PERA-Includable Salary

@ PERA.

There are situations when Colorado PERA members and retirees might receive extra compensation such
as per diems or reimbursements. This fact sheet explains when different types of payments above regular

salary are considered PERA-includable salary.

What is PERA-Includable Salary?

PERA-includable salary refers to the portion of your earnings
that must be reported to PERA, is subject to contributions, and
is used in the calculation of your Highest Average Salary (HAS).
It is defined in Colorado state law, C.R.S. 24-51-101(42) and
PERA Rule 1.20F.

Compensation Subject to PERA Contributions:

» Regular salary and pay.
»  Payment for extra duties.

»  Any pay for administrative, sabbatical, annual, sick,
vacation, or personal leave. See the Colorado PERA Leaves
and Sabbaticals fact sheet for more information.

»  Pay for compensatory time or holidays.
»  Payments by an employer from grants.

»  Amounts deducted from pay pursuant to tax-sheltered
savings or retirement programs.

»  Amounts deducted from pay for a health savings account
as defined in 26 U.S.C. Sec. 223, as amended, or any other
type of retirement health savings account program.

»  Performance or merit payments that meet the requirements
in Rule 1.20F(3).

»  Special pay for work-related injuries paid by the employer
prior to termination of membership.

»  Retroactive salary payments pursuant to court orders,
arbitration awards, or litigation and grievance settlements.

»  Accrued leave payouts (including sick leave) that meet the
requirements in Rule 1.20F(1).

»  Tips received for services rendered.

»  Cash payments made in lieu of fringe benefits that meet the
requirements in Rule 1.20F(2).

»  One-time payments that meet the requirements in
Rule 1.20F(7).

»  Contributions made under an Internal Revenue Code
Section 125 or 132 plan for members who began
membership on or after July 1, 2019.
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State law also defines those forms of compensation which
are excluded from PERA salary and not subject to PERA
contributions.

Compensation NOT Subject to PERA Contributions:
»  Commissions.

»  Compensation for unused sick, annual, vacation,
administrative, or other accumulated paid leave
contributed to a health savings account as defined in
26 U.S.C. Sec. 223, as amended, or a retirement health
savings program.

»  Housing allowance.
»  Uniform/clothing allowance.

»  Reimbursement of expenses incurred, including
automobile usage, insurance premiums, and dependent
care expenses.

»  Bonuses for services not actually rendered, including, but
not limited to, holiday bonuses, cash awards, honorariums,
sign-on bonuses, and referral bonuses.

»  Severance payments.
»  Retirement inducements/incentives.

» Damages, except for retroactive salary paid pursuant to
court orders, arbitration or litigation, and grievance
settlements.

»  Payments earned beyond the date of member’s death.

»  Contributions made under an Internal Revenue Code
Section 125 or 132 plan for members who began
membership on or before June 30, 2019.

If you have questions about your salary, contributions, or
employment information, please contact your employer
first. For questions about your retirement account or
benefits, contact PERA's Customer Service Center at
800-759-7372.
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Performance and Merit Payments

Performance and merit payments are payments given to
employees as a reward for the quality or success of their work.
They're usually tied to specific guidelines or review periods
and are designed to recognize employee achievement and
encourage improvement. These payments are usually in
addition to regular salary or could replace a regular

salary increase.

Performance and merit payments can be considered PERA-
includable salary, provided:

»  The employer considers the payment to be compensation
for services rendered.

»  The employer demonstrates the payment is in recognition
of sustained employee performance over the evaluation
period.

»  PERA determines that the payment is includable and is not
intended to manipulate HAS.

One-Time Payments

A one-time payment is a single, non-base building, non-
recurring payment made to employees outside their regular
salary. It is typically used to recognize employee performance,
reward achievements, or compensation for special projects.

One-time payments can be considered PERA-includable salary,
provided:

»  The employer demonstrates its intent that payment is
compensation for services rendered and not a
bonus payment.

»  PERA determines that the payment is includable and is not
intended to manipulate HAS.

Cash Payments in Lieu of
Fringe Benefits

Payments representing benefits provided by the employer that
are converted to cash payments may be considered PERA-
includable salary, provided:

»  Payments are recurring at a fixed-dollar amount.

»  Payments are not for a reimbursement of
expenses incurred.

»  Payment should not exceed what is considered the market
value of the fringe benefit.

»  PERA determines that the payment is includable and is not
intended to manipulate HAS.

Leave Payouts

Payments for leave taken at any time during the regular
course of business are considered PERA-includable salary
provided they are paid under an established policy or
employment contract.

Annual Accrued Leave Payouts

If your employer's leave policy requires an annual payout of
accumulated leave due to a maximum accrual limit, those
payments are generally considered PERA-includable, provided
the following criteria are met:

»  Leave must be earned under an established employer
policy or employment contract.

»  The employer's policy/employment contract specifically
states the maximum leave that can be accrued.

»  The employer’s policy/employment contract specifically
states when payments will occur and rate at which
payments will be made.

»  The rate of pay can't be higher than your most recent rate
of pay.

»  You cannot elect when payments will occur or the
payment amount you receive.

Accrued Leave Payouts—Termination of Employment

Leave payouts made at the termination of employment may
be considered PERA-includable salary provided the following
criteria are met:

»  Leave must be earned under an established employer
policy or employment contract.

»  Payments are made either in a lump sum or in consecutive
payroll installments.

»  The rate of pay can't be higher than your most recent rate
of pay.

»  You cannot elect when payments will occur.
»  You cannot elect the payment amount you receive.

»  Payments must be made within 60 days of your
termination of employment or final payroll.

Any leave payout made in a year in which a member has
reached the maximum compensation limit imposed under
federal income tax law, including the limitation set forth in
Section 401(a)(17) of the Internal Revenue Code, will not be
included in the member's salary or service credit for the year
of payment or any future year.

Your PERA membership rights, benefits, and obligations are governed by Title 24, Article 51, of the Colorado Revised Statutes, PERA Rules, and other

governing laws, which prevail over any interpretations in this fact sheet.
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