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The Top Five Items to Consider in the Federal Employee Retirement System

Fully understanding the Federal Employees Retirement System
(FERS), applicable to almost all federal employees who were
hired on or after January 1st, 1984, can be complex. In this arti-
cle, NovaPoint breaks down the top five topics that are the most
important to understand and evaluate as you prepare for your
federal retirement.

1. The three components of FERS — Your total FERS payments
will come from three distinct payment streams — the FERS basic
pension, your distributions from the Thrift Savings Plan (TSP),
and Social Security. While most working Americans also have
Social Security payments to consider in retirement, it’s im-
portant to focus on understanding how your pension is calculat-
ed and the overreliance in FERS on your personal investments in
the TSP.

Pension Calculation — First, your eligibility is based on age, years

of creditable service, and a minimum retirement age (MRA),
which is typically age 56-57 depending on birth year. For those
with prior military service, you can buy back military service time
to increase years of creditable service.

If you retire at age 62 or later, with 20 years or more of credita-
ble service, your annual gross pension is calculated as 1.1%
(multiplier) x Average-High 36 Month-Annual Salary x Years of
Creditable Service. This applies to non-special provision employ-
ees who are eligible to immediately receive their pension upon
retirement from government service. The salary calculation is
based on your base salary and does not consider overtime, bo-
nuses, or other allowances.

For those that don’t meet the latter eligibility criteria, but are
still eligible for a FERS pension, the formula is similar but with a
1.0% multiplier. For example, someone who has separated from
federal service with 15 years of service would use the 1.0% mul-
tiplier and would have to wait to claim their pension until age 62
to receive a non-reduced pension. There is an option to receive
your pension at your MRA with at least 10 years of service, but
your pension is permanently reduced.

Unused sick leave can also be used to increase creditable service
time, which ultimately adds to your overall basic pension calcula-
tion. Sick leave does not expire while in service and many years

of saved sick leave can make a difference in your final pension
calculation.

The TSP — Unlike the former Civil Service Retirement System
(CSRS), FERS offers a lower basic pension and relies on employ-
ee personal investments in the TSP as the majority of their to-
tal FERS payment structure. The TSP functions essentially like a
401(k) plan but for the federal government and is the nation’s
largest retirement plan with over 7 million participants and
approximately $845 billion in assets under management. It’s
critical to ensure you are contributing as much as your salary
and budget allow, to include receiving the full 5% government
matching contribution.

Government Matching Contribution — The government auto-
matically contributes 1% of the employee’s salary, whether the
employee contributes to the TSP or not. If the employee does
contribute, the government will match the first 3% at 100% (in
addition to the automatic 1%) and then will match at 50% on
the next 2% of the employee’s contribution. For example, if
you do not contribute you will receive a contribution of 1% of
your salary, if you contribute 3% you will receive 4% of match-
ing, if you contribute 4% you will receive 4.5% of matching, and
if you contribute 5% you will receive the maximum 5% match-
ing contribution. You should always contribute a minimum of
5% of your salary to receive the maximum matching contribu-
tion as this is factored in your overall FERS benefits.

Investment Options — You can contribute to the Traditional TSP
(pre-tax contributions that are tax deferred until withdrawn)
and/or the Roth TSP (after-tax contributions for tax-free with-
drawal). Total contributions across both accounts are limited to
$24,500 in 2026. There are five individual investment funds: G-
government securities, F- fixed income index, C- large-cap in-
dex, S- small-cap index, and |- international index. There are
also currently 10 lifecycle funds, recently offered in five-year
increments, that continue to be created and retired as employ-
ees continue to enter and retire from the workforce. One of
the lifecycle funds, the L-Income Fund, is intended for retirees
who are already withdrawing their funds.
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2. Importance of optimizing TSP contributions — As mentioned  FEHB integrates well with Medicare and often there is no need
earlier, the TSP could and optimally should be your largest pay-  for Medicare Advantage plans. It’s important to remember that
ment stream from FERS and deserves its own discussion. Critical if a retiree dies, FEHB coverage will only continue to surviving
pre-retirement decisions include traditional versus Roth contri-  spouses and dependents under age 26 if at least one of the
butions for tax diversification and investment allocation among  survivors is receiving federal retirement annuity survivor bene-
available funds. Critical decisions as you are near retirement in-  fits related to the deceased.

| hether to k f in the TSP Il t IRA
clude whether to keep your funds in the TSP or rollover to an Federal Employees’ Group Life Insurance (FEGLI) — The Office of

once retired or separated from service, and withdrawal strate- Personnel Management (OPM) administers FEGLI and sets the

gies at retirement such as a lump sum, installment, or annuity premiums with a contract with the Metropolitan Life Insurance

payments. It’s important to remember that if you do rollover Company (MetLife) who provides the insurance coverage.

your TSP to an IRA and have left government service you cannot FEGLI is comprised of basic term life insurance coverage and

reverse this decision and return to the TSP. Also, like traditional three additional options, all with no cash value. Employees who
IRA’s and 401(k)’s, the traditional TSP is subject to required mini- [otire with eligibility for an immediate annuity and have been
mum distributions (RMDs) which begin at age 73 if born be- insured for at least five years before retirement, are able to
tween 1951 and 1959, or age 75 if born in 1960 or later. continue their basic life insurance into retirement. There are

Common mistakes can be the over-reliance on the G fund due to options to maintain or reduce coverage, with a 75% reduction

o . . .
perceived safety while missing out on higher potential returns offered at r.10 COSt_’ 50% reduction and no reductlon' op.tlo.n.s
multiplied over many years, poor coordination between TSP have premiums higher than when employed but still signifi-
. . . L cantly lower than comparable plans outside of the government.
withdrawals and Social Security payments, and not considering

. . . For optional plans, Option A automatically begins to reduce by
Roth conversion opportunities post-retirement. . .
2% per month, at no cost, once the retiree reaches age 65 until

Keeping all your TSP funds in the TSP post-retirement is ideal for it is reduced to a $2,500 benefit. For Options B and C, the em-

retirees who value simplicity, low oversight, have modest bal- ployee can decide whether they want the benefit to decrease
ances, limited tax exposure, and expect consistent tax brackets  at 2% per month until fully reduced, at no cost, once they reach
in retirement. A TSP and IRA strategy, post-retirement, is ideal age 65, or maintain their full coverage into retirement but with
for retirees who accumulate higher balances, expect uneven a required premium to pay.

income or high RMD exposure, need customized withdrawal
Federal Group Long-Term Insurance Program (FLTCIP) — New

sequencing, and have more complex estate or charitable objec- ..
q & P I applications for coverage were suspended December 19th,

tives. This strategy provides more precise tax management and 2022, to allow OPM and the insurance carrier, John Hancock

enhanced beneficiary control but does require disciplined execu- Life & Health Insurance Company, to reassess benefits offered

tion and higher financial planning complexity. at sustainable premium rates. Currently, this has been extend-

3. Health, Life, and Long-Term Care Insurance Benefits. ed to December 19th, 2026, for new applications or existing

i ] enrollees who want to increase their coverage. However, poli-
Federal Employee Health Benefits (FEHB) — In order to continue

cies previously issued are still in force and if applications com-

FEHB into retirement, the nation’s largest employer-funded mence again, most employees who are eligible for FEHB can

group health insurance, with government premium contribu- apply for FLTCIP, you do not necessarily have to be enrolled in

tions still in place, you must be enrolled in FEHB for at least five FEHB but must be eligible. Retirees who already received annu-

consecutive years before retirement. Depending on the plan, the a5 hreviously did not have to be eligible nor enrolled in FEHB.

government pays up to 75% of premiums which is a major ad-  \ypile there are further details, it's important to pay attention
vantage in rising health care costs, especially for aging retirees. {4 any new updates once FLTCIP opens again as previous
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provisions may change.

4. Survivor Benefit Elections — Employees can elect to have sur-
vivor benefits for their FERS pension annuity at a cost. The survi-
vor beneficiary must be financially dependent on the employee,
to include both current and former spouses, fiancée, domestic
partner, or a relative closer than a first cousin. There are two
survivor annuity options, the first with a 25% pension benefit at
a 5% cost, and the second with a 50% pension benefit at a 10%
cost. The cost is calculated as the percentage cost multiplied by
the original annuity and then this cost is reduced from the origi-
nal annuity. So, while the retiree is still alive and receiving their
annuity, their annuity is permanently reduced by this cost but
with the benefit of knowing their survivor will receive some por-
tion of their annuity after their death. This is an elective option,
not automatic, and must be decided when the retiree starts their
annuity. As discussed earlier, survivor benefit elections also play
an important part in the ability for survivors to have FEHB cover-
age after the retiree’s death. Lastly, there are also provisions for
survivor annuity benefits if an employee should die while still
working as a federal employee. There are differences in survivor
benefits if the deceased employee had less than 10 years or 10
years or more of creditable service.

5. FERS application timeline — An important factor in planning
for retirement is the application timeline for the basic pension,
as it can be a multi-month-long process that can affect when a
retiree starts to receive their pension which needs to be properly
planned for in your overall retirement plan. Your retirement
date, the day you separate from service, does not correlate with
when you receive your first pension payment so having ample
savings or other income streams identified is important to plan
for this transition. The application timeline can take three to five
months, but it could be longer if there are errors to correct, so it
is important to review your own documentation with what OPM
states before your retirement package is finalized. The general
application timeline is detailed below:

e After your retirement date, your government agency pre-
pares the retirement package, to include payroll processing,
and this can take 30-45 days.

e Next, OPM takes 10-15 days to complete the intake pro-
cess, basically entering your profile and information in the
OPM system. This step can also include interim pension
payments, which can be lower than what your finalized
pension will be.

e Following OPM intake, OPM then processes your retire-
ment package and reviews and calculates the FERS pen-
sion. This process can take 25-90 days. At the conclusion of
this step, your retirement is finalized and the first pension
payment is deposited.

Lastly, there are special provisions for law enforcement, fire-
fighters, air traffic controllers, customs border protection offic-
ers, nuclear materials couriers, and members of Congress and
their aides that provide some differences in minimum retire-
ment age and their annuity factor for the basic pension calcula-
tion. There is also a FERS disability annuity available that is co-
ordinated with Social Security Disability benefits. It is advisable
to consult a financial adviser, ideally someone familiar with
FERS, as there are numerous other details that may be unique
to your federal service and financial situation.

At NovaPoint, our investment, wealth management, and tax
experts can help advise you on your optimal federal retirement
plan. If you want a trusted fiduciary partner to help plan your
federal retirement, along with meeting your other future finan-
cial goals, contact us here.

Written by Meghan Hoover, Federal Retirement Consultant®",
Investment Associate, Financial Planning Team

NovaPoint - Financial Planning and Wealth Management
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