DEFERRED RETIREMENT OPTION PLAN
POLICY

As Amended Through ________, 2017

DEFERRED RETIREMENT OPTION PLAN
POLICY
Adopted December 10, 1992
Amended through ______, 2017

A.

B.

PURPOSE
1.

This policy provides rules governing the Deferred Retirement Option Plan of the
Dallas Police and Fire Pension System (“DPFP”), as contemplated by Section
6.14 of Article 6243a-1 of Revised Statutes (the “Plan”) and the Supplemental
Pension Plan for the Police and Fire Departments of the City of Dallas, Texas (the
“Supplemental Plan”) where applicable. It is intended that DROP and the terms
of this policy allow for the continued qualification of the Plan under Section 401
of the Internal Revenue Code (“Code”).

2.

Any reference in this policy to a provision of the Plan shall also be considered a
reference to the comparable provision of the Supplemental Plan if the applicant
is a member of the Supplemental Plan.

3.

The Executive Director may, if necessary, develop written procedures to
implement this policy.

4.

This policy may be amended at any time by the Board of Trustees (“Board”),
consistent with the terms of the Plan.

5.

Any capitalized terms not defined in this policy shall have the meaning ascribed
to them in the Plan.

DEFINITIONS
1.

DROP - The program whereby a Member while still in Active Service may elect
to have an amount equal to the pension benefit that the Member would otherwise
be eligible to receive be credited to a notional account on the Member’s behalf.
A Member, as of his or her intended date of participation in DROP, must be
eligible to retire and receive an immediate pension benefit. An election to enter
DROP is irrevocable except for the one-time revocation window for certain
Members that is described in Section D.

2.

DROP Account - The notional account of a Member, retiree, beneficiary or
Alternate Payee created pursuant to Section 6.14 of the Plan which existed or
exists prior to any annuitization required under the Plan and in conformity with
this policy.
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B.

C.

DEFINITIONS (continued)
3.

DROP Annuitant – The holder of a DROP Annuity.

4.

DROP Annuity – The series of equal payments created when a DROP Account
is annuitized as required under the Plan and in conformity with this policy.

ENTRY INTO DROP
1.

The application of any Member applying for DROP participation will be placed
on the agenda for a Board meeting as soon as administratively practicable
following the date the application is received for consideration and approval.

2.

If the Board approves a DROP application, the application will become effective
on the first day of the month in which the Board approves the application.

3.

At the time of entry into DROP, the Member must irrevocably select the Plan
benefit he or she will receive at the time his or her pension benefit will commence
upon retirement with the Member’s pension benefit calculated as of the effective
date of entering DROP. While on Active Service, these benefit amounts that the
Member would have otherwise received if he or she would have retired on his or
her effective date of DROP participation will be credited to the DROP Account.

4.

Once a Member has elected to participate in DROP, that election is irrevocable
except as further described in Section D.

5.

A Group B Member who obtains a rank that is higher than the highest Civil
Service Rank for the City of Dallas after the effective date of his or her
participation in DROP will not participate in the Supplemental Plan.

6.

As of the effective date of his or her participation in DROP, the Member will no
longer be entitled to obtain additional Pension Service by repaying previously
withdrawn contributions or paying for any Pension Service that could have been
purchased under the Plan prior to DROP entry. However, a Member who is
entitled, under Section 5.08 of the Plan, to purchase credit for Pension Service for
any period he or she was on a military leave of absence may still purchase that
Pension Service after entering DROP so long as the required contributions are
made no later than the time provided by the Uniformed Services Employment and
Reemployment Rights Act (“USERRA”).

7.

The Board shall interpret the Plan and this policy to ensure that Members’ rights
are fully protected as required by USERRA.

Deferred Retirement Option Plan Policy
As amended through ________, 2017
Page __ of __

D.

DROP REVOCATION
1. A Member who was a DROP participant on or before June 1, 2017, has a one-time
opportunity to revoke his or her DROP election. The revocation must be made
before the earlier of February 28, 2018, or the date that the Member terminates
Active Service. The revocation must be made by filing with the Executive Director
a completed DROP revocation election form that has been approved by the
Executive Director.
2. A DROP revocation eliminates the balance in a Member’s DROP Account. The
Member’s benefit will then be established at the earlier of when the Member either
(a) reenters DROP or (b) retires with DPFP, and will be calculated at that time under
the Plan based upon the Member’s total Pension Service and historic Computation
Pay (highest 36 consecutive months for Pension Service prior to September 1, 2017
and highest 60 consecutive months for Pension Service on or after September 1,
2017.)
3. Any revocation of DROP participation described in this Section shall be for the
entire period that the Member participated in DROP. No partial revocation of
DROP participation shall be accepted.
4. No Member shall be entitled to revoke his or her DROP participation if any amount
has been transferred out of such Member’s DROP Account, except for any transfers
related to corrections to DROP Accounts.
5. A Member will be credited with Pension Service for all or a portion (one-half) of
the period relating to the revoked DROP participation if the Member who revoked
the DROP participation purchases such Pension Service in an amount equal to the
sum of: (a) the Member contributions that would have been made if the Member
had not been a DROP participant during such period of DROP participation and (b)
interest on such Member contributions, calculated on the contributions for the
period from the dates the contributions would have been made if the Member had
not been a DROP participant through the date of purchase. Interest will be
calculated (a) through February 28, 2018 at the monthly rate of change of the U.S.
City Average All Items Consumer Price Index (unadjusted) for All Urban Wage
Earners and Clerical Workers for the applicable periods and (b) after February 28,
2018 at the interest rate used from time to time in DPFP’s actuarial rate of return
assumptions, compounded annually DPFP staff shall be authorized to establish
procedures for implementing the interest calculation required in this Section.
6. A Member may purchase Pension Service relating to the period of revoked DROP
participation in increments of one-half of his or her total Pension Service during
DROP participation. If a Member elects to purchase one-half of his or her total
Pension Service available to be purchased following the DROP revocation, (a) a
Member may not elect to purchase Pension Service relating to specific time periods
during his or her DROP participation and (b) the amount of the Member

contributions for purposes of such purchase will be one-half of the total amount
required to be paid pursuant to Section D.5. above.
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D.

DROP REVOCATION (continued)
7. If a Member elects to purchase one-half of his or her Pension Service available to
be purchased following the DROP revocation, the Member may subsequently
purchase the remaining one-half of the Pension Service available, but must
complete such purchase prior to any election to reenter DROP or terminating Active
Service. The amount to be paid for the remaining Pension Service to be purchased
will be calculated pursuant to subsections 4 and 5 above, with interest continuing
to accrue on the portion that has not yet been paid at the rate used from time to time
in DPFP’s actuarial rate of return assumptions, compounded annually, calculated
from the date of the original Pension Service purchase through the date of the
purchase of the remaining Pension Service.
8. Only full payment will be accepted for the amount of any Pension Service elected
to be purchased under this Section. No partial payment will be accepted. Direct
rollovers from other tax-qualified plans or similar employer plans, including the
City of Dallas 401(k) Retirement Savings Plan, governmental Section 457(b)
deferred compensation plans, or Section 403(b) annuity arrangements will be
accepted for payment to the extent such plans permit such rollovers. Payment is
not permitted from the Member’s DROP account.
9. For the purposes of calculating a Member’s pension benefit in the case where a
Member purchases only one-half of the total Pension Service available for the
period relating to a DROP revocation, the purchased Pension Service attributable
to time prior to September 1, 2017 shall be equal to the product of: (a) the amount
of Pension Service purchased, multiplied by (b) a fraction of which the numerator
equals the Pension Service available for purchase representing periods prior to
September 1, 2017, and the denominator equals the total Pension Service available
for purchase in connection with the DROP revocation.
10. All DROP revocation election forms must be received by DPFP in proper order by
February 28, 2018 and will be considered effective as of September 6, 2017 after
approval by DPFP staff that the form is in proper order. Approval of the Board
shall not be required for a DROP revocation to become effective.

E.

ANNUITIZATION OF DROP ACCOUNTS
1. Methodology. DPFP staff, with the assistance of DPFP’s Qualified Actuary,
shall determine the annuitization of all DROP Accounts as required by the Plan
and consistent with this policy.
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E.

ANNUITIZATION OF DROP ACCOUNTS (continued)
2. Interest Rates. To reflect the accrual of interest over the annuitization period
of a DROP Annuity as required under the Plan, the accrual of interest for all
DROP Annuities shall be calculated utilizing an interest rate based on the
published United States Department of Commerce Daily Treasury Yield Curve
Rates (“Treasury Rates”) for durations between 5 and 30 years, rounded to two
decimal places. If an annuitization period for a DROP Annuity is between the
years for which Treasury Rates are established, then a straight-line linear
interpolation shall be used to determine the interest rate. The interest rates for
purposes of this subsection E.2. will be set on the first business day of each
quarter (January, April, July and October) and will based upon the average of
the Treasury Rates as published on the 15th day of the three prior months, or the
next business day after the 15th day of a month if the 15th day falls upon a day
when rates are not published. Based upon advice from DPFP’s Qualified
Actuary upon implementation of this policy, interest rates to be used in
calculating DROP Annuities with an annuitization period that exceeds thirty
years will be the Treasury Rate published for the 30-year duration as Treasury
Rates beyond thirty years do not exist. The initial interest rates effective as of
October 1, 2017, are attached to this policy as Exhibit 1.
3. Mortality Table. The Board shall, based upon the recommendation of DPFP’s
Qualified Actuary, adopt a mortality table to be utilized in determining life
expectancy for purposes of calculating DROP Annuities. The mortality table
shall be based on the healthy annuitant mortality tables used in the most current
actuarial valuation and blended in a manner to approximate the male/female
ratio of holders of DROP accounts and DROP annuities. The Board will review
this table and male/female blended ratio upon the earlier of (i) the conclusion
of any actuarial experience study performed by DPFP’s Qualified Actuary or
(ii) any change to mortality assumptions in DPFP’s annual actuarial valuation.
Actual ages used in calculating life expectancy will be rounded to two decimals.
The life expectancy will be rounded to the nearest whole year. Life expectancy
in whole years based on a 2017 annuitization date and the mortality table
recommended by DPFP’s Qualified Actuary is shown in Exhibit 2.
4.

Initial Annuitization of Non-Member’s DROP Accounts.
a. The first payment of DROP Annuities after annuitization of all DROP
Accounts in existence on or after September 1, 2017, except those
DROP Accounts of Members, shall commence the last business day of
the month in which this policy is adopted, or as soon as practicable
thereafter.
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4.

Initial Annuitization of Non-Member’s DROP Accounts. (continued)

b. The initial annuitization of all non-Member DROP Accounts existing
on September 1, 2017 will be calculated and implemented on the basis
of a monthly annuity. DPFP staff will send notices to the holders of
such DROP Annuities to inform them that they have sixty (60) days
from the date of such notice to make a one-time election to have the
monthly DROP Annuity converted to an annual annuity. If a DROP
Annuitant makes such an election, the monthly DROP Annuity
payments will cease as soon as administratively practicable, and the first
payment of the annual DROP Annuity will begin 12 months after the
last monthly payment made to the DROP Annuitant.
c. For purposes of the initial annuitization described in this subsection
E.4., any DROP Account which is held by a non-Member at any time
on or after September 1, 2017, but prior to the initial annuitization
pursuant to subsection E.4.a. above, shall (i) be adjusted to reflect any
distributions to such non-Member after September 1, 2017, but prior to
the initial annuitization and (ii) accrue interest for the period from
September 1, 2017 through the date of initial annuitization at the same
rate as the interest rate applicable pursuant to subsection E.2. in the
calculation of the initial DROP Annuity.
d. Annuitization of any non-Member DROP Account under this subsection
E.4. will be based on the age of the holder of such DROP Account as of
the first day of the month when the annuitization of DROP Accounts
under this subsection E.4. occurs. In the case of a DROP Account which
is held by a trust, such DROP Account will be annuitized using the age
of the oldest beneficiary of the trust.
5. Annuitization of Member DROP Accounts
a. The DROP Annuity for a Member shall be calculated based upon the
Member’s age and DROP Account balance on the effective date of the
Member’s retirement. The interest rate applicable to the calculation of
the Member’s DROP Annuity will be the interest rate in effect under
subsection E.2. during the month the Member terminates Active
Service. Payment of the DROP Annuity shall commence effective as of
the first day of the month in which the Member’s retirement
commences.
b. Each Member as part of the retirement process shall be given the
opportunity to elect either a monthly or annual DROP Annuity. If no
election is made, the Member will be deemed to have elected a monthly
DROP Annuity.
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6. Annuitization of Alternate Payee’s Account
The DROP Annuity for any Alternate Payee receiving a portion of a Member’s
DROP Account through a Qualified Domestic Relations Order after the date of
this policy shall commence on the earlier of (i) the date the Member’s DROP
Annuity commences or (ii) the first day of the month the Alternate Payee
reaches age 58. Calculation of the DROP Annuity of an Alternate Payee will
be based on the age of the Alternate Payee and the interest rate in effect under
subsection E.2 upon commencement of the DROP Annuity.
7. Annuitization and Payments to Beneficiaries
a. Upon the death of a Member, the DROP Account of such Member shall be
transferred to the Member’s beneficiary(ies) pursuant to Section F of this
policy. Such transferred account shall be annuitized as promptly as
administratively practicable utilizing the interest rate in effect under
subsection E.2. and the age of the beneficiary at the time of the Member’s
death in calculating the beneficiary’s DROP Annuity.
b. Upon the death of a DROP Annuitant, the remaining DROP Annuity shall
be paid to the beneficiary designated by such DROP Annuitant, and shall
be divided if there are multiple beneficiaries as designated by the DROP
Annuitant pursuant to Section F of this policy.

8. Revised Annuity in the Event of an Unforeseeable Financial Hardship
Distribution
If any DROP Annuitant shall receive a distribution pursuant to Section G
hereof, the DROP Annuity of such DROP Annuitant shall be re-annuitized
through a calculation using (a) the interest rate utilized in the calculation of the
original DROP Annuity, (b) the present value of the DROP Annuity on the date
of the unforeseeable financial hardship distribution as calculated by DPFP’s
Qualified Actuary, and (c) the remaining number of months in the life
expectancy utilized in the calculation of the original DROP Annuity.
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F.

DESIGNATION OF BENEFICIARIES
1.

A DROP participant will have the opportunity to designate a primary beneficiary
(or primary beneficiaries) and a contingent beneficiary (or contingent
beneficiaries) of his or her DROP Account either when filing the application for
DROP participation, or thereafter, on a beneficiary form provided by DPFP for
this purpose. The named beneficiary must be a living person at the time of the
filing of the beneficiary form. No trusts may be named as a beneficiary. Existing
trusts which have a DROP Account as of the date of this policy will be permitted
and will be annuitized pursuant to Section E.4. and the age of the oldest
beneficiary of the trust will be utilized for purposes of the annuitization.

2.

In the case of a holder of DROP Annuity who dies where no living person is
named as a beneficiary, the remaining DROP Annuity will be paid to the deceased
DROP Annuitant’s estate. In the case of a Member who dies with a DROP
Account where no living person is named as a beneficiary, the DROP Account
will be annuitized based upon the life of the youngest heir to the deceased
Member’s estate and the resulting DROP Annuity will be paid to the estate.

2.

Beneficiaries of a Member’s DROP Account or a DROP Annuitant’s DROP
Annuity are not limited to the Qualified Survivors. Upon request, DPFP will
divide a deceased participant’s DROP Account or DROP Annuity among the
designated beneficiaries at the time of the DROP participant’s death.

3.

Upon the death of a DROP participant, the DROP participant’s DROP Account
or DROP Annuity shall become the property of the surviving spouse unless either
(i) the surviving spouse has specifically waived his or her right to such funds or
(ii) the surviving spouse’s marriage to the DROP participant occurred after
January 14, 2016 and the participant had already joined DROP and named a
beneficiary other than the surviving spouse who was not the participant’s spouse
at the time of the beneficiary election, and will be transferred to the name of the
surviving spouse or such other named beneficiary or beneficiaries. DROP
Annuities shall be paid to the designated beneficiaries in accordance with the last
beneficiary form on file in the DPFP administrative office upon that office’s
receipt of sufficient evidence of the DROP participant’s death.

Deferred Retirement Option Plan Policy
As amended through ________, 2017
Page __ of __

G.

HARDSHIPS
1. Pursuant to the Plan, a DROP Annuitant who was a former Member of the Plan (a
“Retiree Annuitant”) may apply for a lump sum distribution relating to his or her
DROP Annuity in the event that the Retiree Annuitant experiences a financial
hardship that was not reasonably foreseeable. To qualify for an unforeseeable
financial hardship distribution, a Retiree Annuitant must demonstrate that:
a. a severe financial hardship exists at the time of the application (i.e., not one
that may occur sometime in the future);
b. the hardship cannot be relieved through any other financial means (i.e.,
compensation from insurance or other sources, monthly annuity benefits, or
liquidation of personal assets) unless using those other sources would also
cause a financial hardship; and
c. the amount requested in the application is reasonably related to and no
greater than necessary to relieve the financial hardship.
2. The Board shall only recognize the following circumstances as an unforeseeable
financial hardship that is eligible for a lump sum distribution:
a. the need to repair damage to a Retiree Annuitant’s primary residence not
covered by insurance as the result of a natural disaster or significant event (i.e.,
fire, flood, hurricane, earthquake, etc.);
b. the need to make significant changes to a Retiree Annuitant’s primary
residence not covered by insurance because of medical necessity;
c. the need to pay for medical expenses of the Retiree Annuitant, a Retiree
Annuitant’s spouse, or a dependent child or relative of the Retiree Annuitant as
described under Code section 152(c) and (d), including non-refundable
deductibles, as well as for the cost of prescription drug medication;
d. the need to pay for the funeral expenses of a parent, child, grandchild or
spouse of the Retiree Annuitant, including reasonable travel and housing costs
for the Retiree Annuitant, their spouse, parent, child or grandchild; or
e. other similar extraordinary and unforeseeable circumstances arising as a
result of events beyond the control of the Retiree Annuitant.
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G.

HARDSHIPS (continued)
3. DPFP staff will develop procedures relating to the application for an unforeseeable
financial hardship distribution, which will include, at a minimum, a notarized
statement by the applicant relating to the requirements for eligibility and
documentation sufficient to demonstrate such eligibility. Following submission of
the required financial hardship distribution application, the notarized statement, and
other required documentation as stated in the application form, DPFP staff shall
review the materials and inform the Retiree Annuitant within thirty (30) days
whether any additional information or documentation is required or requested.
Once all required and/or requested documentation has been submitted, the Retiree
Annuitant shall be informed within thirty (30) days if (i) the Retiree Annuitant is
eligible for an unforeseeable financial hardship distribution or (ii) the matter has
been referred to the Board for consideration at the next regular meeting. After an
unforeseeable financial hardship distribution has been made to a Retiree Annuitant,
a Retiree Annuitant may not request an additional unforeseeable financial hardship
distribution for ninety (90) days from the date of distribution of any amount under
this Section.
4. The Executive Director shall have the authority to approve an application for an
unforeseeable financial hardship distribution. The Executive Director shall submit
to the Board for final action by the Board any recommended denial, in whole or in
part, of any request for an unforeseeable financial hardship distribution.
Determinations of the Board and the Executive Director on applications for
unforeseeable financial hardship distributions are final and binding. Once an
unforeseeable financial hardship distribution has been approved by either the
Executive Director or the Board, payment of the distribution shall be made to the
Retiree Annuitant as soon as administratively practicable.
5. For the purposes of this Section G, the term “dependent” shall mean any person
who is claimed by a Retiree Annuitant as a dependent on the Retiree Annuitant’s
federal income tax return in any year for which a distribution is sought under this
Section G.
6. Distributions under this Section G shall only be available for persons who (a)
entered DROP prior to June 1, 2017 and (b) who have not revoked a DROP election
under Section D. of this policy.
7. No claims for hardship distributions will be accepted for any circumstances which
give rise to the hardship where such circumstances occurred more than six months
prior to the date of filing of the application pursuant to subsection G.3.
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H.

EFFECTIVE DATE

APPROVED on _________, 2017 by the Board of Trustees of the Dallas Police and Fire
Pension System.

[signature]
_______________________

Chairman

ATTEST:

[signature]
_____________________

Kelly Gottschalk
Secretary

Exhibit 1- Interest Rates

Published
Rate
7/17/2017
8/15/2017
9/15/2017
Average

5 Yr
1.86
1.83
1.81
1.83

7 Yr
2.12
2.09
2.04
2.08

10 Yr
2.31
2.27
2.20
2.26

20 Yr
2.65
2.60
2.52
2.59

30 Yr
2.89
2.84
2.77
2.83

Exhibit 2 – Life Expectancies Based on a November 2017
DROP Annuity Commencement Date

Expected Lifetime in Years Based on a November 2017
Commencement of Annuitization
Age
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55

Expected Lifetime
(Years)
62
61
60
59
58
57
56
56
55
54
53
52
51
50
49
48
47
46
45
44
43
42
41
40
39
38
37
36
36
35
34
33
32
31
30

Age
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90

Expected Lifetime
(Years)
29
28
27
26
25
24
23
22
22
21
20
19
18
17
17
16
15
14
14
13
12
12
11
10
10
9
9
8
7
7
7
6
6
5
5

Note: The above factors are based on the sex-distinct RP-2014 Blue Collar
Healthy Annuitant Mortality Tables, with the female table set forward two
years, projected generationally using Scale MP-2015. The sex-distinct tables
are blended 85% male and 15% female.

