CHAPTER 26

RETIREMENT

(Ref. Title 5 U.S. Code, Chapter  83 and 5 CFR part 831)

There are two basic retirement systems covering Federal employees, the Civil Service Retirement System and the Federal Employees Retirement System.  Throughout this chapter, the two systems will be referred to as “CSRS” and “FERS” respectively.  Coverage depends primarily upon when employees were first employed by the Federal service and/or whether employees transferred to the new system.  

Planning ahead will generally help to eliminate delays in processing employees 

SF50s and applications for retirement by the Civilian Personnel Operations Center (CPOC), the Army Benefits Center for Civilians (ABC-C) and the Office of Personnel Management (OPM).  Every employee is responsible for becoming informed on his/her retirement and associated benefits under the law.  Among other things, employees should know: 

· Most beneficial time to retire

· Approximate annuity rate and how it is computed

· What happens to annual and sick leave at retirement

· The effect on the annuity by providing for survivor benefits

· Whether or not it is advantageous to make a deposit and/or redeposit due under CSRS and when allowable under FERS

· Options for withdrawal of funds in the Thrift Savings Plan (TSP)

· What happens to health and life insurance at retirement 

· How to obtain answers to questions regarding benefits after retirement 

· A general understanding of Social Security benefits for CSRS or FERS employees who have Social Security eligibility 

This chapter is not designed to provide all the answers to every possible retirement question or scenario that could possibly exist.  Rather, it is intended to provide an overview of the retirement systems eligibility requirements and benefits.  Before making any decisions on retirement, employees should consult with representatives of their local Civilian Personnel Advisory Center (CPAC); the Army Benefits Center for Civilians (ABC-C); refer to the Department of Army PERMISS web-site (Employee Benefits – Retirement); and/or attend a comprehensive Pre-Retirement Planning training course.  

Civil Service Retirement System (CSRS) Overview

The Civil Service Retirement System (CSRS) originated in 1920 and has provided retirement, disability and survivor benefits for most civilian employees in the Federal government. Prior to that time, many of the civilian employees in the Federal government simply worked until they died because there was no means of support for them if they were to quit their jobs. 
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While the original intent of the system was, in part at least, to provide for a means of replacing elderly and infirm employees, the system has evolved into an employee-oriented system. Since then, the Civil Service Retirement System has been a progressive element in the personnel management system. A strong retirement system is a significant part of the attraction to work for an employer, and has allowed the Federal government to attract and retain a professional and dedicated workforce. 

Benefits have continued to evolve to the present time. They are now financed by both employee and Government contributions to the retirement fund, and provide benefits based on length of service and the average salary over the highest three consecutive years of pay.  The CSRS is a single benefit retirement plan.  Employees contribute a percentage of their salary to the retirement plan.  The employee’s contribution is supplemented by an agency contribution to help finance retirement benefits.  After retirement, employees will receive a retirement check from the Civil Service Retirement system for life.  Beginning in 1987, a new Thrift Savings Plan (TSP) option became effective.  TSP permits employees to save up to 5% of pay and to receive a tax break.  For those who opted to participate in the savings plan, a separate payout from the Federal Thrift Savings Board is available at retirement. 


Federal Employees Retirement System (FERS) Overview  

The Federal Employees Retirement System (FERS) became effective in 1987, and almost all new Federal civilian employees hired after 1983 are automatically covered by this new retirement system. The Federal Employees Retirement System is a response to the changing times and Federal workforce needs. Many of its features are "portable" so that employees who leave Federal employment may still qualify for the benefits. The new retirement system is flexible. Covered employees are able to choose what is best for their individual situation.  The retirement system is a three-tiered retirement plan. The three components are:

· Social Security Benefits

· Basic Benefit Plan, and 

· Thrift Savings Plan Benefits

The first available part of the retirement benefit is Social Security.  It provides monthly payments for those who have retired and have reached at least age 62, monthly benefits if you become disabled, monthly benefits for eligible survivors, and a lump sum benefit upon the employees death. 

The basic benefit portion is financed by a very small contribution from the employee and from the Government. Basic Plan Benefits are a monthly payment depending on the employee's pay and length of service. As in most retirement plans, a formula is used to compute the payments under the Basic Benefit Plan. The Government averages the highest 3 consecutive years of basic pay. This “high-3 average pay” together with the employees length of service are used in the benefit formula. Employees who meet the criteria also receive a "Special Retirement Supplement" which is paid as a monthly 
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benefit until the employee reaches age 62. This supplement approximates the Social Security benefit earned by the employee while employed by the Federal government. 

The third part of the Federal Employees Retirement System benefit is the Thrift Savings Plan. The Thrift Savings Plan is a tax-deferred retirement savings and investment plan that offers the same type of savings and tax benefits that many private corporations offer their employees under 401 (k) plans.

The Federal Employees Retirement System is a flexible plan for a flexible work force - a work force that is more likely to work for several different employers during the course of a career. It allows for the fact that many employees may not retire from the Federal government. It also builds on the Social Security credits that employees already have or may earn in the future from non-Federal work.

Retirement Eligibility  - CSRS

A CSRS employee is eligible for optional retirement with an immediate annuity - if the employee has been employed under the CSRS retirement system for at least 1 year within the 2-year period immediately preceding the separation on which the annuity is based and if the employee meets one of the following minimum age and service conditions: 

· Age 62 with at least 5 years of service

· Age 60 with at least 20 years of service

· Age 55 with at least 30 years of service

CSRS employees may also be eligible for Discontinued Service Retirement at any age with 25 years of service or at age 50 with 20 years of service if they are involuntary separated (ex – RIF) not for misconduct or delinquency.  Discontinued Service Retirement benefits are reduced by 2% per year for each year the employee is under age 55. 

CSRS employees who are disabled for their current position and for any vacant position in the Agency are eligible for a Disability Retirement at any age with at least 5 years of service.  

Finally, employees may be eligible for a Deferred Retirement at age 62 with at least 5 years of service, provided they left their retirement contributions in the CSRS retirement fund.  This type of retirement usually applies to employees who opted to voluntary separate from federal service before reaching the eligibility requirements outlined above.  

Retirement Eligibility – FERS 

In order for a FERS employee to take optional retirement with an immediate annuity, the  employee must be under the FERS retirement system at the time of retirement and have at least five years of service.  If these two minimum requirements are met, the employee must meet one of the following minimum age and service conditions: 
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Retirement Eligibility – FERS (continued):

· Age 62 with at least 5 years of service

· Age 60 with at least 20 years of service

· MRA with at least 30 years of service

Under FERS, employees may retire with as little as 10 years of service (including 5 years of civilian service) when they reach the Minimum Retirement Age (MRA).  The Minimum Retirement Age varies according to the employee’s year of birth – with an MRA of age 55 if the employee was born before 1948 up to an MRA of age 57 for employees born after 1970.  FERS employees who opt for Early (reduced) Retirement,  will have their benefits reduced by 5% per year the employee is under age 62. 

FERS employees may also be eligible for Voluntary Retirement at any age with 25 years of service or at age 50 with 20 years of service if they are involuntary separated (ex – RIF) not for misconduct or delinquency. 

FERS employees who are disabled for their current position and for any vacant position in the Agency are eligible for a Disability Retirement at any age with at least 18 months of service.  

Finally, FERS employees may be eligible for a Deferred Retirement at age 62 with at least 5 years of service; at age 60 with 5 years of service; or at MRA (Minimum Retirement Age) with at least 10 years of service.   Deferred Retirements are subject to a benefit reduction of 5% per year for each year the employee is under age 62.  

Types of Annuities

Annuity WITHOUT Survivor Benefits – this type of retirement is available to all retiring employees.  It provides annuity payments during the life of the retiring employee only. 

Annuity WITH Survivor Benefits to Widow or Widower – this type of retirement is available to each retiring employee who is married on the commencing date of the annuity.  It provides annuity payments at a reduced rate during the life of the retiring employee.  Upon the death of the retiree, a survivor annuity will be payable to the spouse.  

High-3 Average Salary 

The high-3 average pay is the largest annual rate resulting from averaging any period of three consecutive years of creditable service, an employee’s rates of basic pay in effect during that period.  The three years of service need not be continuous, but must be consecutive periods of service.  Basic pay is the pay set by law or regulation.  It does not include bonuses, overtime pay, cash awards, or holiday pay.  It does include within-grade increases, night differential pay for wage grade employees, environmental pay, locality pay, or premium pay for irregular or stand-by employees. 
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Annual Leave at Retirement 

All employees (CSRS and FERS) will be paid in a lump sum for the number of hours of unused annual leave to his/her credit at their time of retirement.  Payment will be made by the agency from which the employee is retiring.  

Sick Leave at Retirement 

CSRS employees receive credit for unused sick leave to their credit at the time of retirement.  The credit is in the form of additional time added to length of service in computing the annuity.  The additional time is computed on the basis of a 2087 hour work year.  In order to receive the sick leave credit, the employee must retire on an immediate annuity.  Sick leave credit is used only in counting service for computation of annuity.  It cannot be added in computing the employee’s high-3 average salary or for purposes of meeting the minimum length of service required for retirement eligibility. 

Unused sick leave is not creditable under FERS for computation purposes.  

Cost of Living Adjustment (COLA) 

A Cost of Living Adjustment (COLA) is applied to the basic retirement benefit.  The amount of the COLA is determined from the percentage change in the Consumer Price Index (CPI-W) as determined by the Bureau of Labor Statistics.  The COLA increase is computed using percentage change in the CPI from the third quarter of the current year over the third quarter of the previous year.  

A CSRS retiree’s first COLA is prorated.  Retirees receive one-twelfth of the COLA for each month they are on the annuity payroll prior to the effective date of December 1st.      COLA is payable to FERS retirees at age 62, disability retirees after the first year on disability, and to those receiving survivor benefits.  Retirees with a combined CSRS/FERS annuity will have the COLA on the CSRS portion of the annuity computed under the CSRS rules and will be payable upon retirement.  The FERS portion of the annuity will not have a COLA until age 62.  

Refunds 

An employee who is separated, resigns, or is transferred to a position in which the employee is not under the retirement system may receive a refund of the amounts withheld from the employee’s salary for deposit to the retirement fund.  The receipt of the refund voids all annuity rights unless and until the individual is reemployed in a position subject to the retirement system.  The period covered by the refund will not be credited for annuity computation purposes until redeposit has been made.  

QUESTIONS AND ANSWERS 

Q:  Who pays for the retirement coverage? 

A:   Employees regularly contribute a percentage of their salaries to a fund which is supplemented by agency contributions and appropriations. 
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Q:   Is the employee retirement contribution voluntary? 

A:   No, it’s a mandatory deduction. 

Q:   What happens when employees leave Federal service? 

A:   Employees may choose to withdraw their contributions when they leave Federal employment.  The withdrawal of the retirement contributions voids all annuity rights until the employee is re-employed by the Federal government and until a redeposit has been made.    If employees have at least five years of service, they may leave their contributions in the fund and draw annuity benefits beginning at age 62. 

Q:  When is the survivor annuity payable?  

A:   A survivor annuity is payable beginning on the day after the employee’s death and is terminated upon the death of the survivor (or remarriage prior to age 55 / or age 60 if the remarriage occurred before 8 November 1984).

Q:  Does a former surviving spouse receive benefits?

A:  Yes, if the former spouse has a valid court order which provides for payments of a survivor annuity. 

Q:  How much may an employee contribute to the Thrift Savings Plan (TSP)? 

A:   FERS employees may contribute up to 10 percent of their basic pay each pay period.  

FERS employees are also eligible to receive agency matching contributions.  CSRS employees may contribute up to 5 percent each pay period.  CSRS employees do not receive any agency contributions. 

Q:  Who administers the Thrift  Savings Program? 

A:  TSP is administered by the Federal Retirement Thrift Investment Board, an independent Government agency. 

Q:  Is there a limit on how much money may be invested in a particular fund? 

A:   No, participants may invest any percentage of future contributions to any of the TSP funds during an open season.  
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Q:  When do employees pay taxes on the moneys on their TSP account? 

A:  Contributions to the TSP account are taken out of paychecks before taxes are computed.  This means no taxes have been paid on TSP deposits.  Therefore, all TSP contributions and earnings are taxed as ordinary income in the year (or years) that they are received. 

Q:  What is the function of the Army Benefits Center?  

A:  Army civilians can change their benefits, such as health and life insurance over the phone or on the Web (www.abc.army.mil), as the local Civilian Personnel Advisory Centers (CPACs) have transferred many services to the Army Benefits Center for Civilians (ABC-C).  The benefits center is located at Fort Riley, Kansas. The ABC-C replaces the old way of doing business.   The Center provides automated services regarding retirement for Army civilian employees.  The Center uses state-of-the-art technology to allow  access to personal and general information and to process retirement  transactions. 
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