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staying out for at least six months, 
every state employee is eligible 
to return to state employment in 
a part-time position subject to an 
annual earnings cap, which is at 
least 50 percent of the amount you 
earned immediately prior to your 
retirement.  In the current economy, 
finding a part-time position in the 
school system might be a little 
more difficult, but definitely not 
impossible!  A half-time position, 
plus 30-year state retirement 
benefits, typically provides more 
take-home pay than you earned 
in your full-time position prior to 
retirement.

Myth #2 – Classified employees 
are not eligible to double-dip

All retired state employees are 
eligible to return to state employ-
ment after staying out at least 
six months, subject to an annual 
earnings cap.  In some cases, 
classified employees are in an ideal 
financial position to double-dip.  
If such a position exists, retired 
classified employees who have 
stayed out for at least six months 
can often work in a position for just 
slightly under 30 hours per week, 
drawing almost 75 percent of their 
previous employment pay plus full 
retirement benefits.  Most certified 
employees are going to be capped 
at 50 percent of their previous 
employment pay after retirement.

Myth #3 – Double-dipping will be 
completely eliminated soon

Double-dipping in a part-time 
position subject to an earnings cap 
is unlikely to be eliminated.  It is 
authorized by the Internal Revenue 
Code and built into the Retirement 
System’s plan document approved 
by the IRS.

Myth #4 – The required 
six-month out period is likely to 
be shortened soon

While the Internal Revenue Code 
just requires a “break in service”, 
and does not specify the length of 
time required, there are powerful 
people in Raleigh who do not 
want to reduce the six-month out 
requirement.  It is possible that 
some day the requirement will be 
reduced to 3-4 months, but do not 
expect it to happen anytime soon.

Myth #5 – The six-month out 
requirement does not apply to 
substituting

Several years ago the law was 
changed such that the six-month 
out requirement applies to all 
income from state employment.  
If you earn any state income 
within the six months immediately 
following your retirement, your 
retirement benefits will be stopped.

Myth #6 – The six-month out 
requirement prevents me from 
working

The six-month out requirement 
only applies to North Carolina 
state employment.  After retire-
ment, your retirement benefits are 
not impacted by earnings from 
non-state employment.  That 
is really the “ultimate” double-
dipping.  You can work part-time 
or full-time for any other state’s 
schools, any private school, any 
private university, or any corpora-
tion, partnership, or proprietorship, 
beginning immediately upon 
retirement.  However, if you are 
drawing or plan to draw Social 
Security benefits, there might be 
earned income limitations in terms 
of drawing those benefits until a 
certain age. 

s we get ready to start a 
new calendar year, it is an 
excellent time to review 

your financial situation and to make 
plans for retirement.  This issue of 
Common Cents is intended to help 
you plan for your immediate and 
longer term financial future.  Also, 
there are some important current 
financial topics discussed at the end 
of this issue.

Retirement System 
Update

The ability to retire, stay out six 
months, and return to teaching 
full-time exempt from an earnings 
cap officially ended October 1, 
2009.  Contrary to the belief of 
some, the ability to retire and return 
to work subject to an earnings cap 
has not ended.  Let’s try to dispel 
that and some of the other retire-
ment myths that many employees 
seem to hear!

Myth #1 – Double-dipping is no 
longer possible.

True “double-dipping” had ended 
– nobody can work in a full-time 
permanent position and draw state 
retirement benefits.  However, after 



Myth #7 – The “Rule of 85” has 
been eliminated

The “Rule of 85” unreduced 
benefits retirement feature still 
exists and is unlikely to be elimi-
nated.  The Retirement System’s 
rule of 85 is a little different from 
some other pension plans’ Rule 
of 85.  To qualify for unreduced 
retirement benefits under the 
Retirement System’s Rule of 85, 
you must have at least 25 years of 
retirement service credit and be 
at least age 60.  You can use sick 
leave to help reach the 25 years of 
service credit, but still must be at 
least age 60.

Myth #8 – Many other Retire-
ment System benefits are in 
danger of being cut or eliminated

The crash of the stock market 
in the fall of 2008 significantly 
reduced the value of the Retirement 
System’s investment portfolio, 
at least on paper.  Recent gains 
in the stock market have helped 
that portfolio recover to some 
extent.  However, state officials 
are worried that another such event 
could impair the System’s ability 
to meet future obligations.  We do 
expect some long-term changes 
to the Retirement System, but 
only impacting new hires, not 
existing employees.  Employees 
vested in the Retirement System, 
and all current employees who 
are working toward vesting in the 
Retirement System, should see no 
reduction in benefits during their 
lifetimes.  A “Future of the Retire-
ment System” Advisory Board is 
being selected at this time and is 
expected to make recommendations 
to the State Treasurer.  She plans 
to use those recommendations to 
help her work with the General 

Assembly to insure that the Retire-
ment System remains a reliable 
and healthy pension plan for state 
employees.

Myth #9 – After a certain 
number of years of service, you 
are paying to work

The retirement benefits formula 
always rewards an extra month or 
extra year of service credit.  Each 
additional year of service credit 
beyond 30 generally increases 
your retirement benefits between 3 
percent and 6 percent, depending 
on its impact on your average final 
compensation.  However, typically 
at age 62 with at least 30 years of 
retirement service credit, retiring 
and drawing a state retirement 
benefit plus Social Security would 
more than replace your working 
take-home pay.  State retirement 
benefits alone would never replace 
your working gross income, and 
it would take 40+ years of service 
credit for state retirement benefits 
alone to replace your working net 
income.

Myth #10 – In this economy, it is 
foolish to retire

As state employees, we are so 
fortunate!  Our primary pension 
benefits are not impacted by the 
economic situation, and at least 
at this point, neither is Social 
Security.  Looking back at the 
previous paragraph, which talks 
about retiring with at least 30 
years of service credit and being 
at least 62 years old, if you can 
more than replace your current 
working take-home income, and 
your current take-home income is 
not likely to increase much, if any, 
in the next year or two, retirement 
should at least be a consideration.  

If, however, you were counting on 
supplemental retirement savings 
(e.g. 401(k), 403(b) and/or 457 
plans) to maintain or improve a 
current financial lifestyle, and such 
savings have reduced in value, it 
is possible that you would want to 
continue working and contribut-
ing to those savings plans for an 
additional period of time.

Myth #11 – The lack of pay 
increases will decrease my retire-
ment benefits

Besides years of service credit, 
the most important part of the 
retirement benefits formula is your 
“average final compensation”.  
There are many myths circulating 
about the definition of this piece 
of the retirement benefits formula.  
It is actually the average of your 
highest 48 consecutive months of 
gross earnings.  Because your final 
payout of up to 30 days of annual 
leave plus any bonus (miscel-
laneous) leave counts toward that 
calculation, nearly everyone’s 
highest 48 consecutive months of 
gross earnings are going to be their 
last 48 consecutive months of gross 
earnings.  Because of previous 
years’ pay increases, nearly 
everyone’s average final compensa-
tion would continue to increase 
somewhat even after a year or two 
of no pay increases.  Undoubtedly, 
receiving an annual pay increase 
accelerates the increase in average 
final compensation, but not 
receiving a pay increase for a year 
or two does not cause that calcula-
tion to remain static or decrease.



 Myth #12 – Tax-sheltered deduc-
tions reduce my average final 
compensation

Tax-sheltered payroll deductions do 
not reduce average final compensa-
tion.  Average final compensation is 
figured on total gross pay subject to 
retirement withholdings and is not 
impacted by flexible benefit plan 
deductions or tax-sheltered savings 
plan deductions.

Myth #13 – There is nothing I 
can do to increase my average 
final compensation

Again, WS/FCS employees are 
very fortunate.  We provide a 
number of extra-duty income 
opportunities for school-based 
employees, including tutoring, 
coaching, sponsoring, Summer 
School, and in some schools, 
extended day.  All of these extra-
duty pay opportunities, if done 
in your last four years prior to 
retirement, increase your average 
final compensation.  Addition-
ally, a teacher or teacher assistant 
transferring to an Equity+ school 
in his/her last four years would 
increase his/her supplement pay 
and thus average final compensa-
tion.  Finally, making sure you 
save your annual leave (up to 30 
days) and bonus (miscellaneous) 
leave increases your final payout 
which increases your average final 
compensation.

Myth #14 – There is a best month 
to retire

There is no best month to retire 
that is universal to all employees.  
There are various financial and 
personal goals that might influence 
an ideal month for a given 
employee to retire.  For ten-month 
employees, in terms of continuity 
of staffing for a school year, it is 
usually best for the students and for 

the school for retirements to occur 
as of July 1, or second best January 
1.  For those thinking about 
double-dipping on a part-time 
basis, January 1 or February 1 are 
often ideal months to retire, since 
the required six months out would 
allow them to contend for part-time 
jobs that are available at the start 
of the next school year.  January 
1 and February 1 are also helpful 
retirement dates in terms of federal 
income tax consequences of the 
final payout, especially if you are 
not planning to double-dip.  Due to 
a strange state regulation defining 
the calculation of the annual leave/
bonus leave final payout, a March 
1 retirement date often maximizes 
that final payout, although the 
increase compared to other months 
is relatively minimal.  March 1 or 
April 1 are often ideal retirement 
dates if you are planning to draw 
Social Security in that calendar 
year, since there are annual earned 
income limits on Social Security 
benefits prior to age 66.  Retiring 
at the end of the month following 
your regular longevity payment 
provides a very slight increase in 
your retirement benefits compared 
to retiring the month before or the 
month after that longevity payment.  
Completing four years after first 
earning the NBPTS 12 percent 
base pay increase is an important 
factor in maximizing average final 
compensation for those teachers.  
Finally, making sure you accrue 
enough service credit to qualify for 
an unreduced retirement benefit (30 
years or Rule of 85) is extremely 
important in terms of maximizing 
your retirement benefits.

As you can tell, depending on your 
specific plans and financial needs, 
the ideal retirement date is a very 
individualized decision!  One final 
thought – financial considerations 
are not always the most important 
consideration in terms of a retire-

ment date decision – your school 
finance officer is fond of saying 
that, by definition, each month of 
work is one less month of retire-
ment!  For some reason, smiles 
tend to get broader and more 
frequent after retirement! 

Myth #15 – I know I will not 
work in the school system for 
30 years, so why should I worry 
about retirement benefits?

There are two answers to this 
commonly asked question.  First, 
many people start a job thinking 
they will never stay with that 
employer for long, and before they 
know it they have changed their 
minds!  Your school finance officer 
once made the young and foolish 
statement that he would never work 
anywhere more than four years.  29 
years later…!

Secondly, if you truly will not work 
for WS/FCS or the State of North 
Carolina for long enough to vest in 
retirement benefits, you need to be 
thinking about retirement benefits 
more than the rest of us.  You 
should be saving a percentage of 
your monthly pay in our elective, 
tax-deferred 401(k) Plan, one of 
our 403(b) plans, and/or the 457 
Plan.  Those are your funds that 
can go with you wherever your 
employment plans take you and 
that can provide retirement income 
if you never vest in an employer-
funded pension plan.

2009 and 2010 Federal 
Income Taxes

Beginning in March 2009 (April 
for mid-month payroll employees), 
the federal income tax withholding 
tables began giving all employees 
a “tax credit” in each month’s pay 
by withholding less in income 
taxes.  This “tax credit”, unfortu-
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nately, comes with strings attached.  
People above a certain income 
level and couples whose joint 
income is above certain levels will 
lose some or all of that credit when 
they complete their federal income 
tax returns.

The danger is that you might have 
too little in income tax withhold-
ings, especially if in years past 
you have owed the IRS when you 
completed your income tax return.  
Although it appears that the IRS 
will not penalize any taxpayer 
who comes up short because of the 
lesser withholdings caused by the 
credit, you could be surprised by 
the amount of the tax bill.

Please contact your tax advisor 
if you think you might owe more 
in taxes than you are prepared to 
pay.  If you decide (quickly!) that 
extra withholdings are necessary, 
you can complete a new W-4 
withholding certificate and get it to 
Payroll to have extra withholdings.  
If you do so, please be sure to 
complete another W-4 withholding 
certificate for January to return to 
the withholdings you want for next 
calendar year.

The other issue with the tax credit 
is that it is scheduled to expire in 
December, so your January federal 
income tax withholdings will likely 
be higher than your December 
withholdings, causing your 
take-home pay to be somewhat 
less in January.  You can estimate 
the potential impact by comparing 
your February 2009 and March 
2009 pay notices (March and April 
for mid-month payroll employees), 
assuming that your gross pay for 
both months was equivalent.

December Payroll 
Schedules

December mid-month payrolls will 
be issued on December 16th, as 
would be expected.  For employees 
paid end-of-month, December 
31st will be pay day, and everyone 
with direct deposit will have their 
funds in their account on the 31st.  
For those on direct deposit, pay 
notices will be delivered to work 
locations on December 17th, with 
the envelopes clearly marked that 
funds will be deposited on the 31st.  
Please inspect your pay notice 
on December 17th and inform 

Payroll on that day if there are any 
problems with your pay.  We have 
no opportunity to correct December 
pay after the 18th, and because of 
annual W-2 processing, we have no 
way of correcting your annual pay 
reported to the IRS after we finalize 
the December payrolls.

Paper checks for December 31st 
pay will be delivered to work 
locations on January 4th.  If you 
change your direct deposit bank 
account for any reason, please 
notify Payroll immediately so that 
we can process your pay by direct 
deposit instead of having to issue a 
paper check.

W-2 Forms

W-2 Forms will be delivered to 
work locations the week of January 
26th.  If you lose your W-2 Form, 
please notify Payroll immediately 
so that we can create a duplicate for 
you.  If you wait until April 14th to 
notify us, you might not have what 
you need in time to meet the tax 
return filing deadline of April 15th!


