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Cynthia Porter, Director, Army Benefits Center-Civilian
New TSP Contribution Rates for 2009

The Internal Revenue Service (IRS) has published the new contribution limits for 2009.  For regular TSP, the limit is $16,500.  The limit for TSP Catch-up contributions is $5,500.  

TSP bi-weekly charts have been posted to the Army Benefits Center – Civilian (ABC-C) website to assist you in planning your contributions for 2009.  The charts for regular TSP can be found at:
https://www.abc.army.mil/TSP/WhenDoIEnrollTSP.htm.  The charts for TSP Catch-Up are located at:
https://www.abc.army.mil/TSP/WhatisTSPCatch-Up.htm 
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Did You Know?
If you terminate your regular TSP contributions, your TSP Catch-Up contributions will also stop.  If you wish to continue the TSP Catch-up contributions you will have to continue the regular TSP contributions.  If you are getting close to reaching the Internal Revenue Service (IRS) contribution limit, you may elect to contribute $1 per pay period in regular TSP contributions in order to continue your TSP Catch-Up contributions.  If you are a FERS employee, you will not receive agency matching if you are contributing only $1 per pay period, but you will receive the automatic 1%.  Remember that your regular TSP contributions will automatically stop once you have reached the IRS contribution limit.    

[image: image2.png]



Penalty Free TSP Withdrawals

How old do you have to be to make penalty-free withdrawals when you retire or separate from Federal service?

Many Federal employees retire before age 59 ½.  Some employees (such as air traffic controllers, fire fighters and law enforcement officers) can retire at age 50 with 20 years of service or any age with 25 years of service.  Other Federal employees may be offered early retirement before age 55 due to base closure. 
According to the TSP Tax Notice “Important Tax Information about Payments from Your TSP Account,” as long as you turn 55 in the same year that you retire or separate from Federal service, there is no penalty for early withdrawal.  This means that as long as you retire or separate in the same calendar year that you reach age 55, or any time after, you may make penalty-free withdrawals.
As an example, a firefighter, age 54, retires from Federal service on June 30, 2009 after 20 years of service.  The employee turns 55 on November 15, 2009.  Starting on November 15, 2009, penalty-free TSP withdrawals may be made.

On the other hand, an employee, age 54, with 31 years of service, is offered early retirement.  If the offer of early retirement is accepted, the employee must retire by September 30, 2009.  This employee will not turn 55 until January 2010.  If the employee decides to retire in 2009, he would have to wait until age 59 ½ to make penalty-free withdrawals from TSP.

TSP participants who are not eligible for regular penalty-free withdrawals because of separating or retiring before the year they reach age 55 may still make penalty-free TSP withdrawals.  They must choose to receive a TSP annuity (payments will continue throughout the life of the TSP annuitant) or take monthly payments based on their life expectancy (which must continue for at least 5 years or when the participant become age 59 ½, whichever is longer). 

For more information on TSP withdrawal options after separation or retirement, check out the TSP website at http://www.tsp.gov. 
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TSP – A Long Term Investment

The current volatility of the stock market has many Federal employees concerned about their TSP accounts.  Some of you may already have moved your entire TSP account into the G Fund.  Others may check the account balance daily to track losses.
The October 2008 edition of the Thrift Savings Plan Highlights lists three reasons for continuing to invest in the F, C, S, I or L Funds.

The first reason is that the stock and bond markets may go down, but they have always come back up.

The second reason to stay in those funds is to take advantage of the “sale” on the shares.  Because the value of each share has decreased, your contributions will buy more.  When the value of the shares goes up, so will your TSP account balance.

The third reason is to take full advantage of “dollar cost averaging.”  Your TSP contributions buy more shares when the cost is low and fewer shares when the cost is high.  Over time, the average cost per share will be lower than if you try to “time” the market (transfer everything to the G Fund while the market is down, then transfer the money back to the more volatile funds after the market goes up again).   

In a message from the Executive Director, Gregory Long said “For those of you with longer-term goals, history has shown us that stock markets do recover.  Experts agree that as you seek long-term growth, allocating a portion of your account to stocks remains a prudent choice.”   (The entire text of the Message from the Executive Director is available on the TSP website at http://ww.tsp.gov at the top of the page, immediately under the TSP logo.)
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TSP Hardship Withdrawal – Consider the Cost

In these uncertain times, more employees than ever before are experiencing financial difficulties and are applying for hardship withdrawals from their TSP accounts.  When you receive the hardship withdrawal, your TSP contributions will be stopped and you will not be able to contribute to TSP for 6 months.  Once the 6 months is up, your TSP contributions do NOT automatically resume.  You must process a new TSP contribution election through the ABC-C.  You may process the change through the telephone system at 1-877-276-9287, or by using the Employee Benefits Information System (EBIS).
Before applying for a TSP hardship withdrawal, it is important to take a look at what it will cost you to take this withdrawal.  First, the amount of the withdrawal is permanently removed from your TSP account and cannot be paid back.  Next, your withdrawal is subject to Federal income tax withholding of 10%.  Also, if you are under age 59 ½, you may be subject to an early withdrawal penalty of 10%.  You are not able to contribute to TSP for 6 months after receiving the hardship withdrawal, so you will miss out on those contributions to your TSP account, in addition to the loss of the agency matching contributions.  

Let’s look at an example. Fred Fed, age 50, makes $40,000 and contributes 5% to TSP.  That works out to $77 per pay period.  He decides to take a financial hardship withdrawal of $5,000.  The cost of his hardship withdrawal is $7,801.  How was that amount determined?
The amount of the withdrawal is $5,000, remembering that this is a permanent reduction to Fred’s TSP account and can’t be repaid.  He will pay 10% of the amount of the withdrawal in Federal income taxes, which would be $500.  He also has to pay 10% for the early withdrawal penalty, which is another $500.  He can’t contribute to TSP for 6 months, which is $1,001 that will not be put into his TSP account.  Fred also loses the agency matching of 4% or $800 for those 6 months.  If you get out your calculator and add $5,000 + $500 + $500 + $1,001 + $800 you will get $7,801.  And don’t forget to take into consideration the potential lost earnings on the $7,801 for the next 10 years, until Fred retires.  If you assumed a 5% rate of return for Fred’s TSP investment, he could have $5,000 of potential lost earnings.  This gives Fred a total cost for that $5,000 hardship withdrawal of approximately $12,800!

For more information on in-service withdrawals, see the booklet, “TSP In-Service Withdrawals” in the Forms and Publications section of the TSP website, http://www.tsp.gov.       
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On A Personal Note
Well, it’s fast approaching the end of another year. The temperature here in Kansas went from almost 60 degrees day before yesterday to 3 degrees this morning with a wind chill of minus 12.  Ugh!   Winter has arrived in our part of the country.  Not only that, but the holidays are coming faster than I’d like.  I think I’m ready.  Hopefully, you are too. 
I sat for long time thinking about what to write for my portion of this newsletter.  Did I want to write something about the economy?  Nah, enough has been said.  Or, did I want to write something about what we, the ABC-C accomplished this past year?  No, whatever we were able to accomplish was a result of serving you.  As my grandchildren sometimes say, “Did we do good?” Hopefully so.   
To our military and civilian “family” who won’t be spending this year’s holiday with your families and loved ones, know that I think of you each and every day.  As a proud mother of an Air Force Airman, I am continually reminded of your commitment and dedication to our country.  YOU DO GOOD!
Happy Holidays from all of us here in the ABC-C to each and every one of you, your families and your loved ones. Peace, Joy and Happiness.     
Until next month,
Cindi
Send comments or suggestions to:
mailto:rile.NewsletterINQ@conus.army.mil
At Fort Riley, Kansas
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To reach the ABC-C:  https://www.abc.army.mil or 1-877-276-9287 (TDD: 1-877-276-9833)


303 Marshall Avenue, Fort Riley, KS  66442-5004
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