Uniformed Services Participation in The Thrift Savings Plan

Thrift Savings Plan

Authorization for a tax-deferred TSP
The National Defense Authorization Act for Fiscal Year 2000 along with the
Floyd D. Spence National Defense Authorization Act for the Fiscal Year
2001, authorize a Thrift Savings Plan (TSP) for military members. A Thrift
Savings Plan (TSP) allows members to save a portion of their basic pay in a
special account. Both the money placed into this account and its earnings
would be tax-deferred until withdrawal. So, members who save $1,000 and
are in a 15% tax bracket, save $150 in taxes for that year. Not only is there a
tax savings in the year the money is placed in the account, but there are
more future earnings because the money saved on taxes goes to work
making more money. Because the earnings are not taxed until withdrawn,
the compounded growth can be substantial. This is a retirement account
and the money cannot normally be withdrawn, without penalties, until the
member reaches the IRS specified age of 59%. Participants will be
permitted to borrow against their TSP accounts at very favorable rates.
These loans may be used to pay for cars, to purchase a home, or meet a
personal need for extra cash.
Current plans would allow a member to deposit 5% of basic pay and any
amount from special and incentive pays and bonuses into a TSP up to the
IRS limit, currently $10,500 per year. Unlike the Federal Employee
Retirement System's Thrift Savings Plan, the government will not provide
any matching funds. Even without a matching contribution, TSPs are an
excellent way to save for retirement -- because their tax-deferred status
enables the funds to compound more rapidly than in a taxable savings
account or mutual fund.
Though the Federal Thrift Savings Board that manages the federal civilian
TSP manages the military TSP, the military TSP will be tracked in separate
accounts called UNISERV. The selection of funds will be the same as the
federal civilian TSP.
There is one case where matching funds may be offered. The Secretary of
Defense is permitted to establish a retention incentive that would allow
matching funds of up to 5% of pay for a 6-year service commitment.

Web Site: http://www.tsp.gov/index.html

Important Questions and Answers

1. What is the Thrift Savings Plan (TSP)?



The Thrift Savings Plan (TSP) is a retirement savings and investment plan that
has been available to civilian employees of the Federal Government since 1987.
The purpose of the TSP is to provide retirement income. It offers participants the
same type of savings and tax benefits that many private corporations offer their
employees under so-called "401(k) plans."”

The TSP allows participants to save a portion of their pay in a special retirement
account administered by the Federal Retirement Thrift Investment Board. The
money that participants invest in the TSP comes from pre-tax dollars and
reduces their current taxable income; investments and earnings are not taxed
until they are withdrawn.

2. What are the differences in TSP participation for the uniformed services?
Generally, uniformed services members will participate under the same rules and
receive the same benefits as civilian TSP participants. However, the contribution
rules are different for uniformed services members, and the TSP record keeper
must therefore maintain separate data bases for civilian and uniformed services
participants’ accounts. Consequently, two separate accounts will be maintained
for participants who are both Federal civilian employees and uniformed services
members (i.e., reservists).

3. How does the TSP differ from the Military Retirement System?
Participation in the TSP is optional and not automatic. You must sign up with
your service to participate in the TSP. You contribute to the TSP from your own
pay on a pre-tax basis, and the amount you contribute and the earnings
attributable to your contributions belong to you. They are yours to keep even if
you do not serve the 20 years ordinarily necessary to receive military retired pay.
Military retired pay is a defined benefit program. This means that the benefit you
receive from the military retirement system is based on your years of service and
the rank you hold at the time of your retirement, rather than on the amount of
your contributions and earnings.

The TSP, on the other hand, is a defined contribution plan. The balance in your
TSP account will depend on how much you have contributed to your account
during your working years and the earnings on those contributions.

4. Who can contribute to the TSP as members of the uniformed services?
Uniformed members of the Army, Navy, Air Force, Marine Corps, Coast Guard,
Public Health Service, and the National Oceanic and Atmospheric Administration
serving on active duty and members of the Ready Reserve or National Guard of
those services (as applicable) in any pay status can contribute to the TSP.

5. Can uniformed services retirees contribute to the TSP?
Uniformed services retirees cannot contribute to the TSP. The TSP is designed
to allow active duty members and members of the Ready Reserve or National



Guard to save a part of their military pay for retirement in a plan that offers pre-
tax savings, tax-deferred investment earnings, and low administrative and
investment expenses.

Therefore, only pay for active service (e.g., basic pay, incentive pay, special pay,
and bonuses) can be contributed to the TSP.

6. When will | be able to join the TSP? Uniformed services members will be
able to enroll in the TSP beginning on October 9, 2001. This time frame
ensures that the Federal Retirement Thrift Investment Board, the Department of
Defense, your service, and other agencies involved will be able to provide timely
and effective support to the nearly 2.5 million members of the uniformed services
who will be eligible to enroll in the TSP.

Members will be able to sign up to participate in the TSP during a special 60-day
enrollment period, known as an open season, beginning on October 9, 2001, and
ending on December 8, 2001. Contributions to the TSP based on the sign-up will
begin to be deducted from paychecks the first week of January 2002.

Members who do not enroll during the special open season will have two "open
seasons" per year to enroll thereafter. (Open seasons are currently May 15
through July 31 and November 15 through January 31.)

New members of the uniformed services will have 60 days after joining the
service to enroll in the TSP; thereafter, they may enroll during the semiannual
open seasons.

7. What if | have two accounts (civilian and uniformed services)?

If you have both a civilian TSP account and a uniformed services TSP account,
they will be treated separately for most purposes. This means, for example, that
if you want to move your money among investment funds, you must submit two
interfund transfer requests, one for each account. However, the accounts will be
combined for the Internal Revenue Code’s elective deferral limit on contributions
and in determining the amount you are eligible to borrow from the TSP. (See
"How much can | contribute?" and "Can | withdraw or borrow from my account
before | separate from the uniformed services?")

8. How much can | contribute? In 2002, you can contribute up to 7 percent of
the basic pay you earn each month. You may also be able to contribute all or any
whole percentage of any special or incentive pay (including reenlistment or other
bonuses) you receive. However, the total amount you contribute each year
cannot exceed the Internal Revenue Code's elective deferral limit (26 U.S.C. 8
402(g)) for that year (for 2001, the limit is $10,500; it is recalculated each year
and may be higher in 2002).

If you are a member of the Ready Reserve or National Guard and have a civilian
TSP account (or another qualified employer plan described under sections
401(k), 403(b), or 408(k) of the Internal Revenue Code), the total of all your
contributions to all of your plans cannot exceed the Internal Revenue Code's
elective deferral limit.




If you also participate in a Section 457 plan, a special limit applies--your
contributions to all plans are limited to $8,500 in 2001. You should consult with
your private-sector plan administrator concerning any limitation on the amount
you can contribute to your TSP account.

In addition, your contributions are subject to another Internal Revenue Code
section (26 U.S.C. § 415(c)) which limits your contributions to the TSP and other
qualified plans to $35,000, or 25 percent of your uniformed services
compensation, whichever is less. If you are a reservist and a Federal civilian
employee, the 25 percent limitation applies to your combined reservist and
civilian compensation.

9. Do | have to be contributing from my basic pay to contribute from my
special pay, incentive pay, or bonuses?

To contribute from special pay, incentive pay, or bonuses, you must be
contributing from basic pay. Therefore, if you are a current uniformed services
member and do not elect to contribute during the initial open season, you can
only join the TSP during a subsequent semiannual open season. Consequently,
if you anticipate receiving a large bonus (such as a reenlistment bonus) and want
to contribute all or part of it to the TSP, you must start your contributions from
basic pay before receiving the bonus.

10. What if all or part of my pay is subject to the combat zone exclusion?
If you serve in a combat zone, special rules apply. Because all or a part of pay
earned during a month you serve in a combat zone is tax exempt, you do not
receive the benefit of tax deferral when you contribute it to the TSP. As a
consequence, contributions from tax-exempt pay are not subject to the Internal
Revenue Code’s elective deferral limit. (However, these contributions do count
against the Internal Revenue Code’s section 415(c) limits.)

Regardless of the tax treatment of your pay, you still cannot contribute more than
7 percent (for 2002) of your basic pay each month. Also, although contributions
from pay subject to the combat zone tax exclusion will not be taxable to you
when withdrawn, any earnings attributable to those contributions will be taxable
at that time.

11. Do | contribute money monthly or annually? Your payroll office will deduct
your contributions from your pay each month based on your election and will
remit these contributions to the TSP. You cannot send a check to the TSP; once
you have received your pay, you cannot contribute any of it to the TSP. If you
want to contribute all or part of a bonus to your uniformed services TSP account,
that contribution must be deducted by your payroll office and remitted to the TSP
at the time the bonus is paid to you.

12. Will the Department of Defense match my contributions? The law allows
the secretaries of the military services (i.e., Army, Navy, Air Force) to designate
critical military specialties for matching contributions. Members serving in these
specialties who agree to serve for six years will be eligible for matching



contributions. The matching contributions apply only to amounts you contribute
from your basic pay. Your service can tell you whether your specialty has been
designated as critical and whether you are eligible to contract to receive
matching contributions. Matching contributions and their attributable earnings will
be taxable to you when you withdraw them from the TSP.

13. Can | contribute to an Individual Retirement Account and the Thrift
Savings Plan in the same year? Yes. Participation in the TSP does not affect
your ability to contribute to an IRA. However, because you are a uniformed
services member covered by the uniformed services retirement plan, your ability
to make tax-deductible contributions to an IRA depends upon your income and
that of your spouse. Your IRA provider or your tax advisor can give you specific
information about the different types of IRAs, the rules affecting each type, and
how they apply to your situation. You can also obtain a copy of IRS Publication
590, Individual Retirement Arrangements (IRAS).

14. How are my contributions invested? You can invest any portion of your
TSP account in the five TSP investment funds:

* Government Securities Investment (G) Fund

* Fixed Income Index Investment (F) Fund

 Common Stock Index Investment (C) Fund

» Small Capitalization Stock Index Investment Fund (S) Fund
(available in May 2001)

* International Stock Index Investment Fund (1) Fund (available in May
2001)

As a new participant, the TSP will invest your contributions in the G Fund until
you submit a contribution allocation to the TSP record keeper. Once your TSP
account is established (i.e., upon receipt of your first contribution), the TSP will
send you an introductory letter and a Personal Identification Number (PIN). After
you receive your PIN, you will be able to make a contribution allocation to invest
your future contributions in any of the five investment funds using the TSP Web
site, www.tsp.gov, or the ThriftLine (504-255-8777). Because the Web site and
the ThriftLine are the most efficient ways to make investment requests, we
encourage participants to use them to make these requests. You may also make
allocation requests by mailing an Investment Allocation Form (TSP-U-50) to the
TSP Service Office.

15. How do | change the investment of my existing account balance?

To change the investment of your existing account balance, you must request an
interfund transfer. The interfund transfer will move some or all of your existing
balance among the five funds. An interfund transfer is different from a
contribution allocation because the interfund transfer involves only money that is
already in your account. It does not change the way future contributions will be
allocated to the five funds.




Once your account is established, you will be able to request an interfund
transfer on the TSP Web site or the ThriftLine. Because the TSP Web site,
www.tsp.gov, and the ThriftLine (504-255-8777) are the most efficient means to
make investment requests, we encourage participants to use them to make these
requests. You may also make interfund transfer requests by mailing an
Investment Allocation Form (TSP-U-50) to the TSP Service Office. Requests
must be received by the TSP record keeper by the 15th of each month (or the
next business day if the 15th is a Saturday, Sunday, or holiday) in order for the
request to become effective at the end of that month.

16. Can | withdraw or borrow from my account before | separate from the
uniformed services? The TSP is a long-term retirement savings plan that
provides special tax advantages. Limitations on withdrawals help ensure that
retirement savings will be used for the intended purpose. Therefore, uniformed
services TSP participants (whether in active service or members of the Ready
Reserve or National Guard) can withdraw funds from their accounts in only two
cases:

» Age-based in-service withdrawals for participants who are 59%z or older.

* Financial hardship in-service withdrawals for participants who can
document financial hardship.

The criteria that must be met to receive an in-service withdrawal are explained in
the booklet "TSP In-Service Withdrawals."

When you take an in-service withdrawal, you cannot return or repay the money
you remove from your account, so you permanently deplete your retirement
savings and future earnings on the amount withdrawn. In addition, any
contributions you are making to the TSP will be automatically terminated for six
months after each financial hardship withdrawal. Thus, before taking an in-
service withdrawal, you should evaluate your options to see if a TSP loan would
be more beneficial.

The TSP loan program allows you to borrow your own contributions and
attributable earnings from your account for a general purpose loan or for a loan
to purchase your primary residence. The minimum loan amount is $1,000. The
maximum loan amount is $50,000; however, the amount you can borrow may be
less depending on any outstanding TSP loans you have already taken and
certain limits set by the Internal Revenue Code. (If you have both a uniformed
services and a civilian TSP account, your account balances will be combined for
purposes of determining the maximum amount you may borrow from either
account.) You also pay interest on the amount borrowed. The loan repayment,
including interest, will go into your TSP account.

Because the TSP is a retirement plan, you may be better served if you can avoid
borrowing or taking in-service withdrawals from your TSP account and you
continue to allow your contributions to accumulate earnings.

17. What are my withdrawal options once | separate from the uniformed
services? When you separate from the uniformed services, you may:



* Receive a single payment. All or a portion of your account can be
transferred to an Individual Retirement Account (IRA) or other eligible
retirement plan (e.g., a 401(k) plan or your civilian TSP account)**;

* Request a series of monthly payments based on a dollar amount, a
number of months, or your life expectancy. All or a portion of certain
monthly payments can be transferred to an IRA or other eligible retirement
plan;

* Request a TSP annuity. You must have at least $3,500 in your account
in order to purchase an annuity;

* Leave your money in the TSP. You may leave your money in the TSP,
where it will continue to accrue earnings. Although you will not be able to
continue to make contributions, you will be able to continue to make
interfund transfers. You must begin withdrawing your account no later than
April 1 of the year following the year you turn age 70%2 and are separated
from service.

** Tax-exempt contributions to the TSP are not eligible for transfer to an IRA or
other eligible retirement plan. These contributions will be paid directly to you.
Earnings attributable to the tax-exempt contributions, however, are eligible for
transfer to an IRA or other eligible retirement plan.

18. When can | withdraw my money from the TSP without penalty?

While you are a member of the uniformed services, any tax-deferred money you
withdraw before age 59%: as a financial hardship in-service withdrawal is subject
to the IRS 10% early withdrawal penalty, as well as regular income tax.

With respect to post-separation withdrawals, if you separate from service during
or after the year in which you turn age 55, your withdrawals are not subject to the
early withdrawal penalty. If you separate before the year you reach age 55, you
can transfer your TSP account to an IRA or other eligible retirement plan (e.g.,
401(k) plan, your civilian TSP account) or begin receiving annuity payments
without penalty.

19. Does my spouse have any rights with respect to my TSP account?
Members of the uniformed services are subject to the same spousal rights rules
as are civilian FERS participants. This means that your spouse must consent, in
writing, to all loans and in-service withdrawals. In addition, if you make a post-
separation withdrawal, your spouse has a right to a specified form of joint annuity
(i.e., no cash refund, 50% survivor benefit, level payments). If you do not want
this type of annuity, your spouse must waive his or her right to it in writing.

20. Who administers the TSP? The Federal Retirement Thrift Investment Board
administers the TSP. Your service and your payroll office (e.g., the Defense
Finance and Accounting Service) also play an important role in enrolling you in
the TSP, establishing your account, and transmitting your personal information
(e.g., name, address) and contributions to the record keeper. The TSP record



keeper is the National Finance Center (NFC) of the U.S. Department of
Agriculture, which serves in that capacity under contract with the Board.

The Board. The Federal Retirement Thrift Investment Board is an independent
Government agency. The five members of the Board and the Executive Director
are statutory fiduciaries and, as such, are required by law to manage the TSP
prudently and solely in the interest of participants and their beneficiaries.
Investments in the TSP and earnings on those investments cannot be used for
any purpose other than providing benefits to participants and their beneficiaries
and paying TSP administrative expenses.

The financial statements of the Thrift Savings Fund are required by law to be
audited annually by an independent public accounting firm.

Your Service. While you are employed, your service is your primary TSP
contact. Your service will provide you with TSP forms and informational materials
and answer your questions about the TSP. You will submit the Election Form
(TSP-U-1) to your service to enroll in the TSP. Your service’s payroll office will
report to the record keeper the dollar amount of contributions to your account
each pay period.

You should review the leave and earnings statement (LES) that you receive each
month and your semiannual TSP participant statements to ensure that your
service provides the TSP record keeper with correct and up-to-date information
about you and your contributions. As long as you are a member of the uniformed
services, your service must also provide the record keeper with the personal
information that is necessary to maintain your account (e.g., your address). If you
have questions about your TSP account or if your personal information is
incorrect, contact the office in your service that is responsible for administering
the TSP. Your service is responsible for correcting errors in your personal
information and contribution (and loan payment) amounts.

The Record Keeper. The Board has a contract with the NFC in New Orleans,
Louisiana, to provide record keeping services for the TSP. NFC maintains the
accounts of TSP participants, including those for members of the uniformed
services, and mails out semiannual participant statements to all TSP participants.
The TSP Service Office at NFC processes contribution allocations, loans,
withdrawals, and interfund transfers, as well as participants' designations of
beneficiaries. The TSP Service Office is also your primary contact for information
about your account after you separate from the uniformed services

PLEASE NOTE, THIS PROGRAM GOES INTO EFFECT 1 OCT 2001. TRADOC HAS INFORMED
ME THAT TRAINING IS FORTHCOMING



