THE SAILOR’S SAVINGS PLAN IS COMING SOON

Legal columns contain general information and guidance only.  To speak with an attorney regarding a specific legal problem, please call your local Legal Assistance Office for an appointment.  At the Washington Navy Yard, (202) 685-5569; at the Pentagon, (703) 693-0107; at National Naval Medical Center, (301) 295-6052.  Attorneys do not give advice over the telephone.  Walk-ins are taken only for powers of attorney and notary services and only during the following hours.  Hours of operation are as follows: Navy Yard: 800-1630, Monday through Friday;  At the Pentagon: Monday, Tuesday, Thursday and Friday from 0800 to 1600; and Wednesday from 0800-1300;  NNMC  0730-1600 Monday through Friday, but attorney services are generally available on Tuesdays and Thursdays.

If you would like more information or have any questions regarding this or any other topic, please call the Legal Assistance Office for an appointment or visit our website at http://www.jag.navy.mil/html/NLSONCnewmain.htm.

Are you worried about having enough savings to provide for yourself, your family, spouse or children in the future? Now, whether you are “lifer” or serving one tour in the Navy, a seaman or a captain, active duty or reservist, there is a savings plan for you. The Thrift Savings Plan (TSP), a retirement savings and investment plan established by Congress in 1986 for federal employees is being extended to uniformed service members. Here are the answers to some basic questions about TSP:

1. What is the TSP?

The TSP is a retirement and savings plan that will provide retirement income with the tax benefits similar to private sector 401(k) plans. This type of plan was named for section 401(k) of the Internal Revenue Code, which permits employees of qualifying companies to set aside pre-tax money into an account where it will grow tax-deferred.   This basically means that your taxable income each year will be decreased by the amount you contribute, and that amount will grow within the fund, without being taxed until its taken out.

2. Why Should A Young Sailor Participate in TSP?

Putting a way as little as $100 a month can have enormous returns.  For example, if you begin putting away $100 a month a continue doing so for a 20 year career, at the end you would have over $59,000, assuming a modest 8% rate of return.  If, after retiring, you kept that money in the Thrift Savings Program, in another ten years it would more than double to over $130,000.  If you continued in the Thrift savings program for another ten years, that amount would skyrocket to $290,000! 

So for a 20 year old service member just beginning his or her career, a typical scenario might look like this: contribute $100 to the Thrift Saving Plan each month for your twenty year career, retiring at age 40.  Without adding another dime, when you’re 60 years old and ready to settle down with your grandchildren, you’ve got nearly $300,000!


Of course you don’t have to spend 20 years in the military to reap the benefits of TSP.  Even if you are only going to stay on active duty for a couple of years, although you can no longer contribute to the TSP after leaving the military, your contributions will still grow tax-deferred.  Also, you may “roll”  your TSP account into a civilian retirement account or an IRA.

3. Who is eligible to participate in the TSP?

Active duty service members and members of the Ready Reserve or National Guard in any pay status. (Retired military are not eligible.)  

4. Does participation in the TSP prevent me from receiving benefits under the existing military retirement program?

NO. Service members can opt into the TSP. It is NOT automatic enrollment. By opting in, a member agrees to contribute to the TSP from his or her paycheck each month. The amount contributed belongs to the member regardless of how many years of service. The total in a TSP account equals the service member’s contributions and account earnings.  Earnings are basically what is paid back into the account from the interest paid and investment gains.  This compounding allows the account to grow very rapidly.

Military retired pay is a defined benefit plan. Benefits received are based on years of service and the rank held by the servicemember at the time of retirement.

5. What pay can be contributed?

Upon enrolling in the TSP, a member may elect to deduct a certain amount of military pay each month into the TSP fund. The member’s payroll office will deduct and remit the amount to the fund each month. For the calendar year 2002, contributions are capped at 7 percent of monthly pay with an overall limit of contributions of $10,500 a year. 

Contributions can be from base pay and special or incentive pay such as sea duty pay, diving pay, medical or dental officer pay, proficiency pay, hazardous duty pay, imminent danger pay, accrued leave payment, foreign duty pay, continuation pay, flight duty pay and aviation career incentive pay as well as pay received as bonuses for enlistment or reenlistment.  However, contributions from these types of pay requires that the member is already contributing from basic pay. (Special rules apply for contribution from combat zone pay).

Redux participants can opt to contribute a portion of their $ 30,000 bonus within the annual limit as well. 

6. Will the government match contributions by the service member?

The law authorizing uniformed service participation in TSP does give each service the option to form contracts with members who agree to serve 6 years on active duty in “critical specialties” and agree to match the member’s contributions from base pay only to TSP. However, the services are still looking into the cost and utility of TSP matching funds and no plan to implement this option is in progress as the present moment. 

7. What are the tax consequences of contributing and ultimately withdrawing the amount saved?

Contributions are from pre-tax pay and reduce a member’s taxable income in a year. Investments and contributions are taxed (as income) only upon withdrawal.  In other words, you don’t pay tax on any of the money at the time of contribution.  Additionally, the account grows tax free.

8. What are the investment options under TSP?

Currently contributions into a TSP account can be invested in any or all of the following five funds:

a. Government Securities Fund – “G” fund

The G Fund consists exclusively of investments in short-term, nonmarketable U.S. Treasury securities specially issued to the TSP. G Fund investments earn interest at a rate that is equal, by law, to the average rate of return on outstanding U.S. Treasury marketable securities with 4 or more years to maturity. Currently, the maturities of the securities in the G Fund range from 1 day (on business days) to 4 days (over holiday weekends).

       There is no credit risk (risk that principal or interest will not be paid) for the Treasury securities in the G Fund since they are guaranteed by the U.S. government. There is also no market risk, risk that the market value of investments may fluctuate as interest rates fluctuate, since investment is only in short-term securities. While low in risk, the G fund may have lower rates of return over long term than the other funds.

b. Fixed Income Fund- “F” fund

The Fixed Income Index Investment (F) Fund is the TSP's bond market fund. The objective of the F Fund is to match as closely as possible the returns of the Lehman Brothers U.S. Aggregate (LBA) index, an index that represents the U.S. Government, mortgage-backed, corporate (U.S. and non-U.S.), and foreign government securities sectors of the fixed-income securities market; it thus tracks the overall performance of the U.S. bond market. Fixed-income securities represent obligations of issuers (borrowers) to repay the amount borrowed (the principal) to holders of the securities when the securities mature. "Fixed-income" refers to the fact that the coupon rate (annual interest rate) of each such security is set, or "fixed," in advance. These securities usually pay interest semiannually until maturity.

      The F fund carries more risk than the G fund. There is no assurance that past rates of return of the F fund will be replicated in the future. 

c. Common Stock Index Investment Fund- “C” fund

The C Fund is the TSP's large-company stock fund. It is invested primarily in shares of the Barclays Equity Index Fund, a commingled stock index fund that tracks the Standard & Poor's 500 (S&P 500) stock index.

The Barclays Equity Index Fund holds common stocks of all the companies represented in the S&P 500 index. A small portion of the Equity Index Fund assets (representing dividend income and small cash balances) is invested in S&P 500 index futures contracts to provide liquidity.

      The C fund gives TSP participants the opportunity to diversify investment among a range of stocks. When conditions of the U.S. economy, foreign economies, industry or an individual company are favorable then returns can increase sharply. As an indexed fund, a participant has the opportunity to earn high investment returns but the risk of a decline in the stock value with unfavorable changes in economic conditions is also greater in the C fund.

d. Small Capitalization Stock Index Fund- “S” fund

The Small Capitalization Stock Index Investment (S) Fund is the TSP's medium and small company stock fund. The objective of the S Fund is to track the returns of the Wilshire 4500 stock index, which is comprised of actively traded U.S. stocks that are not found in the S&P 500 index.

     Just as in the C fund, rate of return can fluctuate with economic conditions of companies. Additionally, the S fund contains stocks of mid-size to smaller companies that have historically been more volatile in price, and potentially risker than stocks of larger companies in the C fund. 

e. International Stock Index Investment Fund- “I” fund

The I Fund is the TSP's international stock index fund. The objective of the I Fund is to track the returns of the Morgan Stanley Capital International EAFE (Europe, Australasia, and Far East) stock index, an index that tracks the overall performance of the major companies and industries in the European, Australian, and Asian stock markets.

The I fund carries the added risk of foreign currency fluctuations. Stocks in the EAFE Index fund tend to more volatile in price and riskier than stocks held in the other funds. 

All funds vary in holdings, rates of return and investment risk. Except for the G fund, all funds are indexed mutual funds.

9. Do I have to enroll in a particular fund?

Initially, upon enrollment all members will automatically invest contributions in the G fund. After the first contribution is received, TSP will send the member an introductory letter and a PIN identification. Use of the PIN will allow the member to make a contribution allocation to any of the five investment funds using the TSP website, www.tsp.gov or the Thrift Line 504-255-8777.

10.  Can existing balances in my account be transferred and invested in  another fund?

YES. This can achieved through an interfund transfer.  Only money already in the account may be moved. These transfers can also be done via the website, phone line or mail in the transfer form.

11.  When can I withdraw money from my TSP account? 

During service prior to reaching 59 ½ , early withdrawal restrictions will apply. The amount withdrawn will be included as income and subject to tax withholding of 20 percent. But any amount rolled over to an IRA or different retirement program will avoid tax of the distribution. 

When leaving federal service, a 10 percent tax penalty on savings withdrawn by a member under 55 years old when separating or retiring will be assessed. Upon reaching 59 ½, a participant may withdraw savings or roll them over into another retirement plan. 

12. Can I borrow from TSP prior to reaching age 59 ½? 

YES, in limited circumstances. The TSP has a loan program that allows members to borrow from their accounts for residential purchases and other general purposes without tax penalties or liabilities. Interest on the loan is at the current G fund rate at the time of the loan and interest is paid into the borrower’s TSP account.

13.  Sign me up!! When can I enroll?

Service members will have an open season, a 60-day enrollment period beginning 9 October 2001 through 8 December 2001. Contributions to TSP after enrolling during this period will begin to be deducted from paychecks in January 2002. 

If a member fails to sign up during this period, there will be only two “open season” each year,15 May - 31 July and  15 November – 31 January. New members of the uniformed services will have 60 days after joining in which to enroll in TSP. 

The Thrift Savings Plan is a great opportunity to begin preparing for the future. For more information visit these websites www.tsp.gov, or http://pay2000.dtic.mil.

