Thrift Savings Plan (TSP)

Starting sooner will take you farther.

If you earn $26,000 a year and save 5% of your pay each year in the TSP until age 65, assuming you earn 7% interest,
your money will grow to:
And finish with this

much at age 65:




         




   FERS
       

CSRS

Start at Age 20



$819,339


$194,546
Start at Age 30



$389,093


$ 87,502
Start at Age 40



$190,333


$ 34,237
The amounts in these examples are the result of an employee saving $50 per biweekly pay period (5% of $26,000 annual salary divided by 26 pay periods) and assume a 7% annual rate of return.

FERS was designed as a three tiered retirement system.  The FERS Basic Annuity when combined with Social Security will not provide adequate retirement income for most retirees.  However, when the TSP is included in this package, FERS retirees can receive amounts comparable to CSRS retirees, and retirees from the private sector.  Contribution limits have been increased for FERS employees.  In 2003, FERS employees can contribute up to 13% of their base gross pay.  Each January, until 2006, the limit will increase by 1%.  In 2006, the limit will be eliminated, and FERS employee contributions will only be limited by the IRS annual deferral limit.  The deferral limit for 2003 is $12,000.  The limit will be $15,000 in 2006.  

Contribution rates have also increased for CSRS employees.  In 2003, CSRS employees can contribute up to 8% of their base gross pay.  Each January, until 2006, the limit will increase by 1%.  In 2006, the limit will be eliminated and CSRS employee contributions will only be limited by the IRS annual deferral limit.  The deferral limit for 2003 is $12,000.  The limit will be $15,000 in 2006.
Thrift Savings Plan (TSP)

TSP Web Site:  www.tsp.gov Thrift Line:  (504) 255-8777

TSP is a defined contribution retirement savings and investment plan for Federal employees.  Participation is voluntary.  The TSP gives you the opportunity to invest pre-tax contributions, and gives you five investment funds to choose from.  There are two open seasons each year.  The open seasons run from April 15 – June 31, and from October 15 – December 31.  During these open seasons, you can make an election to start or change the amount of your TSP contributions.  Beginning in May 2002, you can change the way your current contributions are allocated at any time directly with the TSP by using the TSP Web site, the TSP ThriftLine, or Form TSP-50 (Investment Allocation).  You can make an interfund transfer at any time during the year if you wish to reallocate the way your prior contributions are invested.

As long as the money remains in the TSP, it accumulates earnings on a tax-deferred basis.  However, when an employee receives the monetary distribution, it is subject to Federal income tax.  In addition to the ordinary income tax you pay on withdrawals, in certain situations, the Internal Revenue Code imposes a penalty that is 10% of the total amount you receive from the TSP.  This will occur if you separate or retire for reasons other than disability retirement before the year in which you reach age 55, and you withdraw your account balance in a single payment or a series of equal payments.  In this case, you will be subject to the penalty on all amounts that you receive before age 59 1/2.  However, if you separate or retire during or after the year in which you reach age 55, you will not be subject to the penalty on a withdrawal.  

Withdrawal Options

Upon separation from Federal employment, you have several withdrawal options.

· Leave money in TSP.

· Transfer TSP account money to an IRA or other eligible retirement plan.

· Receive TSP account balance in a lump sum payment.

· Receive TSP account balance in equal monthly installments.

· Purchase a Life annuity through TSP (must have $3,500 in account).

IRS requires that you begin to receive payments from your account by April 1 of the year following the year that you become age 70 1/2.  (This does not apply if you are still employed.)  Your minimum distribution will be calculated based on your account 

balance and life expectancy.

TSP Web site and ThriftLine
The TSP Web site and ThriftLine provide general plan information, and allow participants to:

· Make, change, or cancel interfund transfers

· Change or request a PIN

· Check the status of loan or withdrawal requests

· Determine current account balance

· Determine amount available for a loan

· Change the allocation of current contributions

On the Web site, you can also download TSP forms and materials, and use interactive calculators to project future account balance or estimate annuity payments.

TSP Annuities

An annuity is one of several options that you have for withdrawing your TSP account.  If you choose an annuity, it provides you a monthly income for life.  However, you should not confuse a TSP annuity with your retirement annuity that is paid upon meeting CSRS or FERS eligibility requirements.

Factors that Affect Amount of Annuity --

· Your selected annuity option

· Your age when your annuity is purchased (and the age of your joint annuitant)

· The balance of your TSP account used to purchase your annuity

· Market interest rate levels when your annuity is purchased

Caution:  Because you cannot change your election or terminate your annuity after it is purchased, be sure you understand your options before you make your choice.

Types of TSP Annuities:  

You can choose from five types of TSP annuities.  In addition, there are other features that you must consider.


Single life annuity:

1. with level payments or

2. with increasing payments

Joint life annuity with your spouse:

3. with level payments or

4. with increasing payments

Joint life annuity with someone other than your spouse:

5. with level payments

Single Life and Joint Life Annuities:

Single Life Annuity - An annuity that provides monthly payments only to you as long as you live.

Joint Life Annuity - An annuity that provides monthly payments to you while you and the person you name as your joint annuitant are alive.  When either of you dies, monthly payments are made to the survivor for his/her lifetime.  The amount of the payment while you and your joint annuitant are alive and the amount of the payment to the survivor depend on whether you choose a 50% or 100% survivor annuity.


50% survivor annuity - The monthly payment to the survivor, whether the survivor is you or your joint annuitant, is half (50%) of the annuity payment made while both you and your joint annuitant were alive.


100% survivor annuity - The monthly payment to the survivor is the same amount as the annuity payment made while both you and your joint annuitant were alive.  However, the monthly payment while you are both alive is generally less than if you select the 50% survivor annuity.

Level and Increasing Payment Annuities –

Level Payments - The amount of the monthly payment remains the same from year to year.  Also, the survivor annuity (50%, or 100%) remains the same as long as the survivor is alive.  

Increasing Payments - The monthly payment can change each year on the anniversary of the first annuity payment.  The change is based on the change in the consumer price index (CPI).  When annuity payments start, they are smaller than they would be if you had selected level payments, but usually there is an annual increase in monthly payments.  Increases cannot exceed 3% per year, but monthly payments cannot decrease, even if the CPI decreases.  Increasing payments cannot be combined with a joint life annuity when the joint annuitant is someone other than your spouse.

Two Additional Annuity Features --

If you choose one of the following features, certain minimum amounts will be paid to the beneficiary that you name if you (and your joint annuitant, if applicable) die before the minimum amounts have been paid out.  If you choose one of these features, your monthly payments will be less than they would have been if you had not chosen one.

Cash Refund - If you (and your joint annuitant, if applicable) die before an amount equal to the balance used to purchase your annuity has been paid out, the difference between the balance used to purchase your annuity and the sum of the monthly payments already made will be paid to your beneficiary in a lump sum.

Ten-year Certain - If you die before receiving annuity payments for a 10-year period, payments will continue to your beneficiary for the rest of the 10-year period.  If you live beyond the 10-year period, you continue to receive payments, but with no further provision for payments to a beneficiary upon your death.  This feature cannot be combined with a joint life annuity.

Federal Income Tax 

Withholding  On TSP Payments

(Extracted from TSP-536 (7/98),

Important Tax Information about Payments from Your TSP Account)

TSP payments made directly to you are taxable income for Federal income tax purposes and are subject to withholding in the year in which payment is made. (NOTE:  TSP does not withhold state, city, county, or other local income tax.)  For withholding purposes, there are three types of payments:  (1) eligible rollover distributions; (2) periodic payments; and (3) non-periodic payments.  Withholding differs for each type of payment.

Type Of Payment
Payment Includes
Tax Treatment
Notes

ELIGIBLE ROLLOVER DISTRIBUTION 
· One single payment

· Automatic cash-outs (currently $200 or less)

· Equal monthly payments lasting less than 10 years and not computed by TSP according to IRS life expectancy tables 

· A single payment after a series of monthly payments

· Late contributions paid to your account after a complete withdrawal

· Death benefits paid to a spouse

· Payments to a spouse/former spouse under a court order or alimony order 


Payments subject to a mandatory 20% withholding, which cannot be waived.

No withholding on payment of less than $200 to a spouse or former spouse.


There is no withholding on eligible rollover distributions that are less than $200 within one tax year.

Early Withdrawal Penalty:  if you separate/retire before the year in which you become age 55, early withdrawal penalty tax of 10% on all amounts received before age 59½.  Does not apply to:

· annuity payments

· death benefit payments

· payments made in compliance with court orders

· payments made to disability retirees

· equal payments computed by TSP according to IRS life expectancy tables*

*Note:  If you change from such payments to a final single payment, either before you become age 59 ½ or within five years of the date of the first payment, whichever is later, you will be liable for the penalty tax on all payments received before age 59 ½.

Type Of Payment
Payment Includes
Tax Treatment
Notes

PERIODIC PAYMENTS


· Monthly payments expected to be paid out over 10 years

· Equal payments computed by TSP according to IRS life expectancy tables

· Payments from an annuity purchased by TSP


Withholding is based on the assumption you are married claiming three exemptions.  You may submit Form W-4P to: 

· elect no Federal income tax withholding

· have Federal income tax based on different allowances and marital status

· have an additional amount withheld


Send W-4P, Withholding Certificate for Pension or Annuity Payments, to:

National Finance Center 

TSP Service Office         

P.O. Box 61500              New Orleans, LA 70161-1500

See note regarding early withdrawal penalty on previous page

NON-PERIODIC PAYMENTS


· Minimum distribution payments (required at age  70½)

· Death benefits paid to someone other than the spouse 

· Child support payments or court-ordered payments to someone other than the spouse/former spouse


Federal income tax withholding is 10% on these payments.  You may submit W-4P to elect: 

· no Federal income tax withholding 

· an additional withholding over and above the 10% automatic withholding


To elect no income tax, or additional withholding, send 

W-4P to address above.

Amounts paid as a minimum distribution on/after age 70½ may not be transferred or rolled over to another IRA or qualified pension plan.



NOTE:  Foreign citizens with a foreign address can request to waive tax withholding on any payment.  However, if such a request is made, the payment may then be subject to 30% tax withholding under IRS rules concerning income of nonresident aliens.
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