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LESSON 26

RETIREMENT

OVERVIEW_______________________________________________________ 

Introduction
There are two basic retirement systems covering Federal employees, the Civil Service Retirement System and the Federal Employees Retirement System.  Throughout this lesson plan, 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.

_____________________________________________________________________________

Purpose

This lesson plan describes the two basic retirement systems that cover federal employees and acquaint the reader with some of the most common features of each program.  

_____________________________________________________________________________
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Objectives

After completing this lesson you should be able to – 

· Explain the basics of the CSRS Retirement System

· Explain the basics of the FERS Retirement System

· Identify the types of Annuities available

· Describe what happens to accrued leave at the time of retirement

_____________________________________________________________________________
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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 

_________________________________________________________

Civil Service Retirement System (CSRS) 
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· 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.  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.  

· Overview  (continued):

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 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 pay out from the Federal Thrift Savings Board is available at retirement.

· Retirement Eligibility

[image: image5.wmf]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.  

· Retirement Eligibility (continued): 

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.  

_____________________________________________________________________________

The Federal Employees Retirement System (FERS) 
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· 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.  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

· Social Security 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. 

· Basic Benefits  
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.   The Government averages the highest 3 

consecutive years of basic pay.  This “high-3 average pay” together with the employee’s 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 benefit until the employee reaches age 62.  This supplement approximates the Social Security benefit earned by the employee while employed by the Federal government. 

· Thrift Savings Plan

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
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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: 

· 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

· Retirement Eligibility (continued): 

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
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· Annuity WITHOUT Survivor Benefits

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

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 
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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. 

_____________________________________________________________________________

Leave at Retirement
· 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.  

_____________________________________________________________________________

PRACTICAL EXERCISE #26 – RETIREMENT 

Review the statements listed below and then indicate whether the statement is true or false by placing a “T” or and “F” in the answer box on the right.

Statements

  



 

 True or False 


Social Security Benefits under FERS are available at age 65.  





The CSRS is a two tiered retirement plan – the Basic Retirement Plan and a Thrift Savings Plan Benefit. 





Unlike the CSRS retirement system, FERS offers employees a retirement plan that has portable features that employees may still qualify for if they leave Federal service. 





A FERS employee must have at least 5 years of service in order to take optional retirement with an immediate annuity. 





Under the CSRS Retirement Plan, employees may save up to 5% of pay into a Thrift Savings Plan and to receive a tax break. 





Discontinued Service Retirement benefits under CSRS are reduced by 2% per year for each year the employee is under age 55. 





Annuities with survivor benefits are available under both CSRS and FERS.





Lump sum payment for annual leave and sick leave is only available under the CSRS Retirement System. 





CSRS employees must have been employed under the CSRS retirement system for at least 2 years within the 3-year period immediately preceding retirement. 
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