, financial
reports and other special projects.

“We use them primarily for actuarial
reports required by the state and to assist
us with the related forms that need to be
completed and submitted to the state,”
said Rockovich.  “They also assist us with
pension studies for the improvement of
benefits, studies required under Act 205,
contract negotiations and for arbitration
proceedings serving as a witness on
behalf of the city.”

According to Rockovich, the city is
“very happy with Colleen’s work.”

“We tend to think along the same
lines…so, she’s an excellent sounding
board on various pension issues because
she’s so knowledgeable about pension
laws and the municipal environment,”
said Rockovich.

Rockovich also said that he utilizes
Deer’s expertise when he’s thinking
about making modifications.

“She’s a good resource since she
can refer to other clients who’ve been
through similar situations and share
their experiences with us,” added
Rockovich.  “She’s also able to keep
us apprised of the potential impact
changes may have on the financial
health of our plans.”

Oil City utilizes three pension
boards to oversee plans for police,
firefighters and non-uniformed
employees.  And, Mockenhaupt
Benefits Group assists them with each
of these boards.

Mockenhaupt Benefits Group is
also in the process of assisting Oil City
with a due diligence review of its
investment managers.

“Currently, each of our three plans
have a separate investment contract
and there’s been thought that since the
portfolio designs are very similar, there
may be a possibility to bring them
together for investment purposes
resulting in a possible cost savings,”
said Rockovich.  “Mockenhaupt
assisted us in the development of the
RFP and is currently assisting us in the
proposal review.”

Oil City is governed by a five person
council that includes the mayor.  The
community is located in Venango
County at the confluence of the
Allegheny River and Oil Creek in the
foothills of the Allegheny Mountains.

(CONTINUED FROM PAGE 1)

By William C. Asay, CEBS
President
(412) 394-9332
wcasay@ebds.com

What’s All the Hubbub About DROP’s?
bill that would be cost neutral.

While a participant is in DROP status,
the municipality loses the units of state
aid available for the participant and the
employee contributions cease.  This
could be as much as $8,000 to $9,000
per participant.

Why wouldn’t an employee want
to add this provision?

A DROP provision is an excellent
way for a participant to supplement
his/her monthly retirement benefit with
a lump sum of cash at retirement.
However, it does not always result in an
improved lifetime retirement benefit.  If
your benefit is calculated using a
multiplier, your projected monthly benefit
may be greatly reduced.  (This is common
in non-uniformed plans and county plans.)
For example, if the plan accrues a benefit
at say two percent for each year of
service and a participant goes on DROP
for five years; he could be losing more
than 10 percent of pay for the remainder
of his life.  Careful consideration should
be given to plans with multipliers before
participating in a DROP.

This is a state bill and it affects
local government plans.  Do
federal laws have any impact on
DROP’s?

Government pension plans are
exempt from the Employee Retirement
Income Security Act (ERISA) but they are
not exempt from the Internal Revenue
Code, the Age Discrimination in
Employment Act (ADEA) and many other
laws.  Although the Department of the
Auditor General does not review the plans
for compliance with federal regulations
surrounding “tax qualified” plans (IRC
401 (a)), it is very important that you have
a plan that complies with the federal
requirements for government plans.  The
governing body, as fiduciary of the
pension plan, is responsible to make sure
the plan complies with all rules and
regulations in order for the plan to be
“tax qualified.”

One of the inherent problems with a
DROP provision is that it mandates a
participant terminate at the end of a
predetermined period and that he ceases

to accrue benefits in favor of a DROP
provision during the DROP period.  You
should consult with your solicitor to
determine if this irrevocable election can
be made without violating the ADEA.

Conclusion
A DROP provision could be beneficial

to both employees and employers.
However, it is commonly believed that
there is no statutory authority to add this
provision to various classes of pension
plans.  If an employer adopts, or an
arbitrator awards, a DROP provision to
plans governed by Act 600, the Third
Class City code, the Home Rule City
charter or the County code before HB
1432, or some other DROP legislation is
enacted, you may be setting your
municipality up for an audit finding or
worse.

Almost anytime you improve pension
benefits there are cost ramifications.
Keep that puzzled look on your face. You
know, the one you had when you read
the list of demands that said, “Add a
DROP.” And be sure to consult with your
actuary to become aware of potential
financial implications on your general
fund and your solicitor for the legal
ramifications before you adopt this
provision.

Legislative Status - As of this printing,
HB 1432 has gone through the Second
Consideration in the House and does not
have a similar bill in the Senate.

Contact Information

Mockenhaupt
Benefits
Group

Suite 1225
One Gateway Center
420 Fort Duquesne Blvd.
Pittsburgh, PA  15222

Toll Free Phone
1-800-405-3620

Local Phone
(412) 394-9660

Fax
(412) 394-6339

website
www.mockenhauptbenefits.com

Specializing in Municipal
Benefit Consulting and
Actuarial Service

Check on pending pension
legislation and other important

news and information at
www.mockenhauptbenefits.com

Months Monthly Interest Account
  Benefit Balance

1 – 12 $2,500.00 $   613.82      $30,613.12

13 – 24 2,562.50 2,006.80        63,370.62

25 – 36 2,626.56 3,496.58        98,385.92

37 – 48 2,692.23 5,088.40      135,781.08

49 – 60 2,759.53 6,787.69      175,683.13

Pension Provision

Deferred Retirement Option Plan
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About Oil City

Oil City, PA is in Venango
County and is located between
Pittsburgh and Erie.  The
community considers itself to be
the “valley that changed the world.”
It is a quiet, friendly community
with a history dating back to the
discovery of oil near Titusville, PA.

The community’s blend of a
rural environment along with a
strong business sector is enhanced
by the fact that the crime rate is
low, real estate costs moderate and
recreational/cultural opportunities
abundant.

Strong in history, Oil City’s roots
date back to the early 1600’s when
a Seneca Indian tribe first settled
in the area.  In the 1800’s,
technology allowed for oil or “black
gold” to be pumped to the surface
in large quantities encouraging the
creation of wells springing up in
the area and “boom towns” starting
throughout the region.  Because of
its location and convenience to
railroad lines, Oil City became a
natural terminal.

In the late 1800’s, more than 1
million barrels of oil were being
transported through Oil City in a
year prompting the population to
grow to the thriving community it
is today.

Those visiting Oil City find the
area to abound in scenic beauty
with ample parks, bike trails,
campgrounds, lakes, rivers,
streams and game lands; the area
also boasts two beautiful
waterways – the Allegheny River
and Oil Creek.

Oil City is governed by a five
person council which includes a
mayor.  The city is run by Manager
Thomas D. Rockovich, Assistant
City Manager/Community
Development Director Janet M.
Gatesman, as well as a city
treasurer, finance officer, fire chief,
police chief, director of code
administration, engineer, solicitor
and their respective staffs.

For more information on Oil
City, visit their website -
www.oilcity.org.

Many municipal officials across the
Commonwealth have entered into
negotiations, reviewed employees’ “list of
demands” and read under the Pension
section - “Add a DROP.”  After looking at
one another in the meeting room with that
puzzled look reserved for those who
thought that they were current on all
possible pension provisions, you say, “What
the heck is a DROP.”  (You may want to
alter the quote to fit your situation!)

DROP is an acronym for Deferred
Retirement Option Plan.  It is a relatively
recent provision that is said to have had
its origins in Louisiana in the early 1980’s.
 It has been very popular with public safety
employees in the south and has been
spreading very rapidly.  There are a small
number of DROP provisions in
Pennsylvania, but there is a great deal of
interest in this provision.

What is a DROP?
A DROP is a pension provision just like

a normal retirement benefit, vesting or any
other provision included in a defined benefit
pension plan.  However, I believe it to be
the most complicated and potentially
litigious pension provision available
because there can be a wide array of benefit
features included.

A simple DROP provision would allow
an active employee to become a retired
participant in the pension plan (his monthly
benefit is set), continue to work in his
original job for some predetermined amount
of time, receive a pay check and have the
monthly retirement benefit go into a
separate account, with interest.  When that
predetermined period ends, the employee
must terminate. He then receives the
monthly retirement benefit for life and a
lump sum of cash that he can take or
“rollover” into some other plan.

Example:  Assume a police officer is
eligible to retire Jan. 1 at age 50.  His
average salary is $5,000 per month and

his benefit is 50 percent of this amount,
or $2,500 per month.  The DROP
provision calls for 4.5 percent interest
and the pension plan includes a 2.5
percent per year Cost of Living
Adjustment for five years.  The DROP
period is five years.  The participant’s
DROP account would grow in this way:

Based on this example, the 55-year-
old police officer would then terminate
employment with a lifetime monthly
benefit of $2,759.53 and the DROP
provision would provide him with a lump
sum of assets of $175,683.13.

What are the distinctive features
of a DROP provision?

DROP provisions differ dramatically
across the Commonwealth and the
country.  There are no standard DROP
structures in place.  The Public Employee
Retirement Commission completed a
Special Report in 2002 entitled
Authorization and Guidelines for
Implementation of DROP’s by Local
Governments in Pennsylvania. It
recognized that because of the many
potential DROP designs and the need
to effectively administer the DROP
provision, there was a need to
“standardize” the DROP design.  They
also recognized the need for the
legislature to grant local government the
authority to implement this provision
within their pension plans.  In order to
achieve this goal, and a few other house
cleaning jobs, the bill was written by
amending Act 205 of 1984, the
“Municipal Pension Plan Funding
Standard and Recovery Act.”

As of this writing, House Bill 1432 (PN
1778) has been introduced, but not enacted.
 (This legislation refers to DROP’s as an
IROP, In-Service Retirement Option Plan.)

Whom does House Bill 1432
potentially affect?

It will affect any municipality or any
county with a defined
benefit pension plan.

Why would an
employer want to
consider a DROP?

The main reason for
an employer to consider
a DROP would be to
create an incentive for
qualified employees to
remain with the
employer.

Why would an employee want to
participate in a DROP?

As described above, it allows a
participant to create a situation whereby a
lump sum of cash can be realized in addition
to a monthly benefit.  Under HB 1432, the
“retired” police officer, while ineligible for
increased benefit accruals, continues to be
eligible for disability pension benefits and
killed-in-service pension benefits like all
other active participants.  (HB 1432 may be
read to mandate a killed-in-service benefit
for all pension plans adopting a DROP and
not only Act 600 plans.  You should consult
with you Solicitor.) If the pension plan collects
employee contributions, the DROP
participant’s contributions will be
discontinued.  Also, the participant may opt-
out of the DROP at any time before the end
of the predetermined period.

Why wouldn’t an employer want to
add this provision?

The cost of implementing a DROP
provision to a pension plan can differ greatly
from plan to plan.  The actuarial note
attached to the bill had a difficult time
estimating a cost.  It said, “We have roughly
estimated that offering an IROP could
increase the employer’s normal cost for
pensions provided to public safety officers
by 0 – 50 percent.”  It is extremely difficult
to design a DROP provision based on this
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this exemption.  Effective July 1, 2004,
an employee can only avoid the GPO if
he/she is covered by Social Security and
the pension system during his/her last 60
months of government employment.
Transition rules apply to those within five
years of retirement.

For more information about Social
Security Benefits, go to the Social
Security Administration’s website at
www.ssa.gov.  There are pages
dedicated to local government
employers (www.ssa.gov/slge) and
local government employees
(www.ssa.gov/gpo-wep).
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for over 26 years – 16 as manager, said
that his initial contact with Mockenhaupt
Benefits Group began in 1988 when he
first became manager.

“I remember some of the first
meetings with Mockenhaupt and was
always impressed with Dick Mockenhaupt
who was our representative at the time,”
said Rockovich.  “Dick was always willing
to come to our site to meet and assist
me with a variety of projects such as
reports and various studies.”

Since Dick’s retirement, Senior
Consultant Colleen Deer has been
working with Oil City for the past 15 years
assisting with such items as pension
matters, arbitration hearings, financial
reports and other special projects.

“We use them primarily for actuarial
reports required by the state and to assist
us with the related forms that need to be
completed and submitted to the state,”
said Rockovich.  “They also assist us with
pension studies for the improvement of
benefits, studies required under Act 205,
contract negotiations and for arbitration
proceedings serving as a witness on
behalf of the city.”

According to Rockovich, the city is
“very happy with Colleen’s work.”

“We tend to think along the same
lines…so, she’s an excellent sounding
board on various pension issues because
she’s so knowledgeable about pension
laws and the municipal environment,”
said Rockovich.

Rockovich also said that he utilizes
Deer’s expertise when he’s thinking
about making modifications.

“She’s a good resource since she
can refer to other clients who’ve been
through similar situations and share
their experiences with us,” added
Rockovich.  “She’s also able to keep
us apprised of the potential impact
changes may have on the financial
health of our plans.”

Oil City utilizes three pension
boards to oversee plans for police,
firefighters and non-uniformed
employees.  And, Mockenhaupt
Benefits Group assists them with each
of these boards.

Mockenhaupt Benefits Group is
also in the process of assisting Oil City
with a due diligence review of its
investment managers.

“Currently, each of our three plans
have a separate investment contract
and there’s been thought that since the
portfolio designs are very similar, there
may be a possibility to bring them
together for investment purposes
resulting in a possible cost savings,”
said Rockovich.  “Mockenhaupt
assisted us in the development of the
RFP and is currently assisting us in the
proposal review.”

Oil City is governed by a five person
council that includes the mayor.  The
community is located in Venango
County at the confluence of the
Allegheny River and Oil Creek in the
foothills of the Allegheny Mountains.
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What’s All the Hubbub About DROP’s?
bill that would be cost neutral.

While a participant is in DROP status,
the municipality loses the units of state
aid available for the participant and the
employee contributions cease.  This
could be as much as $8,000 to $9,000
per participant.

Why wouldn’t an employee want
to add this provision?

A DROP provision is an excellent
way for a participant to supplement
his/her monthly retirement benefit with
a lump sum of cash at retirement.
However, it does not always result in an
improved lifetime retirement benefit.  If
your benefit is calculated using a
multiplier, your projected monthly benefit
may be greatly reduced.  (This is common
in non-uniformed plans and county plans.)
For example, if the plan accrues a benefit
at say two percent for each year of
service and a participant goes on DROP
for five years; he could be losing more
than 10 percent of pay for the remainder
of his life.  Careful consideration should
be given to plans with multipliers before
participating in a DROP.

This is a state bill and it affects
local government plans.  Do
federal laws have any impact on
DROP’s?

Government pension plans are
exempt from the Employee Retirement
Income Security Act (ERISA) but they are
not exempt from the Internal Revenue
Code, the Age Discrimination in
Employment Act (ADEA) and many other
laws.  Although the Department of the
Auditor General does not review the plans
for compliance with federal regulations
surrounding “tax qualified” plans (IRC
401 (a)), it is very important that you have
a plan that complies with the federal
requirements for government plans.  The
governing body, as fiduciary of the
pension plan, is responsible to make sure
the plan complies with all rules and
regulations in order for the plan to be
“tax qualified.”

One of the inherent problems with a
DROP provision is that it mandates a
participant terminate at the end of a
predetermined period and that he ceases

to accrue benefits in favor of a DROP
provision during the DROP period.  You
should consult with your solicitor to
determine if this irrevocable election can
be made without violating the ADEA.

Conclusion
A DROP provision could be beneficial

to both employees and employers.
However, it is commonly believed that
there is no statutory authority to add this
provision to various classes of pension
plans.  If an employer adopts, or an
arbitrator awards, a DROP provision to
plans governed by Act 600, the Third
Class City code, the Home Rule City
charter or the County code before HB
1432, or some other DROP legislation is
enacted, you may be setting your
municipality up for an audit finding or
worse.

Almost anytime you improve pension
benefits there are cost ramifications.
Keep that puzzled look on your face. You
know, the one you had when you read
the list of demands that said, “Add a
DROP.” And be sure to consult with your
actuary to become aware of potential
financial implications on your general
fund and your solicitor for the legal
ramifications before you adopt this
provision.

Legislative Status - As of this printing,
HB 1432 has gone through the Second
Consideration in the House and does not
have a similar bill in the Senate.
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Months Monthly Interest Account
  Benefit Balance

1 – 12 $2,500.00 $   613.82      $30,613.12

13 – 24 2,562.50 2,006.80        63,370.62

25 – 36 2,626.56 3,496.58        98,385.92

37 – 48 2,692.23 5,088.40      135,781.08

49 – 60 2,759.53 6,787.69      175,683.13
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