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Welcome to the Thrift Savings Plan

As a Federal employee or member of
the uniformed services, you have the op-
portunity to participate in the Thrift Sav-
ings Plan (TSP). This booklet provides
an overview of the TSP. If you would like
more information, see the Appendix for

additional resources.

The TSP is a retirement benefit that is
offered to employees of the U.S. Govern-
ment. It is similar to “401(k)” plans avail-
able to many private sector employees.
The purpose of the TSP is to give you the
ability to participate in a long-term sav-

ings and investment plan.

Saving for your retirement through the
TSP provides numerous advantages, in-

cluding:

e before-tax contributions and tax-

deferred investment earnings
e automatic payroll deductions

® |ow administrative and
investment expenses

¢ a diversified choice of
investment options, in-
cluding professionally
designed lifecycle funds

e agency contributions, if
you are an employee
covered by the Federal
Employees’ Retirement
System (FERS)

Total Account Balance

® under certain circum-
stances, access to your
money while you are still
employed by the Federal
Government

® a portable retirement ac-
count that can move with
you when you retire or
leave Federal service

® avariety of withdrawal options.

$900,000
$800,000

$700,000
$600,000
$500,000

$400,000

$300,000
$200,000

$100,000

If you are covered by FERS, the TSP is one
part of a three-part retirement package
that also includes your FERS basic annu-
ity and Social Security. If you are covered
by the Civil Service Retirement System
(CSRS) or are a member of the uniformed
services, the TSP is a supplement to your
CSRS annuity or military retired pay.*

TSP benefits differ depending upon your
retirement system (FERS, CSRS, or uni-
formed services). Therefore, if you are
not certain which retirement system you
belong to, you should check with your
personnel or benefits office.

Regardless of your retirement system,
participating in the TSP can significantly
increase your retirement income, but
starting early is important. Contributing
early gives the money in your account
more time to increase in value through
the compounding of earnings.

Earnings Potential of
Your TSP Account**

- 8630
407,294
- 7394 i —
57,785 _ _ -
men [N
After 10 yrs ~ After 20 yrs  After 30 yrs  After 40 yrs
I Contributions Earnings

*  See the Glossary for the definitions of FERS, CSRS,
and uniformed services. These generic categories
cover multiple retirement systems.

** Information in this chart assumes a salary of $40,000,
employee and agency contributions of 5% each, and
a 7% rate of return.

Tools to help you
plan for your
future:

Use the “Retirement
Planning” calcula-
tor on the TSP Web
site to estimate how
much you will need
to save each year

to meet your retire-
ment goals. You can
also use the Web
calculator, Project-
ing Your Account
Balance, to see how
your account can
grow.

Overwhelmed?

Check out the

L Funds (page 8) to
see how easy it is to
invest for your
future. It’s easier
than you think.



Getting started:

1 To begin making
contributions from
pay, you need to
make a contribution
election to let your
agency or service
know how much you
want to contribute.
(Page 2) If you are
FERS, a TSP account
will automatically be
established for you
when your agency
makes your first
Agency Automatic
(1%) Contribution
whether or not you
contribute from your
pay. (Page 3)

2 Verify informa-
tion and note your
account number in
the “welcome let-
ter” you'll receive
when your account
is opened.

3 Look for your
TSP Web password
and Personal Iden-
tification Number
(PIN) in the mail.
You use your ac-
count number with
your Web password
to access your ac-
count on the TSP
Web site and with
your PIN to access
the ThriftLine (the
TSP’s automated
telephone service).

4 Initial contribu-
tions will go to (and
stay in) the G Fund
unless you make an
“interfund transfer.”
(Page 11)

5 If you want fu-
ture contributions
invested in funds
other than the

G Fund, tell the TSP
how you want them
invested by making
a “contribution allo-
cation.” (Page 11)

6 If you wish, desig-
nate beneficiaries to
receive your account
in the event of your
death. (Page 18)

Contributing to the TSP

There are three sources of TSP contribu-
tions:

¢ Employee Contributions
® Agency Automatic (1%) Contributions

¢ Matching Contributions

Employee Contributions

There are two types of employee contribu-
tions:

® Regular employee contributions

e Catch-up contributions

Regular Employee Contributions are pay-
roll deductions that any eligible Federal
civilian employee or member of the uni-
formed services can make from basic pay
before taxes are withheld. You can begin
making these contributions at any time.

Each pay period, your agency or service
will deduct your contribution to the TSP
from your pay in the amount you choose.
Your agency or service will continue to
do so until you make a new TSP election
changing the amount of your contribu-
tion or stopping it or until you reach the
IRS contribution limit (see page 5).

Catch-Up Contributions are payroll de-
ductions that participants who are age 50
or older may be eligible to make in addi-
tion to regular employee contributions.
These deductions are also taken from be-
fore-tax basic pay. To be eligible to make
catch-up contributions, you must already
be contributing the maximum allowed
amount of employee contributions.

In the year in which you turn 50, you can
begin making catch-up contributions at
any time. Each pay period, your agency
or service will make your contribution to
the TSP from your pay in the amount you
choose.

Your catch-up contributions will stop au-
tomatically when you meet the applicable
IRS limit, when the amount of the catch-
up contributions you elected has been
reached, or at the end of the calendar year,
whichever comes first. You must make a
new election for each calendar year.

2.0, 0. ¢

If you are a member of the uniformed
services, you can also contribute from

1 to 100 percent of any incentive pay,
special pay, or bonus pay — as long as
you elect to contribute from basic pay.
However, you cannot contribute from
resources such as housing or subsistence
allowances. Your total contributions from
all types of pay must not exceed the .R.C.
section 415(c) limit (see page 5).

You can elect to contribute from incentive
pay, special pay, or bonus pay, even if you
are not currently receiving them. These
contributions will be deducted when you
receive any of these types of pay.

If you are receiving tax-exempt pay (i.e.,
pay that is subject to the combat zone tax
exclusion), your contributions from that
pay will also be tax-exempt.

You cannot make catch-up contributions
from tax-exempt pay, incentive pay, spe-
cial pay, or bonus pay.

* %k

To begin, change, or stop your em-
ployee contributions, you must make a
TSP contribution election through your
agency or service. You should ask your
personnel or benefits office whether your
agency or service handles TSP enroll-
ments electronically through automated
systems such as Employee Express, myPay,
or PostalEase, or via paper forms.

If you need to submit a paper request,
use Form TSP-1, Election Form, for regular
employee contributions and Form



TSP-1-C, Catch-Up Contribution Election,
for catch-up contributions. (Members of
the uniformed services should use Form
TSP-U-1 and Form TSP-U-1-C.) You can
obtain copies of these forms from the TSP
Web site or from your agency or service.
Return your completed form to your
agency or service.

Whether you submit your contribution
election electronically or use a paper
form, the election should be effective no
later than the first full pay period after
your agency or service receives it.

Agency Automatic (1%)
Contributions

If you are a FERS employee, beginning
the first time you are paid, your agency
will contribute an amount equal to one
percent of the basic pay you earn each pay
period to your account. These contribu-
tions are called Agency Automatic (1%)
Contributions. To get these contributions,
you do not need to be making employee
contributions. Note: Employees who be-
gan working for the Federal Government
before June 22, 2009, had to complete a
waiting period before becoming eligible
for agency contributions. This waiting
period was eliminated with the passage of
new legislation (P.L. No. 111-31) on that
date. So FERS employees who were still

in their waiting period as of that date are
now eligible for Agency Automatic (1%)
and Matching Contributions.

Agency Automatic (1%) Contributions

are not taken out of your pay. Nor do they
decrease the dollar amount of your pay
for income tax or Social Security
purposes.

Vesting. Agency Automatic (1%) Con-
tributions are subject to “vesting.” You
become “vested” in (that is, entitled to
keep) these contributions and any earn-
ings they accrue only after you have
completed a time-in-service requirement
— which is 3 years for most FERS em-
ployees and 2 years for FERS employees
in Congressional and certain noncareer
positions. All Federal civilian service
counts toward vesting — not just service
while you are a TSP participant.

The date your vesting period begins is
determined by your TSP Service Com-
putation Date (TSP-SCD), which your
agency reports to the TSP record keeper.
If you are a FERS participant, your
Service Computation Date is shown
along with the required vesting informa-
tion on your quarterly and annual TSP
participant statements. The date will
never be earlier than January 1, 1984.

If you leave Government service before
satisfying the vesting requirement, the
Agency Automatic (1%) Contributions
and their earnings will be forfeited to the
TSP. If you die before separating from
service, you are automatically considered
vested in all the money in your account.

Note: You are immediately vested in your
own contributions and in any earnings
they accrue. If you are receiving Matching
Contributions, you are also immediately
vested in those contributions and any
earnings they accrue.

I
I
Submitting a

contribution
election:

Make certain that
you submit your
completed contribu-
tion election form
to your agency or
service. Only your
agency or service
can process con-
tribution elections
because it must cal-
culate your contri-
butions and deduct
them from your pay.

To verify the amount
you are contributing
each pay period,

check your earnings
and leave statement.

Transferring to
another agency
or service?

Be sure to notify
your new person-
nel/payroll office
that you have been
contributing to the
TSP. This will help
ensure that your
contributions (and
any loan payments)
can continue with-
out interruption.

If contributions do
not start in a timely
manner, it is your
responsibility to
notify your agency
or service. If you do
not do so, it is pos-
sible that you will
not be able to make
up all missed contri-
butions.



Don’t throw
away free
money!

If you are a FERS
employee, your
agency matches
your contributions
— up to 4% if you
contribute 5% each
pay period. This is
free money.

Remember — it

is important that
you contribute 5%
each pay period to
receive the full 4%
match.

The result? If you
add the Agency Au-
tomatic (1%) Con-
tributions to your
Matching Contribu-
tions, you’ll double
your 5% investment
instantly.

Matching Contributions

If you are a FERS participant, you receive
Matching Contributions on the first five
percent of pay that you contribute each
pay period. The first three percent of
pay that you contribute will be matched
dollar-for-dollar; the next two percent
will be matched at 50 cents per dollar.
Contributions above five percent will not
be matched. If you stop making regular
employee contributions, your Matching
Contributions will also stop.

Like Agency Automatic (1%) Contribu-
tions, Matching Contributions are not
taken out of your pay. They also do not
increase the dollar amount of your pay
for income tax or Social Security pur-
poses. Combined with the Agency Auto-
matic (1%) Contribution, they can help
add as much as five percent of basic pay
to your TSP account. (See the chart
below.)

Notes:

® CSRS participants do not receive
Matching Contributions.

® There are no Matching Contributions
for catch-up contributions.

® Prior to June 22, 2009, FERS employees
were required to complete a waiting pe-
riod before becoming eligible for agen-
cy contributions. This waiting period
was eliminated with the passage of new
legislation (P.L. No. 111-31) on that
date. So FERS employees who were still
in their waiting period as of that date
are now eligible for Agency Automatic
(1%) and Matching Contributions.

* %k

Currently, members of the uniformed
services do not receive matching contribu-
tions. However, the law that extended par-
ticipation in the TSP to members of the
uniformed services allows the secretary

of each individual service to designate
particular critical specialties as eligible for
Matching Contributions under certain cir-
cumstances.

2.0,
Agency Contributions to Your Account
(FERS Employees Only)
You put in: Your agency puts in: And the total
. contribution is:
Automatic Agency
(1%) Matching
Contribution Contribution
0% 1% 0% 1%
1% 1% 1% 3%
2% 1% 2% 5%
3% 1% 3% 7%
4% 1% 3.5% 8.5%
5% 1% 4% 10%
More than 5% 1% 4% Your contribution + 5%




Contribution Limits

The Internal Revenue Code (LR.C. or
Tax Code) places limits on the dollar
amount of contributions you can make
to the TSP. These limits can change an-
nually. For ease of reference, we generally
call the limits the “IRS limits” because the
Internal Revenue Service (IRS) is respon-
sible for calculating them each year. The
TSP announces the annual limits on the
TSP Web site and the ThriftLine as well as
through its various publications when the
limits become available.

The IRS elective deferral limit is a limit
that the Tax Code (section 402(g)) places
on regular employee contributions. The
elective deferral limit applies only to regu-
lar employee contributions that are made
in before-tax (i.e., tax-deferred) dollars.
For members of the uniformed services,
this includes all tax-deferred contribu-
tions from taxable basic pay, incentive
pay, special pay, and bonus pay. The IRS
elective deferral limit for 2009 is $16,500.

The I.R.C. section 415(c) limit is an
additional limit that the IRS imposes

on the total amount of all contributions
made on behalf of an employee to an
eligible retirement plan in a calendar year.
“All contributions” include employee
contributions (both tax-deferred and tax-
exempt), Agency Automatic (1%) Contri-
butions, and Agency Matching
Contributions.

2.8, 8.

Members of the uniformed services
should pay particular attention to this
limit if they contribute from pay that is
subject to the combat zone exclusion be-
cause section 415(c) allows them to put
more into their TSP account(s) than the
elective deferral limit would permit.

* %Kk

For 2009, the section 415(c) limit is
$49,000.

The IRS catch-up contribution limit is
the maximum amount of catch-up contri-
butions that can be contributed in a given
year by participants ages 50 and older. It
is separate from the elective deferral limit
imposed on regular employee contribu-
tions. For 2009, the limit for catch-up
contributions is $5,500 under [.R.C. sec-
tion 414(v).

Yk Kk

The elective deferral limit does not ap-
ply to contributions made from the tax-
exempt pay a member of the uniformed
services may receive. If you are a member
of the Ready Reserve who is contributing
to both a uniformed services and a civil-
ian TSP account as a FERS employee, the
elective deferral limit applies to the total
amount of tax-deferred employee contri-
butions you make in a calendar year.

If you are a member of the uniformed
services and have two TSP accounts, or
if you are participating in other eligible
plans, you need to pay particular atten-
tion to the section 402(g) limit.

* %Kk

.|
.|
Don’t lose out

on Matching
Contributions!

If you are a FERS
employee and con-
tribute a percentage
of pay or a dollar
amount that will
equal the IRS elec-
tive deferral limit
before the last pay
date of the year,
you will not receive
all of the Matching
Contributions to
which you would
otherwise be en-
titled.

FERS participants
who are contrib-
uting to both a
civilian and a uni-
formed services TSP
account should be
particularly careful
not to exceed the
elective deferral
limit too soon.

For help —

See the TSP Fact
Sheet: Annual Limit
on Elective Defer-
rals and use the
Elective Deferral
Calculator, both of
which are available
on the TSP Web site
at www.tsp.gov.



Important
exception to the
early withdrawal
penalty tax:

If you leave Federal
service in the year
you turn age 55

or older, the 10%
penalty tax does not
apply to any with-
drawal you made
that year or later.

However, par-
ticipants who are
eligible to retire
before they turn
age 55 (such as air
traffic controllers,
law enforcement
officers, firefight-
ers, members of the
uniformed services,
Foreign Service per-
sonnel and employ-
ees taking an “early
out” retirement
offer) and who want
to withdraw their
TSP accounts before
age 59%2 need to
consider the early
withdrawal penalty
tax when choosing
a withdrawal
option.

In addition, dis-
ability retirement
approved by the
Office of Personnel
Management may
not exempt you
from the early with-
drawal penalty tax.
The IRS requirement
is more stringent,
and you will have
to substantiate your
claim of exemption
with the IRS.

There are other
exceptions to the
early withdrawal
penalty tax. See the
TSP tax notice re-
ferred to under “Tax
Liability” or check
with the IRS or a tax
advisor to see if any
of these exceptions

apply to you.

Tax Advantages

You receive a number of tax benefits
when you participate in the TSP:

¢ Contributions in “before-tax” dol-
lars. The money you contribute to the
TSP is taken out of your pay each pay
period before Federal (and, in almost
all cases, state) income taxes are calcu-
lated. As a result, the amount of pay
used to calculate your taxes is reduced,
so less money is withheld from your
pay for taxes.

Before-Tax Savings Through the TSP

Annual pay (taxable income) $40,000
Minus TSP contributions

(5% of $40,000) - 2,000
Net taxable income 38,000
Minus estimated Federal income

tax at 25% -4,121
Net spendable income $33,879

After-Tax Savings Outside the TSP

Annual pay (taxable income) $40,000
Minus estimated Federal income

tax at 25% -4,621
Net income after taxes 35,379
Minus savings (no tax advantage)

(5% of $40,000) - 2,000
Net spendable income $33,379

The Difference

If you contributed before-tax money to the TSP,
you would have $500 more in your pocket.

($33,879 — $33,379 = $500)

If you pay taxes at a higher rate than 25%, the
advantage of before-tax contributions to the TSP
will be even greater.

¢ “Tax-deferred” earnings. You defer
paying Federal income tax on the earn-
ings that your account accrues over the
years. Generally, the longer you keep
your money in the TSP, the more earn-
ings you accrue and the more you ben-
efit from tax-deferred savings.

¢ Saver's Tax Credit (also known as
the Retirement Savings Contribu-
tions Credit). You may be able to
take a tax credit of up to $1,000 (up
to $2,000 if filing jointly) for your TSP
contributions. Eligibility depends on
the amount of your modified adjusted
gross income (MAGI). For 2008, your
MAGI must be no more than $53,000
if married filing jointly, $39,750 if
head of household, or $26,500 if sin-
gle, married filing separately, or quali-
fying widow(er). (These amounts are
adjusted each year for inflation.) For
more information, see your tax advisor
or refer to IRS Form 8880.

Tax Liability

When you withdraw your money from
the TSP, you will owe tax on the contri-
butions and earnings that have accrued.
However, you will most likely pay those
taxes after you retire, when your income,
and tax bracket, may be lower.

In addition to the regular income tax you
will have to pay on money you withdraw
from the TSP, you may also be subject to
an early withdrawal penalty tax of 10% if
you make a withdrawal before you reach
age 592. However, see the sidebar on
this page to learn about the excep-
tion to the penalty tax for people who
separate from service in the year they
turn age 55 or older and receive their
withdrawal in that year or later. The
early withdrawal penalty tax and the ex-
ceptions that apply to it are explained in
the tax notice “Important Tax Information
About Payments From Your TSP Account,”
which is available from the TSP Web site,
your agency or service, or the TSP.

The tax rules that apply to distributions
from the TSP and other tax-deferred plans
are complex, and you may also want to
consult with a tax advisor or the IRS be-
fore you make any withdrawal decisions.



Moving Money from Other Plans into the TSP

The TSP can accept transfers and roll-
overs of eligible distributions from a
traditional individual retirement account
(IRA) or another eligible employer plan.
This is a way for you to consolidate a
401(k) or similar account and take advan-
tage of the TSP’s low costs.

There are two ways to move money from
an IRA or another eligible plan into the
TSP:

¢ Transferring money directly into
the TSP. You can have your IRA or plan
send all or part of the money directly to
the TSP. This is referred to as a “trans-
fer” (or “direct rollover”); or

¢ Rolling money over to the TSP. You
can receive the money from your IRA
or plan and put it into the TSP your-
self. This is referred to as a “rollover.”
If you decide to do a rollover, you will
have 60 days to complete it, begin-
ning on the date when you receive the
funds. You may roll over all or part of
the money you receive. However, your
IRA or former plan should have with-
held the appropriate amount for taxes
before it sent the money to you. There-
fore, if you want to roll over the entire
amount of the distribution, you will
have to make up the difference (i.e., the
amount withheld for taxes) from your
own funds. Any amount that you do
not roll over will be subject to Federal
tax.

Your transfer or rollover will be invested
in the TSP according to your latest contri-
bution allocation (see page 11).

Money you move into the TSP from an
IRA or another eligible plan does not
count toward any contribution limits.

The money you move into the TSP, and
the associated earnings, will be subject
to income tax when you eventually with-
draw from your TSP account.

Restrictions. The conditions under
which the TSP will accept a transfer or
a rollover are strict.

e The money must be considered an
“eligible rollover distribution” for
Federal income tax purposes. (Verify
this by checking with your tax advi-
sor or the administrator of the IRA or
plan from which you are moving the
money.)

e The TSP will only accept “before-tax”
money from IRAs and eligible em-
ployer plans. You may not roll over
money from a Roth account.

e You can transfer money into the TSP
only if you have an existing TSP
account.

¢ You cannot open a TSP account by
transferring money into it. TSP ac-
counts can only be opened with
employee contributions or Agency
Automatic (1%) Contributions.

Transfers and Rollovers
into the TSP
Continue to Increase

500

400

($) Millions

300

200

2004 2005 2006 2007

Moving money
from an IRA or
another plan
into the TSP?

The Form TSP-60,
Request for a Trans-
fer Into the TSP,
provides additional
information about
transfers into the
TSP, including in-
structions for the fi-
nancial institutions
or plan administra-
tors disbursing the
funds to the TSP.

Make sure you (or
your IRA or plan)
provide your name
and Social Security
number (SSN) or
TSP account num-
ber on or with the
check.

If the TSP cannot
identify a check it
receives, the check
will not be deposit-
ed into the TSP par-
ticipant’s account;
instead, the money
will be returned to
the initiator of the
check.



L Fund Allocations
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October 2008
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Investing in the TSP

The TSP offers you two approaches to
investing your money:

e The L Funds — These are “lifecycle”
funds that are invested according to a
professionally-designed mix of stocks,
bonds, and Government securities. You
select your L Fund based on your “time
horizon,” which is when you will need
the money after you leave Federal
service. Depending upon your plans,
this may be as soon as you leave or fur-
ther in the future.

¢ Individual Funds — You make your
own decisions about your investment
mix by choosing from any or all of the
individual TSP investment funds (G, E
C, S, and I Funds).

These investment options are designed so
you can choose either the L Fund that is
appropriate for your time horizon, or a
combination of the individual TSP funds
that will support your personal invest-
ment strategy. However, you may invest
in any fund or combination of funds. Be-
cause the L Funds are already made up of
the five individual funds, you will dupli-
cate your investments if you invest simul-
taneously in an L Fund and the individual
TSP funds.

The L Funds

The L Funds are designed for participants
who may not have the time, experience,
or interest to manage their TSP retirement
savings.

The five L Funds are:

L 2040 — For participants who will
need their money in the year 2035 or
later.

L 2030 — For participants who will
need their money between 2025 and
2034.

L 2020 — For participants who will
need their money between 2015 and
2024.

L 2010 — For participants who will
need their money between now and
2014.

L Income — For participants who are
already withdrawing their accounts in
monthly payments.

The assumption underlying the L Funds
is that participants with longer invest-
ment time horizons are able to tolerate
more risk while seeking higher returns.
The funds automatically adjust to reflect a
lower tolerance for risk as the investment
time horizon approaches.

Each L Fund invests in a mix of the five
individual TSP funds. The mix is chosen
by experts based on each fund’s time hori-
zon. The L Funds are designed to achieve
the highest possible rate of return for the
amount of risk taken. If the time horizon
is a long time from now, the L Fund will
be more heavily weighted toward stocks
(C, S, and I Funds). As that fund’s time
horizon shortens, the allocation will grad-
ually shift toward Government securities
and bonds (G and F Funds).

The L Income Fund is designed to pre-
serve your account balance while protect-
ing against inflation.

Here are the investment mixes for each

L Fund as of October 2008 (rounded to
whole percentages).

Allocations for L Funds

as of October 2008
L2040 L2030 L2020 L2010 L Income
G 9%  20%  32%  63% 74%
Eo10% 9% 8% 6% 6%
37%  32%  17% 12%
¢ 41% 15% 1% 5% 3%
s  17%  20%  18% 9% 5%

| 24%

Each L Fund is automatically rebalanced
each business day to restore the fund to
its intended investment mix. Each quar-
ter, the fund’s asset allocation is adjusted



to slightly more conservative investments.
When an L Fund reaches its designated
time horizon, it will roll into the L In-
come Fund, and a new fund will be add-
ed with a more distant time horizon.

Investing in the L Funds does not elimi-
nate risk, and the funds are not guaran-
teed against loss. The L Funds are subject
to the risks inherent in the underlying
funds and can have periods of gain and
loss.

The Individual Funds

The TSP has five individual investment

funds:

The Government Securities Invest-
ment (G) Fund — The G Fund is invest-
ed in short-term U.S. Treasury securities.
It gives you the opportunity to earn rates
of interest similar to those of long-term
Government securities with no risk of
loss of principal. Payment of principal
and interest is guaranteed by the U.S.
Government. Interest on the G Fund is
calculated as the weighted average yield
of all U.S. Treasury securities with more
than 4 years to maturity; the interest rate
changes monthly.

The Fixed Income Index Investment
(F) Fund — The F Fund is invested in a
bond index fund that tracks the Barclays
Capital U.S. Aggregate Index.* This is a
broad index representing the U.S. Gov-
ernment, mortgage-backed, corporate,
and foreign government sectors of the
U.S. bond market. This fund offers you
the opportunity to earn rates of return
that exceed money market fund rates over
the long term (particularly during periods
of declining interest rates).

The Common Stock Index Investment
(C) Fund — The C Fund is invested in

a stock index fund that tracks the Stan-
dard & Poor's 500 (S&P 500) Index. This
is a broad market index made up of the
stocks of 500 large to medium-sized U.S.
companies. It offers you the potential to
earn high investment returns over the
long term.

The Small Capitalization Stock Index
(S) Fund — The S Fund is invested in

a stock index fund that tracks the Dow
Jones U.S. Completion Total Stock Market
(TSM) Index. This is a broad market index
of small and medium-sized U.S. compa-
nies that are not included in the S&P 500
index. It offers you the opportunity to
earn potentially higher investment returns
over the long term than you would in the
C Fund, but with greater volatility.

International Stock Index Investment
(I) Fund — The I Fund is invested in a
stock index fund that tracks the Morgan
Stanley Capital International EAFE (Eu-
rope, Australasia, Far East) Index. This is a
broad international market index, made
up of primarily large companies in 21
developed countries. It gives you the op-
portunity to invest in international stock
markets with the potential to earn high
investment returns over the long term.

The chart on page 10 compares these five
funds and provides more information
about each.

Because the TSP funds are trust funds
that are regulated by the Office of the
Comptroller of the Currency and not by
the Securities and Exchange Commission
(SEC), they do not have ticker symbols
(i.e., unique identifiers assigned to securi-
ties (including mutual funds) registered
with the SEC). You can, however, obtain
additional information about the under-
lying indexes that certain TSP funds track
by visiting the following Web sites:

TSP Fund
F Fund

Index TSP Fund Tracks

Barclays Capital U.S.
Aggregate Bond Index*
(www.barcap.com)

Standard & Poor’s 500
Stock Index
(www.standardandpoors.com)

C Fund

S Fund Dow Jones U.S. Completion
Total Stock Market (TSM) Index

(www.djindexes.com)

| Fund Morgan Stanley Capital
International EAFE Stock

Index (www.msci.com)

* Formerly Lehman Brothers U.S. Aggregate (LBA) Index

Not comfortable
with your own
level of experi-
ence?

Put your invest-
ments on cruise
control.

1 Choose the

L Fund with the
time horizon closest
to the year you an-
ticipate withdraw-
ing your account.

2 Make a contri-
bution allocation
and/or interfund
transfer (see page
11) to invest your
contributions and/or
current balance in
that L Fund.

3 Let the L Fund do
the rest for you.

Managing your
investments:

Remember that your
retirement strategy
may change. Peri-
odically, check the
way you are invest-
ing in the TSP.

Also, if you're tak-
ing charge of your
own investments,
remember to rebal-
ance your account
periodically to keep
your investments

in line with your
strategy. If you're in-
vested in an L Fund,
you can see how

its investment mix
changes automati-
cally each quarter
at the TSP Web site,
Www.tsp.gov.



Comparison of the TSP Funds

The chart below provides a comparison of the available TSP funds. For more detailed information about each
fund, see the TSP Fund Information Sheets (available on the TSP Web site, from your agency or service, or

from the TSP).
G Fund F Fund* C Fund* S Fund* I Fund* L Funds**
Description of | Government Government, | Stocks of large | Stocks of small | International Invested in the
Investments securities (spe- | corporate, and medium- | to medium- stocks of 21 G FCS, and
cially issued to | and mortgage- | sized U.S. sized U.S. developed | Funds
the TSP) backed bonds | companies companies not | countries
included in the
C Fund
Objective of Interest income | To match the To match the | To match the | To match the | To provide
Fund without risk of | performance performance performance of | performance professionally
loss of princi- | of the Barclays | of the Standard | the Dow Jones | of the Morgan | diversified port-
pal Capital U.S. & Poor’s 500 U.S. Comple- | Stanley Capital | folios based on
Aggregate Bond | (S&P 500) tion TSM Index | International various time
Index Index EAFE (Europe, | horizons, using
Australasia, Far | the G, F, C, S,
East) Index and | Funds
Risk Inflation risk Market risk, Market risk, Market risk, Market risk, Exposed to all
(See page 11) credit risk, inflation risk Inflation risk currency risk, | of the types of
prepayment inflation risk risk to which
risk, inflation the individual
risk TSP funds are
exposed — but
total risk is re-
duced through
diversification
among the
five individual
funds
Volatility Low Low to moder- | Moderate Moderate to Moderate to Asset alloca-
ate high — high — tion shifts as
historically historically time horizon
more volatile | more volatile | approaches
than C Fund than C Fund to reduce
volatility
Types of Interest Change in mar- | Change in mar- | Change in mar- | Change in mar- | Composite of
Earnings*** ket prices ket prices ket prices ket prices earnings in
the underlying
Interest Dividends Dividends Change in rela- | funds
tive value of
currency
Dividends
Inception Date | April 1, 1987 | Jan. 29,1988 |Jan. 29,1988 | May 1,2001 May 1, 2001 August 1, 2005

* The F, C, S, and | Funds also have earnings from securities lending income and from temporary investments in G Fund securities. These amounts
represent a very small portion of total earnings.

** Each of the L Funds is invested in the individual TSP funds (G, F, C, S, and I). The proportion of your L Fund balance invested in each of the indi-
vidual TSP funds depends on the L Fund you choose.

*** Income from interest and dividends is included in the share price calculation. It is not paid directly to participants’ accounts.
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Fund Risks

There are various types of risk associated
with the TSP funds. There is no risk of
investment loss in the G Fund. However,
investment losses can occur in the E C,
S, and I Funds. Because the L Funds are
invested in the individual TSP funds,
they are also subject to the risks to which
those underlying funds are exposed.
These risks include:

e Credit risk — The risk that a borrower
will default on a scheduled payment
of principal and/or interest. This risk is
present in the F Fund.

¢ Currency risk — The risk that the
value of a currency will rise or fall rela-
tive to the value of other currencies.
Currency risk occurs with investments
in the I Fund because of fluctuations in
the value of the U.S. dollar in relation
to the currencies of the 21 countries in
the EAFE index.

e Inflation risk — The risk that your
investments will not grow enough to
offset the effects of inflation. This risk
is present in all five funds.

e Market risk — The risk of a decline
in the market value of the stocks or
bonds. This risk is present in the E C,
S, and I Funds.

e Prepayment risk — A risk associated
with the mortgage-backed securities in
the F Fund. During periods of declin-
ing interest rates, homeowners may
refinance their high-rate mortgages and
prepay the principal. The F Fund must
reinvest the cash from these prepay-
ments in current bonds with lower in-
terest rates, which lowers the return of
the fund.

Contribution Allocations and
Interfund Transfers

There are two types of investment transac-
tions you can make:
e A contribution allocation

¢ An interfund transfer

Contribution Allocations. A contribution
allocation specifies how you want to in-
vest money going into your TSP account.
You may make one at any time.

Your contribution allocation will apply to
all future deposits to your account. These
include: employee contributions; agency
contributions (if you are FERS); any
special pay, incentive pay, or bonus pay
that you contribute as a member of the
uniformed services; any money you move
into the TSP from other retirement plans;
and any TSP loan payments. Your con-
tribution allocation will not affect money
that is already in your account.

Your contribution allocation will remain
in effect until you submit another one.

Interfund Transfers. An interfund trans-
fer moves the money already in your ac-
count among the TSP investment funds.
When you make an interfund transfer,
you choose the new percent you want
invested in each fund. You cannot move
specific dollar amounts among the funds.

Each calendar month, your first two inter-
fund transfers may redistribute money in
your account among any or all of the TSP
funds. After the first two, your interfund
transfers can only move money into the
Government Securities Investment (G)
Fund (in which case, you will increase the
percentage of your account held in the

G Fund by reducing the percentage held
in one or more of the other TSP funds). If
you have both a civilian and a uniformed
services account, these rules apply to each
account separately.

Making a contribution allocation or
interfund transfer. You can make either
of these transactions on the TSP Web site
or the ThriftLine (using the automated
system or by speaking to a TSP participant
service representative). You can also submit
an Investment Allocation form to the TSP.

To make a contribution allocation or
interfund transfer on the Web site, you
will need your TSP account number (or
custom user ID) and your Web password.
To make a contribution allocation or

What is the
difference
between a
contribution
allocation and
an interfund
transfer?

A “contribution al-
location” tells the
TSP where to invest
the new money it
receives from you or
your agency. It does
not affect the invest-
ment of money that
is already in your
account.

An “interfund trans-
fer” tells the TSP to
move money that

is already in your
account among the
different TSP funds.
It does not affect the
investment of future
deposits.

The Web and the
ThriftLine are the
most efficient ways
to make contribu-
tion allocations or
interfund transfers.

Confirmation of
transaction:

You will receive

a confirmation of
your contribution
allocation or inter-
fund transfer in the
mail. If you make
your request on the
Web site, you will
have the option of
receiving your con-
firmation via e-mail.






TSP Loans and Withdrawals

Because the purpose of the TSP is for
you to save money for your retirement,
there are rules that restrict when and how
you may take money out of your account
while you are still employed.

Once you leave Federal service, however,
you can take your money out at any time.
However, the IRS may impose an early
withdrawal penalty tax on the disburse-
ment, depending upon your employment
status, when you take the disbursement,
and how you receive the funds.

There are three ways to get your money
out of the TSP:

e Aloan

¢ An in-service withdrawal (i.e., a with-
drawal while you are still employed by
the Federal Government)

e A post-separation withdrawal (i.e., a
withdrawal after you separate from
service)

Loans

Loans are available only to participants
who are actively employed, who are in
pay status, and who have contributed
their own money to the TSP.

When you take a loan, you are borrowing
your own contributions and the earnings
on those contributions. When your loan
is approved, the amount of the loan is
removed from your TSP account. As you
repay your loan, your loan repayments
restore the amount of your loan, plus in-
terest, to your account.

Cost of Taking a Loan. You repay your
loan with interest. The interest rate is the
interest rate for the G Fund at the time
your loan application is processed.

The TSP also charges a processing fee of
$50 for each loan. This fee is used to cover
the cost of processing and servicing your
loan. It is deducted from the amount of
the loan that you receive.

Before you take a loan, consider that your
loan costs are not limited to the interest
and fee that you pay. The cost of a loan
can be much more far-reaching. When
you borrow from your account, you miss
out on the earnings that might have ac-
crued on the money you borrowed. Even
though you must pay the money back

to your account with interest, the inter-
est you pay to your account may be less
than what you might have earned if you
had kept the money in the TSP. Further, if
you have an outstanding loan when you
leave Federal service, you must pay it back
within 90 days or the outstanding balance
will be treated as taxable income.

Types of Loans. There are two types of
TSP loans:

e A general purpose loan

e Aloan for the purchase or construction
of a primary residence

You can have only one general purpose
and one residential loan outstanding at a
time.

Loan amount. The total amount that
you borrow is limited to your own con-
tributions and the earnings on those
contributions. You cannot borrow less
than $1,000 or more than $50,000. You
can find out the amount you may be eli-
gible to borrow from your TSP account
by visiting the TSP Web site or calling the
ThriftLine, the TSP’s telephone response
system. You can also use the Loan Calcu-
lator on the TSP Web site to estimate your
loan payment amount before you request
a loan.

Documentation. You do not need to
provide any type of documentation for a
general purpose loan. However, you will
need to provide documentation for a resi-
dential loan.

Waiting period between loans. You
must wait 60 days from the time you pay
off one loan until you are eligible to re-
quest another loan of the same type.

Considering a
loan?

Consider carefully
its impact on your
TSP account. (See
the TSP booklet
Loans.) You should
borrow from your
retirement account
only after you have
exhausted all your
other options.

Want to make
additional pay-
ments or make up
missed payments?

You can send extra
payments directly
to the TSP to pay off
your loan sooner or
to make up missed
payments. To ensure
that your payments
are properly identi-
fied, be sure you
put your TSP ac-
count number and
loan number on
your payment and
attach a Loan Pay-
ment Coupon. The
coupon is available
from the TSP Web
site or by calling the
ThriftLine.



Considering an
in-service with-
drawal?

An in-service with-
drawal permanently
depletes your re-
tirement savings
because you cannot
pay this amount
back (as you can
with a loan).

Be sure you under-
stand the conse-
quences of an in-
service withdrawal
before you take
money out of your
account.

Read the TSP book-
let In-Service With-
drawals for more
information.

Repaying a loan. Loan repayments are
made through payroll deductions. They
are deducted from your pay each pay pe-
riod in the amount on your Loan Agree-
ment. If your agency or service does not
deduct your loan payment from your pay,
you must submit the loan payment directly to
the TSP with a TSP Loan Payment Coupon.
You are responsible for your loan payments.

You can also make additional payments
or pay off your loan early by check or
money order. And you can reamortize
your loan to change the amount of your
payment, number of payments, or repay-
ment period.

You must repay your general purpose
loan within 5 years. Residential loans
must be repaid within 15 years.

Consequences of failing to repay your
loan. If you fail to repay your loan in ac-
cordance with your Loan Agreement or
you do not repay your loan when you
separate from service, the TSP will report
a taxable distribution to the IRS and you
will owe income taxes on the outstanding
balance of the loan and possibly an early
withdrawal penalty tax.

Spouses’ rights. If you are a married
FERS or uniformed services participant,
your spouse must consent to your loan
by signing the Loan Agreement. If you are
a married CSRS participant, your spouse
will be notified of your loan. These rules
apply even if you are separated from your
spouse.

There are exceptions to these rights.
However, the conditions under which an
exception is made are very limited. More
information about exceptions is provided
on the form Exception to Spousal Re-
quirements.

Getting information. For a detailed ex-
planation of the TSP loan program, your
obligations if you take a loan, and the
consequences of not repaying a loan, read
the TSP booklet Loans.
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For information about outstanding loans,
you can check your earnings and leave
statement, your participant statements,
the TSP Web site, or the ThriftLine, or
contact the TSP.

In-Service Withdrawals

In-service withdrawals (i.e., withdrawals
from your account while you are still em-
ployed) are available to all active partici-
pants. The TSP does not charge a fee for
making an in-service withdrawal. Howev-
er, the overall impact on your retirement
savings may be significant.

Consequences of Making an In-Service
Withdrawal. When you make an in-
service withdrawal, you are removing
money from your account forever. It
cannot be put back or repaid to your ac-
count. This means that you permanently
deplete your retirement savings by the
amount of the withdrawal and any future
earnings you would have accrued on that
money. You must pay Federal income tax
on the withdrawal, and you may also be
subject to a 10% early withdrawal pen-
alty tax. More importantly, if you make a
financial hardship in-service withdrawal,
the overall impact can be even greater
because you cannot contribute to the TSP
for 6 months following your withdrawal.
If you are a FERS employee, that means
you will also not receive any Matching
Contributions during that time.

Types of In-Service Withdrawals. There
are two types of in-service withdrawals:

¢ A financial hardship in-service with-
drawal

¢ An age-based in-service withdrawal

Financial hardship in-service with-
drawal. You can make a financial hard-
ship in-service withdrawal if you can
certify, under penalty of perjury, that you
have a financial hardship as a result of

a recurring negative cash flow, legal ex-
penses for separation or divorce, medical
expenses, or a personal casualty loss. You
may withdraw your contributions and



any earnings those contributions have ac-
crued. You can request $1,000 or more;
however, the amount that you request
cannot exceed the actual amount of your
certified financial hardship. Further, you
may not make contributions to your ac-
count (and if you are FERS, you will not
receive the associated matching contribu-
tions) for 6 months after the disburse-
ment of your funds.

Age-based in-service withdrawal. You
can make an age-based in-service with-
drawal anytime after you reach age 59,
as long as you are still a civilian Federal
employee or a member of the uniformed
services. You may withdraw part or all of
your vested account balance. You can re-
quest a dollar amount of $1,000 or more,
or your entire account balance (even if it
is less than $1,000). You are permitted

only one age-based in-service withdrawal.

If you make one, you will not be eligible
to make a partial withdrawal from your
account after you separate from service.

Spouses’ rights for in-service with-
drawals. If you are a married FERS or
uniformed services participant, your
spouse must consent to your in-service
withdrawal. If you are a married CSRS
participant, the TSP must notify your
spouse before an in-service withdrawal
can be made. These rules apply even if
you are separated from your spouse.

There are exceptions to these rights. But
the conditions under which an exception
is made are very limited. Information
about exceptions is provided on the form
Exception to Spousal Requirements.

Taxes on in-service withdrawals. In-
service withdrawals are subject to Federal
income tax when they are paid directly
to you. Age-based withdrawals may be
transferred to a traditional IRA or eligible
employer plan, thereby retaining their
tax-deferred status. You can also transfer
an age-based withdrawal to a Roth ac-
count, but you will be liable for the taxes
on the transfer for the year in which the
transfer was made. Financial hardship in-
service withdrawals may also be subject

to an early withdrawal penalty tax if you
are younger than age 59%2 when you
make your withdrawal. For detailed in-
formation about the tax rules that apply
to in-service withdrawals, see the TSP tax
notice “Important Tax Information About
Payments From Your TSP Account.”

Getting information. For a detailed
explanation of the TSP in-service with-
drawal program, read the TSP booklet
In-Service Withdrawals. For information
about a specific in-service withdrawal
request, check the TSP Web site or the
ThriftLine, or contact the TSP.

Withdrawals after You Separate

If your vested account balance is $200 or
more after you leave Federal service, you
can leave your money in the TSP until
later (see page 17, “Withdrawal dead-
line”), or you can withdraw your account.

If your vested account balance is less
than $200 when you leave Federal
service, the TSP will automatically send
you a check for the amount in your ac-
count. The check will be mailed to the
address in your TSP account record. You
cannot leave this money in the TSP or
make any other withdrawal election.

* kK

Combining accounts. If you decide to
leave money in the TSP after you sepa-
rate from either the uniformed services
or Federal civilian service, you will be
able to combine your TSP accounts by
completing Form TSP-65, Request to
Combine Uniformed Services and Civil-
ian TSP Accounts, and sending it to the

TSP. However, restrictions about how and

when accounts can be combined apply.
For example, you can only combine the
money from the account related to your
separation into your other account. Also,
tax-exempt contributions (i.e., contribu-

tions from combat zone pay) in your uni-

formed services TSP account may not be
transferred to your civilian TSP account.

* %k ok

Special exemp-
tion from the
early withdrawal
penalty tax

for certain
Reservists:

Relief from the 10%
early withdrawal
penalty is available
to eligible Reserv-
ists called to duty
for more than 179
days and activated
after September 11,
2001. See the TSP
tax notice “Impor-
tant Tax Information
About Payments
From Your TSP Ac-
count” for addition-
al eligibility rules.

Ready to make a
post-separation
withdrawal?

Before you make

a withdrawal, read
the booklet With-
drawing Your TSP
Account After Leav-
ing Federal Service
and the tax notice
“Important Tax
Information About
Payments From Your
TSP Account.”



Need help
estimating an
annuity or
monthly
payments?

If you're consider-
ing monthly pay-
ments or a TSP
annuity, you should
compare these ben-
efits to see which
one best fits your
situation. You can
get help by visiting
the “Calculators”
section of the TSP
Web site.

There are calcula-
tors to estimate the
income you will
receive from an
annuity and to de-
termine how long
monthly payments
might last or how
much you might
receive each month
(if you choose to
receive payments
based on life expec-
tancy).

Types of Post-Separation Withdrawals.
There are two types of post-separation
withdrawals:

® A partial withdrawal
e A full withdrawal

Partial withdrawal. You can take out
$1,000 or more and leave the rest in your
account until you decide to withdraw it
at a later date. You may make only one
partial withdrawal from your account. If
you made an age-based in-service with-
drawal, you are not eligible for a partial
withdrawal.

Full withdrawal. You can withdraw your
account using one — or any combination
— of three withdrawal options available
to you:

® A single payment
e A series of monthly payments

e A TSP life annuity

A single payment allows you to withdraw
your entire TSP account at one time in
one payment. It is sometimes referred to
as a “lump sum.”

Monthly payments allow you to withdraw
your entire account in a series of pay-
ments. You can ask for a specific dollar
amount each month or you can have the
TSP calculate a monthly payment based
on your life expectancy. If you choose a
specific dollar amount, it must be at least
$25.

At any time while you are receiving
monthly payments, you can ask the TSP
to stop the monthly payments and pay
you your remaining account balance in

a single payment. Also, once a year, you
have the opportunity to make changes to
the dollar amount of the monthly pay-
ments you are receiving. You also have the
opportunity to make a one-time switch to
receiving monthly payments based on a
dollar amount rather than monthly pay-
ments based on life expectancy.

An annuity pays a benefit to you (or to
your survivor) every month for life. The
TSP purchases the annuity on your be-
half from a private insurance company.
You can have the TSP purchase an an-
nuity with all or any portion of your ac-
count balance when you request a full
withdrawal. The amount you use for the
purchase of an annuity must be $3,500
or more. Once an annuity is purchased, it
cannot be changed.

You have a choice of three basic annuity
types:

o A single life annuity — paid only to you
during your lifetime.

® A joint life annuity with your spouse —
paid to you while you and your spouse
are alive. When one of you dies, pay-
ments are made to the survivor for the
rest of his or her life.

® A joint life annuity with someone (other
than your spouse) who has an insurable
interest in you — paid to you while you
and the person you choose are alive.
When one of you dies, payments are
made to the survivor for his or her life.

If you elect a joint annuity, you may be
able to choose between a 50% or 100%
payment option to the survivor.

Some additional annuity features may
also be available, depending on the basic
annuity type you choose. You may be
able to request “cash refund,” “10-year
certain,” or “increasing payment” fea-
tures. The available annuities and their
features are explained in detail in the
booklet Withdrawing Your TSP Account
After Leaving Federal Service.

A mixed withdrawal allows you to com-
bine any or all of the three withdrawal
options. However, if you request a mixed
withdrawal with an annuity, the percent-
age of your account balance used to pur-
chase the annuity cannot equal a dollar
amount of less than $3,500.



Spouses’ rights for a partial with-
drawal. If you are a married FERS or uni-
formed services participant, your spouse
must consent to your partial withdrawal.
If you are a married CSRS participant, the
TSP must notify your spouse before a par-
tial withdrawal can be made.

Spouses’ rights for a full withdrawal.
If your vested account balance at the

time of your full withdrawal is more than
$3,500, your withdrawal will be subject to
the TSP's rules regarding spouses’ rights.
These rules apply even if you are sepa-
rated from your spouse:

e Ifyou are a married FERS or uniformed
services participant, your spouse is
entitled to an annuity with a 50% sur-
vivor benefit, level payments, and no
cash refund feature. Your spouse must
waive the right to this particular annu-
ity unless you use your entire account
balance to purchase it.

e Ifyou are a married CSRS participant,
the TSP must notify your spouse before
it can process your withdrawal, regard-
less of which withdrawal option you
choose.

For both partial and full withdrawals, there
are exceptions to these rights. However,
the conditions under which an exception
is made are very limited. More informa-
tion about exceptions is provided on the
form Exception to Spousal Requirements.

Taxes on withdrawals. Withdrawal pay-
ments are subject to Federal income tax
when they are paid directly to you. Some
payments are eligible to be transferred

to a traditional IRA or other eligible em-
ployer plan, thereby retaining their tax-de-
ferred status. You can also transfer some
payments to a Roth account, but you will
be liable for the taxes on the transfer for
the year in which it was made. Also, de-
pending upon your age when you leave
Federal service as well