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A Message from the Author - Kris Keush
Dear Reader,

It’s an honor to share "Why Annuities Are Good for Federal Employees" with you. This
book was written with one clear goal: to help federal employees like you fully understand
the many retirement options available—and how each decision can bring you closer to
lasting financial confidence.

Through decades of service, you’ve built a strong foundation for your future. Yet, navigating
the Federal Employees Retirement System (FERS), Civil Service Retirement System (CSRS),
Thrift Savings Plan (TSP), and Social Security can often feel overwhelming. My hope is that
this guide, along with the accompanying introduction and table of contents, simplifies that
journey—breaking down each element of your federal retirement structure and showing
where fixed indexed annuities fit as an additional layer of protection and peace of mind.

Inside these pages, you’ll find clear explanations, practical examples, and real-life case
studies that demonstrate how annuities can complement your existing benefits. From
understanding how your “high-3” pay influences your pension, to learning how annuities
can create a personalincome floor designed to last a lifetime, every chapter is meant to
empower you to design a plan that fits your goals and values.

More than just another financial resource, this book is a guide to taking control of your
retirement future, ensuring stability, income security, and the freedom to enjoy the years
ahead without worry.

Thank you for allowing me to be part of your journey. | hope this book gives you insight,
clarity, and confidence as you build the retirement you’ve worked so hard to deserve.

Warm regards,

Kris Keush




Introduction

Dear Reader,

If you’re a federal employee planning for retirement, you’re probably asking yourself some
important questions: Will my pension and savings really last? How can | protect my income
and my family as | step into the next chapter of life?

As a financial advisor who has worked with many federal employees just like you, |
understand the unique challenges and opportunities of your retirement journey. You’ve put
in years of dedicated service, and you deserve to enjoy your retirement with real
confidence—not to worry about running out of money or struggling to manage
unpredictable expenses.

That’s why | wrote this book. Why Annuities Are Good for Federal Employees is designed to
answer your questions in plain, honest language. My goal is to help you understand how
annuities work, why they matter, and how they can make your retirement safer, calmer, and
more secure.

Inside, you’ll learn how annuities can guarantee a steady income for life—no matter how
long you live. You’ll see exactly how these tools interact with your federal benefits,
including FERS, CSRS, and the Thrift Savings Plan. I’ll walk you through the key features, the
different types, and how to choose the right annuity for your personal situation. Whether
you’re just starting to think about retirement or you’re ready to make important decisions,
this guide will help you avoid common mistakes and tap into retirement solutions most
federal employees overlook.

I’ll also tackle the myths and misunderstandings—like the idea that annuities are “too
expensive” or that you lose your money if you die early. With real-life examples, practical
strategies, and resources for further learning, my hope is that you finish this book feeling
informed, confident, and ready to take control of your retirement plan.

Your service has earned you great benefits—and with thoughtful planning, you can make
those benefits work even harder for you. Let’s work together to secure your financial future
and ensure you enjoy every moment of retirement with true peace of mind.

Warm regards,
Kris Keush, Financial Advisor



20 Reasons Fixed Indexed Annuities Are Great for Federal
Employees

As a financial advisor who’s worked closely with federal employees, | know you’ve built an
incredible foundation through your service — FERS or CSRS, your Thrift Savings Plan, and
Social Security. But even with these benefits, the question | hear most often is: Will my
retirement income truly last as long as | do?

That’s where a Fixed Indexed Annuity (FIA) can make all the difference. Here are 20
powerful reasons every federal employee should consider adding an FIA to their retirement
strategy:

e 1. Guaranteed Lifetime Income
FIAs can provide income payments that last as long as you live—protecting you from
outliving your retirement savings.

e 2.Stock Market Protection
Your principal is safe from stock market downturns. No matter what happens in the
market, your account will never lose value due to market losses.

e 3. Growth Potential Linked to Market Performance
You earn interest based on index gains—like the S&P 500—without being directly
invested in the market.

e 4. Tax-Deferred Growth
Your FIA earnings grow tax-deferred, helping your nest egg compound faster until
withdrawals begin.

e 5.Complements FERS and TSP
Think of FIAs as a “third leg” of your retirement stool—adding guaranteed income
stability to balance market-based accounts like TSP.

e 6. Inflation Protection Options
Many FlAs offer income or accumulation riders that help your payments rise over
time and offset inflation.

e 7.Peace of Mind for Your Family
Most FlAs include death benefits, passing remaining value directly to your
beneficiaries.



8. Customizable Income Options
You can choose lifetime income, joint income for a spouse, or period-certain payout
options tailored to your goals.

9. Protection Against Longevity Risk
Living longer is a blessing—but it increases financial risk. FIAs ensure your paycheck
never stops, even if you live to age 100.

10. Stability During Market Volatility
When your TSP or investments swing with the market, your FIA remains steady—
protecting part of your total retirement portfolio.

11. No Annual Management Fees on Most Contracts
Unlike mutual funds or managed accounts, most FIAs have little or no annual cost,
unless you choose optional riders.

12. Access to Emergency Funds
FlAs allow partial free withdrawals (usually up to 10% per year) and may include
penalty waivers for illness, nursing home care, or terminal diagnhosis.

13. Diversification and Risk Control
Adding an FIA creates a balance between safety, growth, and guaranteed income—
reducing risk in your portfolio overall.

14. Optional Lifetime Income Riders
With income riders, you can lock in a growing income base even before retirement
starts.

15. Predictable Retirement Planning
Your income projections from an FIA are easy to plan around—they’re guaranteed,
not based on uncertain market returns.

16. Complements COLA Benefits
Just as your FERS pension includes cost-of-living adjustments (COLA), FIAs can be
structured with rising income to keep pace with inflation.

17. Flexible Timing
You can buy an FIA years before you retire (deferred) or right at the moment you
need income (immediate).

18. Helps Bridge to Social Security
If you retire early, your FIA can provide income to bridge the gap until you start taking
Social Security benefits.



e 19. Lifetime Financial Confidence
Knowing a portion of your retirement income is guaranteed allows you to take a
more balanced approach with your other assets.

e 20. Designed for Simplicity and Safety
FlAs are designed to remove uncertainty from your retirement—combining
protection, growth, and reliable income under one roof.

In short: As a federal employee, you already have the foundation of a strong retirement
plan—but a Fixed Indexed Annuity turns that foundation into financial security that lasts a
lifetime. With the right plan in place, you’ll enjoy retirement with the confidence that your
income is guaranteed, and your future is protected.
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Chapter One

Introduction: Overview of Federal Retirement Benefits

Retirement is a major life transition. For federal employees, years of dedicated service
unlock a suite of retirement benefits designed to support your financial well-being for years
to come. Understanding these benefits, how they work, who qualifies, when payments
start, and where annuities fit in—is the first step toward building a truly secure future.

The Key Federal Retirement Systems: FERS and CSRS

Federal workers typically fall under one of two major systems, each with its own rules,
eligibility requirements, and payout structure.

e FERS (Federal Employees Retirement System):
Created in 1987 to replace CSRS, FERS was designed to mirror the retirement plans
available in the private sector—with important additions tailored for federal service.
You qualify for FERS if you were hired on or after January 1, 1984. FERS is a three-
part retirement structure:

e FERS Annuity Pension: Based on your highest three consecutive years of pay
and years of service. Eligibility typically begins at the “minimum retirement
age” (MRA), usually between 55 and 57 depending on your birth year, or after
30 years of service.

e Social Security: As a FERS participant, you pay into Social Security and earn
credits like private-sector workers—ensuring federal and civilian
employment count toward your Social Security payout.

e Thrift Savings Plan (TSP): A government-sponsored retirement savings
account, similar to a 401(k), offering low-cost investment options and
matching contributions for most employees. You’re eligible to participate as
soon as you join federal service.

e CSRS (Civil Service Retirement System):
Federal employees hired before January 1, 1984 may still be covered by CSRS. CSRS
offers a larger government pension and doesn’t typically include Social Security
coverage (unless you also qualify through other employment). CSRS also allows
optional contributions to the TSP, though there is no government match for CSRS
participants.



Eligibility Requirements & Payment Timing

Your eligibility for retirement benefits depends on age, years of service, and the specific
retirement system.

e Minimum Retirement Age (MRA): For FERS, your MRA is between 55 and 57,
depending on your birth year. You must meet the age and service milestones to
begin collecting benefits.

e Years of Service: Both FERS and CSRS pensions reward longer service—more years
mean higher guaranteed income.

e Social Security: You may begin collecting Social Security as early as 62, but delaying
increases your monthly payment.

e TSP Withdrawals: You can generally begin accessing your TSP penalty-free at age
59% or upon retirement.

FERS/CSRS Pension Overview

Your pension is calculated based on your years of creditable service and highest three
consecutive years’ average pay (“high-3”).

e FERS Formula: 1% of your high-3 pay multiplied by years of service (or 1.1% if
retiring at 62+ with 20+ years of service).

e CSRS Formula: More generous, often ranging from 1.5% to 2% per year, maxing out
after long careers.

Both systems offer survivorship options, allowing you to provide benefits for a spouse or
qualifying dependent after your death.

The Thrift Savings Plan (TSP)

TSP is your opportunity to save for retirement, tax-deferred or Roth, with government
matching for most FERS participants (up to 5% of pay).

e Investment Choices: Several index funds, including G Fund (government securities),
F Fund (fixed income), C Fund (S&P 500), S Fund (small/mid-cap), | Fund
(international).

e Loan & Withdrawal Flexibility: Loans and hardship withdrawals available, plus
options for periodic or lump-sum payouts in retirement.



Social Security Benefits
Social Security forms a crucial part of most federal retirees’ income.

e Farning Credits: As a FERS participant, you build Social Security credits through
payroll taxes.

e Timing: Early eligibility at 62; full retirement age between 66-67; delayed credits
available if you wait until 70.

How Annuities Integrate with Federal Benefits

Many federal employees ask: “Do | really need an annuity if | already have a pension and
TSP?” The answer depends on your personal risk tolerance, retirement goals, and need for
lifetime income stability.

e Longevity Protection: Pensions and Social Security are fixed, but inflation and
unexpected expenses can erode purchasing power. A fixed indexed annuity (FIA)
acts as an extra layer of protection—offering guaranteed lifetime income, inflation
options, and peace of mind.

¢ Income Floor: Annuities can act as a “private pension,” supplementing your
FERS/CSRS and Social Security, helping ensure you never outlive your income.

o Diversification: Incorporating FIAs adds another source of retirement income,
balancing out the market growth potential (TSP) with stable, predictable payouts.

Pitfalls to Avoid
Navigating federal retirement involves complexity and potential pitfalls.
e Timing Errors: Misunderstanding eligibility or filing too early can reduce benefits.

e Lack of Integration: Not considering how your TSP, pension, Social Security, and
potential annuity fit together may lead to an income gap or missed opportunities.

e fFederal Survivor Benefits: Not selecting proper survivor benefits can leave loved
ones under-protected.



Take Charge of Your Retirement

Federal employees enjoy one of the strongest retirement platforms available, but wise
planning makes all the difference. Understanding your eligibility, benefit formulas, and the
unique role annuities can play puts controlin your hands.

The next chapters will break down each benefit, show how to optimize your plan, and
demonstrate how FIAs add safety, flexibility, and lifetime confidence to every federal
retiree’s financial future.

What Are FIA Annuities?
What Are Fixed Indexed Annuities (FIAs)?

Fixed Indexed Annuities (FIAs) are innovative retirement products designed to offer federal
employees a powerful mix of security, opportunity for growth, and guaranteed lifetime
income. As a federal worker, you deserve a retirement plan that is as strong and resilient as
your career. FIAs help achieve this by delivering benefits you can count on, evenin
uncertain economic times.

How FlAs Work

When you choose a Fixed Indexed Annuity, you enter into an agreement with an insurance
company to hold your retirement savings for a set period—usually between 5 and 10 years.
During this time, your contributions are protected, offering reassurance that market
downturns will not erode your principal.

e Principal Protection: One of the hallmark features of an FIA is the guarantee that
your initial investment will never decrease due to negative market conditions. This
safeguard is especially valuable for those seeking financial stability and peace of
mind in retirement.

e Interest Crediting: FIAs grow your retirement funds by linking your interest to the
performance of a well-known market index, such as the S&P 500. Even if the market
index falls, your account remains protected. You may earn zero interest in a negative
year, but never lose any original investment.

e Flexible Crediting Methods: With options like annual point-to-point or monthly
averaging, FIAs let you select the interest strategy that best fits your goals and risk
tolerance.



Why FlAs Are Important for Federal Employees

Federal employees often enjoy structured retirement income through FERS/CSRS
pensions, Social Security, and the Thrift Savings Plan (TSP). However, these traditional
benefits may not fully shield you from rising living costs, longevity risk, or gaps that can
emerge when expenses grow over time.

Lifetime Income: FIAs transform your retirement savings into a predictable stream of
monthly income, guaranteed to last throughout your life. This means you can retire
with confidence, knowing your essentials will always be covered.

Inflation Resilience: Some FIA contracts come with optional riders designed to
increase your payout as the cost of living rises, helping you maintain purchasing
power during extended retirement years.

Diversification: FIAs provide an extra layer of income security, balancing the market-
driven volatility found in TSP accounts and complementing your pension benefits.

Tax Advantages: With tax-deferred status, your FIA earnings compound over time
without annual tax drag, so you keep more of your money working for you until you
need it.

Key Features & Options

The flexibility and customizability of FIAs make them especially attractive for federal

employees.

Multiple Payout Choices: You can select income options such as lifetime payout,
joint and survivor, or certain period payouts, allowing your annuity to align with your
life and priorities.

Beneficiary Protection: If you pass away, your annuity’s remaining value typically
goes directly to your chosen beneficiaries, often bypassing probate and simplifying
your family’s financial transition.

Emergency Access: Most FIAs allow limited penalty-free withdrawals each year, and
can provide accelerated payouts for chronic illness, nursing care, or other pressing
needs.

Optional Riders: Enhance your coverage with add-ons for inflation, increased
income, or higher death benefits for a small annual cost, giving you more control
over your retirement outcomes.



Unique Advantages for Federal Employees
Federal retirees gain distinct advantages when adding FIAs to their mix of income streams:

e Principal Safety: Sensitive to market swings? FIAs keep your savings shielded from
downturns, ensuring you won’t suffer the ups and downs of direct investing.

e Growth Participation: When the market rises, your FIA lets you capture a portion of
these increases, so you share in the upside while staying protected from the
downside.

e Predictable Retirement Budgeting: With guaranteed, stable income, you can
combine your annuity with cost-of-living-adjusted pension and Social Security
benefits for an easy-to-manage budget.

e Legacy Planning: Name your heirs and ensure your money passes smoothly to loved
ones—often more efficiently than with other financial vehicles.

Limitations to Consider
As valuable as FlAs are, it’s important to understand a few practical considerations:

e Caps and Participation Rates: Your maximum annual interest earnings may be
limited to ensure reliability, typically ranging from 3% to 8%. This helps balance
growth potential with security.

e Surrender Periods: Early withdrawals beyond free allowances during the contract
period may incur charges, so plan for emergencies and choose terms that match
your needs.

e Complexity: FIAs can be more nuanced than simple savings accounts. Working with
a trusted advisor helps ensure you select features and riders that genuinely
enhance your plan.



Benefits of FIAs for Federal Employees

Feature Benefit for Federal Employees

Principal Protection Never lose your initial deposit to market downturns
Market Growth Potential Earn a share of index gains, subject to policy limits
Lifetime Income Guaranteed monthly payments for life

Inflation Options Boost retirement income to offset rising costs

Tax Deferral Experience faster growth, pay taxes when you withdraw
Custom Payout Choices Adaptincome and survivor benefits for your family
Beneficiary Security Pass value directly to heirs, generally probate-free

The FIA Advantage: Why Choose This Path?

Embracing a Fixed Indexed Annuity as part of your federal retirement strategy means

adding strength, stability, and peace of mind to your future. With your pension, TSP, and
Social Security as a foundation, FIAs become the powerful complement—safeguarding
your savings, maximizing long-term growth, and ensuring your loved ones are protected.

If your goals include safety, reliable growth, tax efficiency, and income that lasts a lifetime,
FlAs are a worthy addition to every federal employee’s retirement plan. Consider how an
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FIA could enhance your own roadmap and set the stage for a secure, prosperous
retirement.



Chapter Two

The Federal Retirement Landscape

Retirementis a milestone—a chance to enjoy the rewards of years of service. For federal
employees, the journey to retirement is guided by a system that is designed to be
comprehensive, resilient, and flexible. Understanding how each piece works, and how
recent trends may affect your future, puts you in control of your financial destiny.

Historical Perspective: Building the System
The U.S. federal retirement system has evolved for more than a century.

e CSRS (Civil Service Retirement System) began in 1920, offering predictable
pensions based on years of service and salary.

e FERS (Federal Employees Retirement System) replaced CSRS for new hires starting
in 1984, modernizing benefits with Social Security and the Thrift Savings Plan (TSP)
components.

e Today, these systems serve over 2 million retirees and survivors, providing both
stability and options.

How Federal Retirement Works
Federal retirementis anchored by “three legs”:
e Traditional Pension:

e CSRSis asingle, defined-benefit monthly payment, calculated using highest
three years’ salary and total service years.

o FERS offers a basic annuity (pension), but is designed to be supplemented by
Social Security and a self-directed investment account.

e Social Security:

e FERS employees qualify and contribute for Social Security retirement,
disability, and survivor benefits.

e CSRS employees generally do not, unless they have sufficient credits from
jobs outside federal service.

e Thrift Savings Plan (TSP):

e Allfederal employees can participate.

9



o TSP offers a choice of funds: G Fund (government securities), F Fund
(bonds), C Fund (large-cap stocks), S Fund (small/mid-cap stocks), | Fund
(international stocks), plus new lifecycle funds.

e FERS employees receive up to 5% matching contributions, making
disciplined saving critical for maximum income.

FERS: The Modern Standard

The majority of current employees fall under FERS.

Eligibility: Minimum Retirement Age (MRA) varies based on birth year; typically 55 to
57 for full benefits with 30 years, or age 62 with at least 5 years of service.

Calculation: Your basic annuity is determined by multiplying your years of service by
a percentage of your “high three” salary. FERS employees also receive Social
Security and have access to tax-advantaged TSP savings.

Survivor’s Benefits: FERS and CSRS offer survivor annuities for spouses and eligible
children, often with several payout options.

The Role of Social Security

For FERS participants, Social Security adds lifetime income security.

Eligibility: 40 work credits (typically 10 years of covered work).

Timing: Early retirement is available at age 62, but waiting until full retirement age
(66-67) yields higher monthly payments.

Supplemental Income: FERS retirees can receive an “annuity supplement” if retiring
before Social Security eligibility, bridging the income gap.

Thrift Savings Plan Today

The TSP now holds over $1 trillion in assets.

Contribution Limits: In 2025, you may contribute up to $23,500 per year (plus $7,500
catch-up for those 50+).

Investment Choices: Broad funds, low fees, and lifecycle funds allow tailored
investing according to risk tolerance, retirement date, and income needs.

Distributions: Upon retirement, you can elect monthly payments, roll over your
money, or take lump sums—flexibility for a customized income plan.
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e Recent Performance: TSP funds have shown healthy, steady growth, even as
markets fluctuate. Lifecycle funds remain popular for hands-off investing.

Legislative and Economic Trends
Federal retirement benefits can change:
e Proposed Legislation in 2025:
e Callstoincrease employee contributions for future hires.

e Proposed switching to a “high-5” (instead of “high-3”) salary for pension
formula, potentially lowering final payouts.

e Discussions on modifying COLA formulas and FERS supplement eligibility.

e Additional legislative efforts to extend federal-quality retirement benefits to
more public workers.

¢ Market Volatility:
e Retirements have surged as employees seek to lock in benefits amid change.

e TSP balances continue to rise thanks to diligent contributions and diversified
investment choices.

e Processing Times:

e Increased retirement applications have led to longer wait times for annuity
payments.

e Most successful retirees proactively plan, regularly update their estimates,
and seek guidance prior to retirement.

Planning Recommendations
Smart planning makes all the difference:

o Run Benefit Estimates: Use federal calculators to model different retirement dates,
service years, and payout scenarios.

¢ Maximize TSP: Contribute to the TSP early and often, adjusting investment
allocations to reflect changing risk profiles.

e Coordinate Income Sources: Account for pension, Social Security, TSP, and
supplementary sources such as FIAs or private annuities.
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o Consider Survivor Needs: Review survivor annuity options and life insurance,
ensuring loved ones are fully protected.

e Watch for Policy Changes: Stay up-to-date on proposed amendments, budget cuts,
and process shifts that could affect retirement income.

The Importance of Annuities in Today’s Landscape

Federal employees enjoy one of the best retirement packages available—but rising life
expectancy, inflation, and economic uncertainty mean extra protection is wise.

¢ Annuities (including FIAs) can provide guaranteed lifetime income, bridge gaps until
Social Security begins, and balance market risk within TSP accounts.

e They allow you to customize your income, add inflation protection, and create a
legacy for your family.

e« Adding an annuity creates an extra insurance against outliving your assets, giving
you financial confidence for decades to come.

Summary Table: Federal Retirement Program Features

Program Feature Withdrawal Survivor Inflation Investment
Highlights Age Benefits Protection Risk
Monthly pension, Minimal
Social Security, (pension),
FERS TSP 55-62 Yes COLAfor FERS Moderate (TSP)
High monthly Minimal
pension, optional (pension),
CSRS TSP 55+ Yes COLA available Moderate (TSP)
Participant- 59'. None* (except
directed savings, (penalty- To investment
TSP matching free) beneficiaries selection) Market-based
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Program Feature Withdrawal Survivor Inflation Investment
Highlights Age Benefits Protection Risk

Social Inflation-adjusted

Security monthly income 62+ Yes Automatic None
Guaranteed

Private lifetime income,

Annuity custom options Variable Yes Optionalriders None

*Some newer TSP lifecycle funds target inflation protection via asset mixes.

Federal retirement is built to weather change, provide choices, and reward lifelong service.
Careful planning—and using all the tools available, including annuities—ensures your
future is secure, flexible, and tailored for your dreams.

Understanding FERS (Federal Employees Retirement System)

The Federal Employees Retirement System (FERS) is the core retirement plan for U.S.
civilian federal workers, covering millions of employees hired since 1984. FERS takes a
modern, flexible approach to retirement by blending a pension, Social Security, and
personal savings—giving federal employees a strong foundation for financial security after
their service ends.

1. The Three Pillars of FERS
FERS is built around three separate, interlocking parts:

e Basic Benefit Plan (Pension): A monthly annuity paid for life, based on your highest
three years of pay and your years of federal service.

e Social Security: Federal employees pay into Social Security, just like private-sector
workers, and can claim benefits based on their total work record.

e Thrift Savings Plan (TSP): A tax-advantaged savings and investment plan, similarto a
private sector 401(k), with low fees and agency matching for most contributions.
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Combined, these three elements help protect federal retirees from market swings,
inflation, and the risk of outliving their savings.

2. How the FERS Pension Works

Your FERS pension is a defined benefit paid monthly for life. The size of your annuity
depends on three main factors:

e Years of Creditable Service (the total time you’ve worked in eligible federal
positions)

¢ High-3 Average Salary (the average of your highest paid 36 consecutive months)

e Pension Multiplier (usually either 1.0% or 1.1%, depending on your age and service
at retirement)

Basic Formula
If you retire before age 62, or with less than 20 years of service:

FERS Annual Pension = 1.0% X High-3 Salary X Years of Service

If you retire at age 62 or older with 20 or more years:

FERS Annual Pension = 1.1% X High-3 Salary X Years of Service

Example Calculation
Suppose you retire at 62 with 25 years of service and a high-3 of $80,000:

1.1% x $80,000 x 25 = $22,000 per year

This is your basic annuity, before reductions for survivor benefits, federal insurance, or
early retirement.

3. Eligibility & Timing

e Minimum Retirement Age (MRA): Usually between 55-57, depending on your birth
year.

¢ Full Pension: You qualify for an unreduced immediate annuity at MRA with at least
30 years of service, at age 60 with 20 years, or at age 62 with 5 years.

14



o Early, Deferred, and Special-Provision Retirements: FERS provides options for those
who leave government early, retire under special rules (e.g., law enforcement), or
need a bridge to Social Security.

4. The FERS Supplement

If you retire before age 62 and meet eligibility rules, you may qualify for the FERS Special
Retirement Supplement. This extra payment bridges the gap until you are eligible for Social
Security. The supplement is based on an estimate of your Social Security benefit, prorated
by your years under FERS.

5. The Role of Social Security

FERS employees pay into (and qualify for) Social Security. Monthly benefits are based on
your 35 highest earning years across all employment, not just federal service. Waiting until
your "full retirement age" (usually 66-67) increases your monthly benefit.

6. Thrift Savings Plan (TSP)
The TSP is a federal employee's version of a 401(k):
¢ You can make traditional (pre-tax) or Roth (after-tax) contributions.

e The government matches your contributions up to 5% of your salary for most FERS
employees.

e Investment options include government, bond, stock, and lifecycle funds.

e Balances grow tax-deferred, and you can take flexible distributions in retirement.
7. Survivor Benefits
FERS provides important survivor options for your loved ones:

e Spouse: Spousal survivor annuity options typically include 25% or 50% of your
unreduced benefit, but at a reduction to your own monthly amount.

e Children: Dependent children may also qualify for ongoing benefits under certain
circumstances (e.g., full-time students, disabilities).

e Former Spouses: May be eligible for court-ordered survivor benefits if requirements
are met.

It's important to review and designate beneficiaries for both your pension and TSP.
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8. Cost-of-Living Adjustments (COLA)

FERS retirees receive annual COLAs on their basic annuity, but only if they retire at age 62
or older (unless retiring for disability or under special provisions). COLAs are based on the
Consumer Price Index (CPI), but are slightly reduced compared to CSRS for high inflation

years.

9. Key FERS Changes and Current Updates (2025)

No change to “high-3” formula or FERS supplement: Though recent legislation
proposed changing formulas and benefits, no major cuts took effect in 2025.

Ongoing pressure to control costs: Watch for possible future adjustments to COLA
formulas, contributions, and early retirement supplements. Always check for
updates as you approach retirement.

10. Planning Advice & Common Pitfalls

Run pension estimates regularly as you approach retirement. Years of service,
salary growth, and employment gaps make a big impact.

Consider the value of working until 62 with 20+ years, as this boosts your multiplier
from 1% to 1.1%.

Review survivor and health benefit options; premiums and benefit reductions may
sway your choices.

Don’t forget to coordinate your TSP withdrawals and Social Security claiming
strategy with your pension income for the most tax-efficient and stable retirement.

11. Why Understanding FERS Matters

Getting the most from your FERS benefits can mean a more comfortable, confident

retirement. With careful planning, you’ll maximize your basic annuity, coordinate all

sources of income, and avoid surprises for both you and your loved ones. Take control

now—review your service record, run the numbers, and build your ideal retirement

timeline.
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CSRS (Civil Service Retirement System) Overview

The Civil Service Retirement System (CSRS) was established in 1920 as the primary
retirement program for federal employees. Though it was replaced by the Federal
Employees Retirement System (FERS) for new hires starting in 1984, CSRS continues to
serve long-tenured civil servants hired before that cutoff. Understanding CSRS is essential
for employees covered by the system, current retirees, and anyone comparing it to modern
federal retirement options.

1. Who Is Covered by CSRS?

CSRS applies to federal employees hired before January 1, 1984, who remained in
qualifying positions and didn’t transfer to FERS. These employees have some of the most
robust retirement benefits in the public sector due to the system’s generous formulas and
cost-of-living protections.

2. Core Features of CSRS

¢ Defined Benefit Pension: CSRS is a classic pension plan, providing monthly benefits
calculated from years of service and salary history.

e No Social Security Integration: CSRS employees generally do not pay Social Security
taxes or earn Social Security credits through federal service, but may qualify based
on outside employment.

e Thrift Savings Plan (TSP) Access: CSRS employees can contribute to the TSP but do
not receive agency matching, unlike FERS participants.

3. Calculating Your CSRS Annuity

The core of CSRS is its annuity, determined by a formula rewarding longevity and higher
pay. The calculation uses your “high-3” average pay (the highest three consecutive years of
basic pay) and total years of creditable service.

CSRS Annual Pension Formula:
e First5years: 1.5% x high-3 average pay x years
¢ Next5years: 1.75% x high-3 average pay x years
e Years after 10: 2.0% x high-3 average pay x years

Example:
If your high-3 salary is $90,000 and you have 30 years of service:

e First5years: 1.5% x $90,000 x 5 = $6,750
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e Next5years: 1.75% x $90,000 x 5 =$7,875
e Remaining 20 years: 2% x $90,000 x 20 = $36,000
o Total yearly annuity: $6,750 + $7,875 + $36,000 = $50,625

CSRS can provide up to 80% of your high-3 salary as a pension, reached after 41 years and
11 months of service.

4. Creditable Service for CSRS
o Federal Service: All years in a covered appointment count.

e Unused Sick Leave: Added in full to service time for annuity calculation at
retirement.

+ Military Service: Creditable with a deposit for most active-duty periods.

e Breaks in Service: May affect eligibility and the calculation if not covered by a CSRS
appointment.

5. Retirement Eligibility Under CSRS
e Age 55 with at least 30 years of creditable service
e Age 60 with at least 20 years
e Age 62 with at least 5 years

Early retirement may be available under Voluntary Early Retirement Authority (VERA) in
cases of agency restructuring.

6. Cost-of-Living Adjustments (COLA)

CSRS annuitants receive annual COLAs based on the Consumer Price Index (CPI). These
adjustments are applied regardless of age, protecting retirees from inflation far more
robustly than many private plans or even FERS.

7. Survivor Benefits
CSRS retirees can elect survivor annuities for spouses and qualifying dependents:
e Upto55% of your unreduced benefit for a surviving spouse

¢ Annuities for children or former spouses under specific circumstances
Electing survivor benefits will reduce your own monthly annuity, but provides lasting
protection for loved ones.
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8. Unique Advantages of CSRS

Higher Pension Percentage: Can yield a much larger portion of your final salary than
FERS, especially for long-tenured employees

Strong Inflation Protection: Full COLA at any age
Simple Lifetime Income: No market risk, just predictable monthly payments

Sick Leave Credit: Provides substantial additional service credit, boosting pension
value

9. Limitations and Considerations

Lack of Social Security Integration: May result in lower overall retirementincome
unless you qualify externally

No TSP Matching: TSP offers extra savings but no agency match for CSRS
participants

Higher Employee Contribution Rate: CSRS deductions are generally higher than
FERS

Survivor/Benefit Election Reductions: Opting for survivor benefits or early retirement
reduces your own monthly payment

10. Transitioning and Planning

Most CSRS employees are nearing retirement or already retired; very few new
entrants remain.

Employees eligible for both CSRS and Social Security (“CSRS Offset”) must pay
attention to benefit offsets and timing.

It’s wise to review your service history, sick leave balances, military deposits, and
survivor choices before retiring.

11. The CSRS Legacy

CSRS remains one of the most generous and stable retirement systems—rewarding loyalty

and long service with financial confidence. For employees and families covered under
CSRS, planning is straightforward and predictable. Although newer hires are covered by
FERS, CSRS stands as a model for pension integrity and lifetime income within federal

service.
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By understanding your CSRS benefits, taking steps to preserve service credits and plan for
survivor needs, you can retire with true peace of mind and a clear picture of financial
security.

The Role of the Thrift Savings Plan (TSP)

The Thrift Savings Plan (TSP) is a cornerstone of retirement planning for federal employees,
designed to encourage long-term savings and provide direct control over investment
choices. TSP offers flexibility, tax advantages, and substantial growth potential—making it
an essential piece of the federal retirement “three-legged stool” (FERS/CSRS pension,
Social Security, and TSP).

1. What s the TSP?

TSP is a defined contribution retirement savings and investment plan available to federal
employees and members of the uniformed services. It operates very similarly to private-
sector 401(k) plans, but with even lower fees and automatic agency contributions for FERS
participants.

¢ Yourretirementincome from TSP depends on how much you contribute,
government matching (if eligible), and the investment returns earned over your
career.

e TSP accounts are fully vested in your own contributions and their earnings. All
matching funds from your agency for FERS employees become fully vested after
three years of service.

2. Tax Advantages
TSP offers two types of accounts:

o Traditional TSP: You make pre-tax contributions, reducing your taxable income now.
Earnings grow tax-deferred, and withdrawals are taxed as ordinary income in
retirement.

e Roth TSP: Contributions use after-tax dollars; qualified withdrawals during
retirement are tax-free.

Both account types allow you to grow your money with powerful tax advantages that
support retirement security.
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3. Contribution Limits and Matching
For 2025:

e Employees can contribute up to $23,500 per year to TSP, with an additional $7,500
“catch-up” allowance if age 50 or older. This allows substantial opportunity for last-
minute savings in the years before retirement.

e FERS employees are automatically enrolled: their agencies contribute 1% of base
pay automatically, match dollar-for-dollar on the first 3% contributed, and match 50
cents per dollar for the next 2%. A total match of 5% doubles your investment
power.

4. Investment Choices
TSP provides a diverse lineup of options to meet various risk tolerances and time horizons:
e G Fund: U.S. government securities, offering stability and principal protection
e F Fund: Bonds, providing income and conservative growth
e C Fund: S&P 500 index, tracking large-cap U.S. stocks
e S Fund: Extended market index, focusing on smaller U.S. companies
¢ | Fund: International equity index, offering global diversification

e Lifecycle (L) Funds: Professionally managed portfolios blending all five funds,
automatically adjust risk and asset mix as you approach your retirement date

Participants can allocate their contributions across multiple funds for more effective
diversification.

5. Withdrawal and Loan Flexibility

When you retire or experience certain qualifying events, TSP offers several payout options:
e Lump sumdistributions
¢ Monthly payments
e Annuity purchases for guaranteed lifetime income

You can also borrow against your TSP balance for personal or residential loans while
actively employed, though this may impact long-term growth.
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6. Fees and Costs

TSP is known for ultra-low fees—much lower than most 401(k) plans. This allows federal
employees to keep more of their investment gains, maximizing savings over time.

7. Integration with Other Benefits

For FERS employees, TSP is crucial for converting your career savings into flexible
retirement income that complements your pension and Social Security. For CSRS, while
there’s no agency matching, TSP still provides a powerful tax-advantaged investing
platform.

8. Rollover and Portability

TSP accepts rollovers from prior employer plans or IRAs. Likewise, when leaving federal
service, you can leave your account in TSP, roll it into another qualified plan, or take
distributions.

9. Importance of TSP in Retirement Planning

For many federal employees, TSP will be one of their largest sources of retirement
income—often surpassing Social Security or even their federal pension. Maximizing
contributions, managing asset allocation, and planning withdrawals are key steps for
securing your financial future.

The Thrift Savings Plan empowers federal employees to take charge of their retirement
investments, grow their wealth with confidence, and enjoy flexible, tax-efficient
withdrawals that support a lifetime of security. Whether just starting out or approaching
retirement, actively managing your TSP can turn your government career into lasting
financialindependence.
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Chapter Three

What Is a Fixed Index Annuity and How Does It Work?

A Fixed Index Annuity (FIA) is a long-term, tax-deferred financial product designed to help
you grow retirement savings while protecting your principal from market downturns. It
offers a balanced approach by tying your interest earnings to the performance of a market

index, such as the S&P 500¢, allowing you to participate in market gains without risking
losses.

How Fixed Index Annuities Work

When you purchase an FIA, you make a lump sum or series of payments to an insurance
company under a contract. Your money grows based on two primary components:

e Guaranteed Principal Protection: Your original investment is shielded from market
losses—meaning you will never lose your deposited amount due to index declines.

¢ Index-Linked Interest Credit: Interest is credited based on the performance of a
chosen stock market index during a specified crediting period (commonly 1to 7
years). If the index gains, your contract earns interest, subject to limits such as caps

or participation rates; if the index declines, you earn no interest but your principal
remains intact.

Index Crediting Methods
Interest can be calculated in several common ways:

¢ Annual Point-to-Point: Compares the index value at the start and end of the
crediting period.

e Monthly Sum: Calculates monthly gains and losses, limits monthly gains with caps,
and sums the results.

¢ Monthly Average: Averages monthly index values over the year to smooth volatility.
These methods affect how gains are measured but all ensure zero loss of principal.
Key Features and Benefits

1. Tax Deferral

Earnings grow tax-deferred, meaning you don’t pay taxes on interest until you withdraw
funds. This accelerates compound growth compared to taxable investments.
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2. Principal Safety

Your contract guarantees that your initial investment will not decrease due to market
fluctuations, providing peace of mind during market downturns.

3. Growth Opportunity

While FIAs don’t offer unlimited market participation, they provide meaningful growth
potential that often exceeds fixed annuities. Caps, spreads, and participation rates limit
gains but protect from losses.

4. Lifetime Income Options

You can convert your FIA into a steady stream of income payments guaranteed for life—
with or without a spouse. Optional riders can enhance income or add inflation protection,
usually for an additional fee.

5. Beneficiary Protection

Upon death, any remaining contract value generally passes directly to your beneficiaries,
often avoiding probate. Specialized death benefit riders may increase this amount.

6. Flexibility and Choice

FIAs allow customization in terms of crediting strategies, payout options, and riders,
empowering you to tailor the contract to your retirement needs.

How Gains and Limits Work

e Caps: The maximum annual interest rate credited. For example, a 5% cap means
you won’t earn more than 5% even if the index gains 10%.

e Participation Rate: The percentage of index gain credited. A 70% participation rate
on a 10% gain yields 7% interest.

e Spread or Margin: A percentage deducted from gains before interest is credited.
These features vary significantly by insurer and product.
Understanding the Contract Term

FlAs typically have surrender periods—often 5 to 10 years—during which early withdrawals
may incur penalties. It's important to plan your liquidity accordingly.
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Real-World Example

e Year 1: The S&P 500 rises 8%. With a 6% cap, you earn 6% interest credited to your
account.

e Year 2: The index falls 5%. You earn 0% interest, but your account value remains
flat—no losses.

e Year 3: The market returns 12%. With an 80% participation rate, you earn 9.6%
interest.

Throughout, your guaranteed principal remains intact.
Why FlAs Matter in Retirement Planning

They combine safety, growth, and income guarantees—addressing key retirement risks
such as market volatility, longevity, and inflation. FIAs can complement pensions, Social
Security, and other savings by providing an income foundation that lasts a lifetime.

Fixed Index Annuities offer federal employees a strategic way to pursue growth with
confidence, strong guarantees, and diverse options to craft a retirement income solution
tailored to your needs. Understanding how they function empowers smarter financial
decisions and a more secure retirement future.

Types of Annuities (Immediate, Deferred, Fixed, Variable)

Annuities are flexible financial tools that can help turn retirement savings into lifelong
income. They come in different forms to fit your risk tolerance, income needs, and financial
goals. Understanding the main types—immediate, deferred, fixed, and variable—can help
you select the annuity that best matches your retirement plan.

1. Immediate Annuities

Immediate annuities begin paying you income soon after you make a lump-sum payment
to an insurance company. Typically, payments start within one year of purchase. This
makes them a popular choice for people right at or near retirement who want to convert
savings into a predictable monthly paycheck.
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e Howitworks:
¢ You pay a single premium (lump sum).

e Theinsurer begins paying you income (monthly, quarterly, or yearly) almost
immediately—usually within a month to a year.

e Payments can be fixed for a set period or for life, and may end with your
death or continue to a beneficiary, depending on your contract.

e Purpose: Turn a sum of money into a steady income stream right away.

e Common use: Retirees wanting stable income to cover expenses as soon as they
stop working.

2. Deferred Annuities

Deferred annuities allow you to put away money now—either as a lump sum or through
regular payments—for income in the future. There’s an “accumulation phase” where your
funds grow, followed by a “payout phase” where the annuity pays you regular income,
usually starting years later. Deferred annuities come in three main varieties: fixed, fixed
indexed, and variable.

e Howitworks:
¢ You make one or more premium payments.
¢ The annuity grows tax-deferred during the accumulation period.

¢ You choose when income payments start (often years later), providing
flexibility in retirement planning.

e Purpose: Grow savings over time, then convert them into retirement income when
ready.

e Common use: People who don’t need income right away but want to prepare for
future retirement needs.

3. Fixed Annuities

Fixed annuities provide steady, predictable growth and future income by guaranteeing a
specific interest rate over a set period. Your money is not exposed to market volatility. Fixed
annuities can be either immediate or deferred.
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e Howitworks:

e Theinsurer promises to pay a fixed interest rate to grow your money during
the accumulation phase.

¢ When withdrawals begin, you receive predictable, guaranteed payments.
e Payments can last for a set period or for life, depending on your contract.
e Benefits:
e Principal protection; your account won’t lose value due to market declines.
o Reliable, stable income.
e Simplicity—no need to monitor investments.

o Bestfor: Risk-averse savers who value safety and dependable returns.

4. Variable Annuities

Variable annuities offer the potential for higher growth—but with greater risk. You (or your
advisor) direct your funds into investment options called "subaccounts," similar to mutual
funds. Both accumulation and payout amounts depend on investment performance, so
income canrise or fall with the markets.

e How itworks:
¢ You select underlying investments (stock/bond funds or subaccounts).

e Accountvalue can fluctuate with the market, so growth is unlimited—but
losses are also possible.

e Some offer optional riders to guarantee a minimum income regardless of
performance (at added cost).

e Benefits:
e Higher potential returns over the long term.
o Tax-deferred growth.
¢ Flexible investment options.
e Best for: Savers who are comfortable with risk and want tax-deferred investing for

potentially bigger rewards.
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Additional Types and Features

o Fixed Indexed Annuities: Offer a mix of principal protection (like fixed annuities) and
limited index-linked growth (like variable annuities), with guaranteed minimums and
capped upside.

e Single-Premium vs. Multiple-Premium: Some annuities are funded with a single
lump sum, others allow flexible contributions over time.

e Lifetime or Period-Certain Payments: Most annuities let you choose guaranteed
income for life, for a spouse’s life, or for a set number of years.

Choosing the Right Annuity
Selecting the best annuity for your needs depends on:
¢ How soonyou’ll need income (now or later)
¢ Your comfort with market risk and desire for growth
e Preferences for guaranteed income, flexibility, or leaving a financial legacy

A thoughtful review of your retirement goals—and possibly a conversation with a trusted
advisor—can help ensure you select an annuity that truly fits your financial plan.

Key Features of Annuities

Annuities are specialized contracts offered by insurance companies that transform savings
into stable income streams. They can provide essential safety, flexibility, and guarantees
for your retirement plan. Understanding their key features helps you decide which annuity
type—and which contract options—fit your own needs best.

1. Guaranteed Income

The defining feature of annuities is the promise of regular, predictable income. Thisincome
can last for a set number of years, your entire lifetime, or the lives of you and your spouse.
The guarantee is backed by the issuing insurance company, providing powerful protection
against outliving your savings.
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2. Principal Protection

Most annuities, especially fixed and fixed indexed annuities, offer principal protection. Your
initial premium is shielded from market downturn during the accumulation and income
phases. This makes annuities appealing to anyone seeking reliable growth and safety from
volatility.

3. Tax-Deferred Growth

Funds in annuities grow tax deferred. You won’t pay taxes on interest, dividends, or gains
each year. Taxes are only owed when you withdraw funds, allowing for faster compounding
and flexibility in managing retirement withdrawals.

4. Flexible Payout Options
Annuities can be customized to suit your income needs. Common payout choices include:
e Life only (payments for as long as you live)
e Period certain (payments for a guaranteed number of years)
e Joint and survivor (payments continue for your spouse’s lifetime)
e Lump sum or partial withdrawals

This flexibility allows for tailored retirement income strategies and estate planning.

5. Death Benefits and Beneficiary Options

Many annuities include death benefit features. If you pass away before receiving all
contract value, benefits can go directly to your chosen beneficiaries, helping you create a
financial legacy and bypass probate.

6. Optional Riders
Annuities offer optional contract features called “riders,” often for an additional fee:

e Income Riders: Guarantee minimum lifetime income even if account values fall.
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¢ Inflation Protection Riders: Increase future income to keep pace with rising costs.

e Long-Term Care Riders: Provide extra funds if you need long-term health care or
assisted living.

¢ Enhanced Death Benefit Riders: Increase amounts paid to heirs.
These options let you personalize your contract for greater stability, growth, or
legacy planning.

7. Variety of Types and Crediting Methods
You can choose among several annuity types:
o Fixed: Pays guaranteed interest and income; safest and most predictable.

o Fixed Indexed: Credits interest based on a market index, with guaranteed principal
protection.

e Variable: Enables investment in market subaccounts with higher growth potential;
income can fluctuate with the market.

¢ Immediate or Deferred: Income can begin right away or years later, depending on
your needs.

8. Withdrawal Flexibility

Annuity generally allows some free withdrawals each year during the surrender period
(often 10% annually). They may also waive surrender charges for qualifying life events such
as terminalillness, nursing home admission, or disability.

9. Cost-of-Living Adjustments (COLA)

Some annuities include COLA or inflation riders, ensuring your payments grow in future
years to counter rising living expenses and maintain purchasing power over time.
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10. Surrender Charge Periods and Liquidity

Most contracts have a surrender charge window (usually 5-10 years). Early withdrawals
above the free amount will incur penalties. Planning your liquidity needs is crucial when
choosing an annuity.

Summary Table: Key Features of Annuities

Feature Benefits for Retirees

Guaranteed Income Reliable payments for life or term
Principal Protection Safeguard against market losses
Tax-Deferred Growth More rapid accumulation

Flexible Payouts Adaptable to family needs

Death Benefits Pass value to beneficiaries
Optional Riders Personalize income, protection
COLA/Inflation Options Maintain stability in rising markets
Free Withdrawals Financial flexibility

Surrender Windows Liquidity management
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The blend of guarantees, flexibility, and growth opportunities makes annuities a core tool
for building long-term financial security and lasting peace of mind in retirement. The right
contract features ensure your income, assets, and family are protected—both today and

far into the future.

How Annuities Generate Income

Annuities are powerful financial tools designed to transform your retirement savings into a
reliable stream of income that you cannot outlive. Their unique value lies in converting
lump-sum savings into steady payments, providing longevity protection and peace of mind.
Understanding how annuities generate income can help you make the most of this
important retirement resource.

The Two Phases of an Annuity
Every annuity has two primary phases:
1. Accumulation Phase:

e Thisis the period when your contributions (one-time or ongoing) are growing within
the annuity contract.

e Growth can come from fixed interest (in fixed annuities), index-linked interest (in
fixed indexed annuities), or market performance (in variable annuities).

¢ Your money grows on a tax-deferred basis—no taxes owed until you start
withdrawals.

2. Payout/Distribution Phase:

e Atatime you select—often at or during retirement—you "annuitize" some or all of
your contract value.

e Theinsurance company calculates a series of scheduled payments to you, typically
monthly, based on your contract balance, your age, current interest rates, and your
chosen income option.

How the Insurance Company Creates Income for You

When you annuitize, the insurer spreads your accumulated balance (and projected
earnings) over the payment period guaranteed in your contract—often the rest of your life.
This turns a lump sum into a predictable income stream.

Key factors the insurer uses to set your payment amount include:
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Your age at the time income begins (the older you start, the higher your payment)
The total value in your annuity at payout
Current interest rates

The payout option chosen (e.g., single life, joint and survivor, period certain)

Common Annuity Income Payout Options

Annuities allow you to select from a range of income structures, including;:

Life Only: Payments last as long as you live; end at your death. Highest monthly
amount.

Life with Period Certain: Payments last as long as you live, but if you pass away
within a set period (usually 10 or 20 years), payments continue to your beneficiaries
for the remainder of that period.

Joint and Survivor: Payments last as long as either you or a named beneficiary (such
as a spouse) is alive, providing extra protection for couples.

Period Certain: Payments are guaranteed for a specific number of years, regardless
of whether you live that long. Any remaining payments go to beneficiaries if you pass
away early.

Lump Sum: Some annuities allow you to take your contract value in a single payout
instead of as regular income, though this may reduce the protection against
outliving your wealth.

Income Sources: Where the Payments Come From

1.

Return of Principal: Part of each payment simply returns the money you originally
contributed.

2. Earnings/Growth: The insurer adds interest or investment gains your account earned

during the accumulation phase or payout phase.

3. Risk Pooling: The insurance company shares longevity risk among many annuitants.

People who pass away earlier than average subsidize those who live longer, allowing
the company to pay lifelong income—even if you outlive your original contract value.

Types of Annuities and Income Generation

Immediate Annuities: You contribute a lump sum and start receiving income almost
immediately—often used by retirees wanting income right away.
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¢ Deferred Annuities: Your money grows over years, then is converted toincome ata
later date of your choosing.

e Fixed, Indexed, Variable: Payouts may be based on fixed interest, index-linked
growth, or subaccount investment results, depending on your annuity type. Each
has its own risk/reward profile, affecting your retirement income.

Taxation of Annuity Income
¢ |Income payments from an annuity are typically taxed as ordinary income.

¢ Ifthe annuity was funded with after-tax money, a portion of each payment s
considered a non-taxable return of your principal, further stretching yourincome.

Special Benefits: Lifetime Income and Longevity Insurance

Perhaps the greatest advantage of annuities is their ability to provide "longevity insurance."
You receive a stream of payments you can never outlive—making annuities a unique tool
for addressing the risk of outliving your savings, especially as life expectancy continues to
rise.

In summary: Annuities generate income by converting your accumulated savings into
scheduled payments—using actuarial calculations, tax-deferral, and pooling of longevity
risk. By understanding your options and working with a qualified professional, you can
design an annuity payout strategy that delivers steady income and lasting financial
confidence in retirement.
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Chapter Four

Why Federal Employees Should Consider Annuities

Annuities can serve as a critical tool in transforming federal retirement benefits into a
secure, confident retirement. While FERS, CSRS, Social Security, and the Thrift Savings
Plan offer a strong foundation, annuities add powerful protections, flexibility, and
personalized solutions that address the realities federal employees face as they approach
and enjoy retirement.

Lifetime Income Security

Federal retirement systems provide excellent monthly income streams, but annuities go
several steps further. By converting a lump sum (from savings, TSP, or other investments)
into guaranteed monthly payments for life, annuities remove the fear of outliving your nest
egg. For employees concerned about unpredictable expenses or longevity risk, annuities
offer stability and confidence—regardless of market volatility or how long retirement lasts.

Protection Against Outliving Savings

Even with a robust pension and Social Security, many retirees worry about running out of
money. Annuities directly address this risk by providing "longevity insurance." With features
like lifetime income payouts and optional riders for inflation adjustments, annuities ensure
you have a steady income that won’t run dry, even as lifespans increase.

Complements Pension, Social Security, and TSP

Most federal employees' retirement income comes from a mix of FERS/CSRS pension,
Social Security, and TSP withdrawals. However, each has its unique risks: market swings
can erode TSP balances, inflation can weaken purchasing power, and early retirements
may leave gaps before Social Security starts. Annuities can:

« Fillthe income gap for early retirees until Social Security eligibility begins.
¢ Provide additional income streams for survivors and spouses.

e Create a custom “income floor” regardless of market or legislative changes.
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Tax Deferral and Efficiency

Annuities, especially fixed index and deferred varieties, allow for tax-deferred growth. You
pay no taxes on interest or investment gains until you withdraw or begin receiving
payments. This feature can further enhance retirement compounding and help manage
income taxes over time.

Inflation and Cost-of-Living Protection

Pensions and Social Security may offer some cost-of-living adjustments (COLAs), but
inflation can still erode your retirement purchasing power. Many annuities come with
optional inflation riders, payout structures that increase over time, or features specifically
designed to help you keep up with rising living costs.

Risk Management and Diversification

Annuities help diversify your retirement portfolio, decreasing reliance on market-based
assets and balancing risk. With principal protection features, you can shield part of your
savings from market downturns. Adding an annuity alongside TSP and other investments
creates a steadier, less volatile income picture.

Survivor and Legacy Benefits

Federal annuities allow you to select payout options that provide lifelong income for
spouses and, in many cases, survivor benefits for children. Beneficiary designation options
also help pass remaining value efficiently to loved ones, often bypassing probate and
providing seamless transitions.

Customization to Fit Unique Needs

Modern annuities offer flexible payout options, optional income riders, and a broad range
of contract structures. Federal employees can tailor their annuity contracts for lifetime
income, periodic payments, inflation protection, or enhanced survivor and legacy
planning—making annuities a highly adaptable tool.
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Filling Retirement Gaps

Certain scenarios—such as retiring before Social Security eligibility, making larger pre-
retirement withdrawals, or needing to cover healthcare or long-term care costs—can leave
income gaps. Annuities provide a way to "bridge the gap" with custom-timed payouts,
especially critical for those retiring from federal service earlier than age 62.

Peace of Mind and Confidence

Ultimately, annuities offer something that is hard to quantify: peace of mind. By structuring
your retirementincome so that it is predictable, reliable, and protected against events you
can't control, annuities help federal employees enjoy retirement stress-free and allow for
confident financial planning.

Summary Table: Benefits of Annuities for Federal Employees

Benefit Explanation

Lifetime Income Guaranteed monthly payments, regardless of lifespan

Longevity Protection Never run out of funds—income lasts as long as you live

Market Risk Reduction Principal protection shields against market downturns

Inflation Riders Income options that rise to beat inflation

Tax Deferral Allow savings to grow faster before withdrawals

Diversified Income Adds another source of stable cash flow, apart from pension or TSP
Survivor Benefits Support for spouse and heirs through payout options

Flexible Planning Contracts can be structured for any age, need, or timing
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Benefit Explanation

Peace of Mind Reliable foundation lets you enjoy retirement free from financial worry

For federal employees, annuities represent a natural extension of an already strong
retirement package—giving extra income stability, greater flexibility, and long-term security
in a changing financial world. They’re well worth careful consideration as part of your
comprehensive retirement strategy. Federal employees should consider annuities because
they add essential protection and flexibility to their retirement plans, ensuring lifetime
income and stability even beyond what is provided by FERS, CSRS, Social Security, and the
Thrift Savings Plan. Annuities complement the federal package by addressing critical risks
such as outliving savings, inflation erosion, market volatility, and income gaps from early
retirement.

Lifetime Income Security

Annuities transform lump-sum savings, TSP balances, or inherited assets into predictable
monthly income that can last for life or a chosen period. This “income insurance” removes
the risk of outliving your money, a major concern even for those with healthy pensions and
Social Security. With tailored payout options, annuities provide confidence for both retirees
and their families.

Protection Against Market Volatility

While the TSP offers tremendous growth potential, it is subject to market risk. Annuities—
especially fixed and fixed indexed versions—can protect your principal from downturns and
ensure your essential expenses are covered no matter how markets perform.

Bridges Income Gaps

Federal employees often retire before Social Security begins or face uncertain income
during transitions. Annuities can bridge these gaps, supplementing retirement income until
Social Security eligibility or covering unexpected costs due to health changes or early
retirement.
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Inflation and COLA Support

Although federal pensions offer some COLA protection, inflation can still reduce buying
power over decades. Many annuities include optional riders or built-in features that boost
payments to counter rising costs and support long-term well-being.

Survivor and Legacy Support

Annuity contracts can be structured to provide income for spouses, dependents, or other
beneficiaries, with tailored survivor benefits that ease financial transitions and deliver
legacy planning confidence.

Tax Deferral and Personalized Planning

Deferred annuities allow retirement savings to compound tax-free, only incurring taxes on
withdrawals. Flexible riders, income structures, and beneficiary options let federal
employees personalize their retirement strategies for maximum benefit.

Peace of Mind

Retirement can bring financial uncertainty. The guarantee of annuity income, principal
protection, inflation safety, and survivor support all contribute to unparalleled peace of
mind, allowing you to focus on enjoying your retirement years, not worrying about your
finances.

Benefit

How Annuities Help Federal Employees

Lifetime Income

Guaranteed cash flow as long as you live

Volatility Protection

Income is shielded from market downturns

Inflation Safety

Payments can rise to offset higher expenses
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Benefit

How Annuities Help Federal Employees

Bridge Income Gaps

Immediate income for early retirees

Survivor Support

Flexible options for spousal or family needs

Tax Efficiency

Tax-deferred growth until withdrawals

Custom Planning

Contracts and payouts tailored to your goals

Peace of Mind

Financial certainty and reduced worry

For federal employees, annuities aren’t just a supplement—they’re a strategic way to
extend security, flexibility, and confidence well beyond your federal benefits.Federal
employees should consider annuities because they can add lifetime income security,
protection against outliving retirement savings, and an important layer of predictability
beyond what FERS, CSRS, Social Security, and the Thrift Savings Plan can provide.
Annuities offer key advantages such as guaranteed income, protection from marketrisk,
inflation-fighting options, and customizable payouts that support family and legacy goals.

Complementing Federal Benefits

Federal retirement plans are robust, but alone may not always cover long lifespans,
inflation, early retirement gaps, or survivor needs. Annuities fill these gaps and enhance
financial confidence by delivering income predictability and flexibility tailored to each
federal retiree’s unique situation.

Creating a Stable Income Floor

Annuities can transform TSP balances or lump-sum savings into guaranteed monthly
income, complementing pension and Social Security so you never run out of cash flow.
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This is especially important for federal employees who wish to retire before Social Security
begins or desire extra peace of mind that their lifestyle won’t be disrupted by market
fluctuations or unexpected expenses.

Safeguarding Against Longevity and Market Risks

Annuities—especially fixed and fixed indexed varieties—shield your income and principal

from the risk of outliving your assets and from severe stock market swings. They remove
uncertainty and make budgeting for retirement simple, even in decades with volatile
economic cycles or low interest rates.

Inflation Protection and Legacy Planning

Modern annuities offer optional inflation riders or payout increases, helping your income
keep pace with rising costs. They also provide straightforward options for beneficiary

designations and survivor payouts, supporting your loved ones with continued financial

security.

Annuity Advantage

Why It Matters for Federal Employees

Lifetime Income

Guarantees your income will never run out

Market Risk Protection

Shields cash flow from investment losses

Inflation Adjustment

Income can increase through riders or payout options

Retirement Gap Coverage

Bridges early retirement years before Social Security

Tax Deferral

Lets your savings grow until withdrawal

Custom Payouts

Tailors income and legacy for your family’s needs
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Annuity Advantage Why It Matters for Federal Employees

Survivor Support Ensures peace of mind for spouses and dependents

Adding an annuity to your federal retirement plan means turning your benefits into a truly
dependable, well-rounded, and resilient financial future—ensuring comfort, control, and
security through every phase of retirement.

Lifetime Income Stability

Lifetime income stability is one of the most valuable benefits that annuities provide to
retirees, especially federal employees seeking security and predictability after a career of
public service. In a world where lifespans are rising and retirement can stretch for decades;
the assurance of income that lasts for life can bring true peace of mind and lasting financial
confidence.

The Promise of Guaranteed Income

Annuities are unique among retirement products in their ability to transform a lump sum
(from savings, TSP, or other retirement assets) into a predictable, contractually guaranteed
income stream for life. This tailored solution addresses a risk most other investment
products cannot: the risk of outliving your money.

¢ Whenyou purchase anincome annuity, the insurer takes on longevity risk—the
responsibility to pay you regular income no matter how long you live, even after your
own principalis depleted.

¢ These payments are guaranteed by the claims-paying ability of the issuing company,
shielding you from market downturns, interest rate drops, or investment mistakes.
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How Lifetime Income Is Generated
Lifetime income annuities can begin payments immediately or at a future date you select:

¢ Immediate annuities startincome right away, typically within a month of your
deposit.

o Deferred annuities allow your money to grow tax-deferred, then begin payouts at a
chosen age.

Payments can be tailored for your life only, for you and a spouse’s lifetime (joint annuity), or
with guaranteed minimum years for added beneficiary protection. Many annuities offer
options to increase income annually (inflation riders), keeping pace with rising expenses.

Why Lifetime Income Matters in Retirement

1. Covers Essential Expenses
Stable income can be matched to essentials—mortgage or rent, food, medical
costs—ensuring that your day-to-day life remains secure no matter what’s
happening with markets or the economy.

2. Eliminates Longevity Anxiety
With traditional investments, you face the challenge of balancing withdrawals with
uncertain markets and unknown lifespan. Lifetime annuities end this worry; your
paycheck continues for as long as you (or you and your spouse) live.

3. Freedomto Invest the Rest
With essential expenses covered by guaranteed income, you gain freedom to invest
other retirement assets with more growth potential or spend confidently knowing
your necessities are covered.

Insulating Retirement Against Major Risks

Annuities with lifetime guarantees solve several problems:
e Market Risk: Payments are unaffected by stock or bond market declines.
e Longevity Risk: No matter how long you live, the income keeps coming.

¢ Inflation Risk: Optional income increases riders help fight erosion of purchasing
power.
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e Cognitive Decline Risk: With automatic, predictable payments, you don’t have to
manage complex investments in advanced age.

Psychological and Lifestyle Benefits

Studies and surveys show that retirees with guaranteed income from annuities, pensions,
or Social Security worry less, spend more confidently, and report higher levels of
satisfaction. The certainty of a lifelong paycheck allows for better retirement planning and a
richer, less stressful lifestyle.

How It Fits for Federal Employees

For those used to a steady government paycheck, securing a similar, predictable income in
retirement preserves financial habits and confidence. Lifetime income annuities can
supplement federal pensions, cover gaps before Social Security, or build an additional floor
of security beneath TSP withdrawals and market-based retirement funds.

Summary Table: Lifetime Income Stability with Annuities

Feature Benefit

Guaranteed for Life Remove fear of running out of money
Market-Proof Income is stable, even if markets fall
Customizable Options Choose individual/joint, inflation, etc.
Peace of Mind Predictable income, less financial worry
Legacy Potential Some options support beneficiaries
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Lifetime income stability is the cornerstone of a confident, enjoyable retirement. By adding
a lifetime income annuity to your plan, you protect your golden years from uncertainty—
ensuring that the rewards of your service last as long as you do.

Protection Against Outliving Savings

One of the biggest financial fears in retirement is running out of money before the end of
your life. With Americans living longer than ever, the risk of “longevity”—outliving one’s
assets—has become a major consideration for federal employees planning their financial
future. Annuities are uniquely designed to address this challenge and provide safe,
predictable income for life.

What Is Longevity Risk?

Longevity risk is the possibility that you will outlive your savings due to an unexpectedly
long retirement. Many traditional retirement planning strategies estimate needs based on
average life expectancy. However, half of retirees will live longer than the average—and a
significant number will live much longer still. This makes it essential to have a solution that
guarantees income no matter how many years retirement lasts.

How Annuities Solve the Problem
Annuities are powerful tools that directly address longevity risk:

¢ When you buy a life or lifetime annuity, you exchange a lump sum of savings for a
promise of guaranteed monthly payments for as long as you live.

e This“income insurance” means you don’t have to worry about running out of money,
even if you live far beyond your statistical life expectancy.

e Through a process called risk pooling, the insurance company spreads the risk
across many annuity holders—those who pass away sooner help subsidize longer-
lived recipients.

Immediate, deferred, and longevity annuities all offer forms of lifelong income. Deferred
and longevity annuities are especially potent, allowing you to plan for future payouts that
start at an advanced age as additional protection.
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Comparison to Other Approaches

o Drawdown Strategies: With typical withdrawal strategies (from TSP, IRAs, or 401(k)s),
retirees must balance withdrawals carefully, hoping to stretch savings over an
unknown period.

e Pension/Social Security: These are reliable but may not cover changing expenses
or provide enough flexibility, especially for early retirees or those with larger needs.

Annuities offer the only private-market solution for “insurance against running out of
money.” Adding an annuity to your retirement mix reduces your dependence on markets,
withdrawal rates, and life expectancy calculations.

Types of Annuities for Longevity Protection

e Immediate Annuities: Convert a lump sum into lifetime payments starting right
away.

o Deferred Income Annuities: Grow your savings for years, then begin lifetime income
at a chosen later age.

e Fixed Indexed Annuities: Offer principal protection and guaranteed lifetime income,
with added growth potential tied to indexes but never at risk from market downturns.

e Longevity Annuities: Designed specifically to start payouts at advanced ages (such
as 80 or 85), providing an income backstop in case retirement stretches many years.

Psychological & Lifestyle Advantages

Retirees with guaranteed lifetime income—pension, Social Security, and annuities—report
higher levels of satisfaction and lower financial stress. They spend more confidently, worry
less about market swings, and can plan for adventures or unexpected expenses knowing
their basics are covered.

Planning Strategies

Most experts recommend annuitizing enough of your retirement assets to cover essential
living expenses (housing, food, healthcare), while investing or preserving the rest for
growth, emergencies, and legacy needs. You do not have to annuitize all your wealth—just
enough to create an income base you can count on, no matter what the future brings.
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Summary Table: How Annuities Prevent Outliving Savings

Feature How It Protects You

Guaranteed lifetime income Regular paychecks as long as you live
Risk pooling Shares longevity risk among many
Income certainty Monthly budget remains predictable
Inflation options Payouts can grow to match rising costs
Complements other benefits Works with pension/Social Security/TSP

In conclusion:

Annuities empower federal retirees to stop worrying about outliving their savings. They
provide a practical, affordable, and reliable way to ensure your financial resources last as
long as you do—making them a cornerstone of retirement security and confidence.
Protection against outliving your savings—often called “longevity insurance”—is one of the
greatest reasons to add an annuity to your retirement strategy. Even careful savers face
uncertainty: no one can predict exactly how long retirement will last, and standard
withdrawal plans only reduce the risk of running out of money, they do not eliminate it.

Why Longevity Risk Is Real

e Lifespans are increasing. Many retirees live 25-35 years past their last day of work,
which can stretch even substantial savings thin.

e Social Security may not keep pace with future changes in policy or inflation.

¢ Investmentreturns can vary dramatically, and market downturns or unexpected
expenses—like long-term healthcare or family support—can drain savings faster
than planned.
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How Annuities Prevent This Problem

¢ Whenyou purchase a lifetime income annuity, you receive guaranteed monthly
payments for as long as you live, regardless of markets or how long retirement lasts.

e This“income insurance” means you lock in confidence—no need for guesswork or
complex withdrawals, and no danger of budget shortfall in your 80s or 90s.

e Deferred income annuities and longevity annuities allow you to begin income years
in the future, providing powerful support in your later retirement years.

How It Works

e Theinsurance company pools risk among many policyholders. Some recipients will
live less than average, others much longer. The savings from shorter lifespans help
subsidize those who live to 100 or beyond. Your payments are guaranteed by the
insurer’s claims-paying ability.

¢ Annuities can cover just your essential expenses or your entire standard of living.
The rest of your portfolio remains flexible for emergencies, travel, or leaving a
financial legacy.

Types of Annuities for Longevity Protection
¢ Immediate annuities: Guaranteed income for life, starting soon after purchase.

o Deferred income annuities: Lifetime income starting at a chosen age years in the
future.

o Fixed indexed annuities: Combine principal protection and guaranteed lifetime
income with possible market growth.

Lifestyle and Psychological Benefits

Studies show retirees with lifetime income from annuities report less financial worry, spend
more confidently, and enjoy greater happiness than those relying solely on withdrawals
from savings or investments.

You can focus on enjoying retirement, knowing your basic needs will always be covered.
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Summary: Building a Wall Against Running Out of Money

Feature

How It Protects You

Guaranteed Lifetime Income

Regular paychecks, never running out

Risk Pooling

Shares longevity risk across many annuitants

Inflation Options

Optional payouts rising with costs

Complements Other Benefits

Adds to pension, TSP, and Social Security

Peace of Mind

No stress about unknown lifespan or market swings

Annuities provide unmatched protection against outliving your savings, giving you the

power to enjoy retirement with confidence—year after year, for life.

Complements FERS Pension and Social Security

Annuities play a strategic role in enhancing retirement security for federal employees by
complementing core benefits like the FERS pension and Social Security. While these

government-sponsored programs provide a strong foundation, adding an annuity creates a

powerful, layered income plan—building resilience against risks and boosting long-term

confidence.

The Foundation: FERS and Social Security

FERS Pension:

Federal Employees Retirement System (FERS) provides a monthly pension based on years

of service and average pay. For most, this forms the predictable core of retirementincome.
If you retire at age 62 with 20+ years, your annual benefitis 1.1% x high-3 salary x years of
service. For example, 30 years of service and a $90,000 high-3 would result in a base

pension of $29,700 annually.
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Social Security:

Most FERS participants also qualify for Social Security after working at least 10 years. This
income stream is based on the highest 35 years of earnings and can be optimized by
strategic claiming—delaying benefits increases monthly checks, while early retirement
means lower payments.

FERS Supplement:
If retiring before age 62, eligible employees receive the special FERS supplement—an
additional payment intended to bridge the gap until Social Security begins.

Limitations and Gaps
Despite their strengths, FERS and Social Security may not fully address:

¢ Longevity Risk: Lifespans are increasing—retirees could outlive their government
benefits if they depend on withdrawals from market-based accounts.

¢ Inflation: Cost-of-living adjustments (COLA) are present but may lag behind actual
expenses, especially over a multi-decade retirement.

o Market Volatility: TSP balances, used alongside pension and Social Security, are
subject to swings that can impact total income.

How Annuities Enhance Federal Retirement Security

1. Creating a Stable Income Floor:

Annuities can convert TSP or other savings into monthly payments that supplement your
government benefits. Even if markets decline, annuity income remains steady, covering
essential expenses and minimizing stress.

2. Bridging Retirement Phases:

For those retiring before Social Security eligibility, annuities can fillincome gaps—
supporting budgets between the end of employment and the start of Social Security, or
even throughout retirement if benefits are limited.

3. Inflation Protection:
Annuity contracts may offer riders that increase payments over time—helping you keep up
with rising costs that FERS and Social Security COLAs may not match.

4. Survivor and Legacy Planning:
Joint life annuities and beneficiary options allow you to provide income for a spouse or
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family, supplementing survivor benefits under FERS and protecting your loved ones even
after your passing.

5. Tax Efficiency and Withdrawal Control:
Deferred annuities grow savings tax-deferred, letting you better manage your taxable
income in coordination with FERS and Social Security benefits.

Strategic Coordination for Maximum Security

Blending FERS, Social Security, and annuities allows you to:
e Build multiple, predictable income streams
o Reduce reliance on market returns
¢ Manage withdrawal rates to maximize lifetime income

¢ Customize income timing and survivor options to fit your personal retirement

timeline
Income Strengths Limitations How Annuities Help
Source
FERS Lifetime monthly payments, | May not keep up with Add inflation riders,
Pension COLA inflation supplement COLA
Social Inflation protection, survivor | Lower payments for Bridge gaps before eligibility
Security options early retirees age
Market growth, control over Market risk, possible Convert savings into stable
TSP withdrawals depletion lifetime income
May require lump sum Complements and stabilizes
Annuity Predictable, lifelongincome | premium total budget
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Example Scenario

A federal employee retires at age 60 with a healthy FERS pension, modest Social Security,
and TSP savings. By purchasing an annuity with a portion of their TSP, they lock in an
additional monthly paycheck. This new income, paired with FERS and Social Security,
covers rising healthcare costs, provides peace of mind, and supports a surviving spouse
should the unforeseen occur.

Conclusion

Annuities empower federal employees to transform government benefits into a truly
bulletproof retirement plan. By complementing FERS pensions and Social Security,
annuities mitigate longevity risk, fight inflation, and fill gaps left by government programs—
ensuring financial stability and confidence for every phase of retirement.

Tax Deferral Advantages

Tax deferral is a major reason annuity—and the Thrift Savings Plan—are powerful
retirement planning tools for federal employees. Tax-deferred growth allows your
investments to compound faster and offers significant control over when you pay taxes on
your retirement assets. Understanding tax deferral helps you maximize your lifetime
savings and draw down your wealth in the most efficient manner.

What Is Tax Deferral?

Tax deferral means you don’t pay taxes on your investment gains—interest, dividends, or
capital appreciation—until you withdraw money from your account.

e For annuities and traditional TSP accounts, funds accumulate tax-free during the
accumulation phase.

¢ Once you start withdrawals (often in retirement when you’re in a lower tax bracket),
the money becomes taxable income.

This powerful feature means your money is working at maximum efficiency for you: every
dollar earned remains invested, compounds faster, and grows larger over time.
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How Tax Deferral Works in Practice

1. Thrift Savings Plan (TSP)

Traditional TSP: You contribute pre-tax dollars, lowering your taxable income today.
Earnings build tax-free. You only pay taxes when you make withdrawals—usually
when your income and effective tax rate are lower.

Roth TSP: You contribute after-tax dollars. Withdrawals in retirement are tax-free if
IRS rules are met (including the five-year rule and age criteria). This offers flexibility,
especially if rates rise in the future.

2. Annuities

Deferred Annuities (Fixed, Indexed, Variable): Earnings (interest, growth, index
credits) compound tax-deferred, boosting wealth more rapidly. When you withdraw
or annuitize, only then do you pay taxes on gains, stretching the value of your
original contributions.

Immediate Annuities: For annuities purchased with after-tax dollars, a portion of
each paymentis return of principal (not taxed), and the remainder is taxable
income.

Benefits of Tax Deferral

Accelerated Compounding: By deferring taxes, the “gross” (untaxed) earnings
remain in your account, allowing compound interest to magnify results over
decades.

Control Over Tax Timing: You decide when and how you take withdrawals based on
your tax bracket, income, and required minimum distributions (RMDs).

Potential Lower Retirement Taxes: Many retirees have lower income and tax rates
after they leave work, resulting in lower taxes on withdrawals than during peak
earning years.

Reduction in Current Taxable Income: With pre-tax contributions, you can reduce
currentincome tax—freeing more cash for saving or covering expenses.

Strategic Planning Opportunities: Combining tax-deferred accounts with taxable
and tax-free accounts (like Roth TSP or Roth IRAs) gives flexibility for managing
annual taxes in retirement.
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Example: Maximizing Tax Deferral

Suppose you contribute $5,000 per year for 30 years to a traditional TSP or deferred annuity

earning 6% annually. Tax deferral allows all earnings to compound year after year, leading

to a much larger retirement balance than a taxable account—often tens of thousands of

dollars more, depending on rates.

Feature

Tax Deferral Benefit

Accelerated Growth

All earnings compound before taxation

Timing Control

Withdrawals taxed when you choose

Retirement Efficiency

Potential lower taxes after age 59'2/62

Income Strategies

Pair Roth, TSP, and annuity withdrawals

Coordination With Federal Retirement

For federal employees, combining tax-deferred TSP savings, the tax-efficient structure of

FERS and CSRS pensions, and annuities empowers you to minimize taxes, maximize

income, and plan retirement withdrawals with precision.

Tax deferral is a foundational advantage for growing wealth, controlling your tax bill, and
building a flexible, resilient retirement plan. By leveraging it through TSP, annuities, and

careful timing of withdrawals, you can make your retirement savings work harder—and last

longer.# Tax Deferral Advantages

Tax deferral is one of the most powerful benefits available to federal employees through
both the Thrift Savings Plan (TSP) and annuities. By allowing your retirement savings to grow

without immediate taxation, tax deferral accelerates the power of compounding, creates
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flexibility around when taxes are paid, and offers strategic options for managing retirement
income.

What Is Tax Deferral?

Tax deferral means you postpone the payment of income taxes on your investment earnings
until you withdraw funds—typically in retirement. You make contributions on a pre-tax
basis, and your savings grow tax-free year after year until distribution.

This is a distinct advantage compared to taxable accounts, where earnings are taxed every
year.

How It Works in Federal Retirement
Thrift Savings Plan (TSP)
Federal employees can contribute to the TSP in two primary ways:

o Traditional (Pre-tax) TSP: Contributions are made from pre-tax income, lowering your
current taxable income. Earnings accumulate tax-deferred, and you pay income tax
only upon withdrawal in retirement.

¢ Roth (After-tax) TSP: Contributions are made with after-tax dollars. Qualified
withdrawals in retirement (including all earnings) are completely tax-free if IRS rules
are met.

The tax deferral mechanism in the Traditional TSP enables employees to build much larger
retirement balances by allowing earnings to compound without annual tax drag. Strategic
use of both TSP options can add further flexibility for managing taxes throughout your
retirement years.

Deferred Annuities (Fixed, Indexed, Variable)

With deferred annuities, your invested principal grows tax-free. Interest, dividends, and any
market gains are not taxed while funds remain in the annuity. Only when you start
withdrawals—or convert to income payments—do you owe taxes on the gains portion of
each payment.
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This accelerated compounding means more of your money is working toward future
growth. Immediate annuities and annuities funded with after-tax dollars also benefit: every
payout is partly return of principal (not taxed) and partly taxable income.

Key Benefits of Tax Deferral

e Faster Growth: Earnings accumulate and compound without being eroded by
annual taxation.

e Strategic Withdrawals: You can time distributions to match lower income, manage
required minimum distributions (RMDs), or optimize tax brackets after leaving
federal service.

¢ Retirement Tax Planning: Many retirees find themselves in lower tax brackets after
leaving work, allowing them to access their savings at a reduced tax cost compared
to their working years.

¢ Immediate Cash Flow: Pre-tax contributions can reduce your current taxable
income, leaving more take-home pay for saving or spending.

Example: The Power of Tax Deferral

A $5,000 annual contribution to a traditional TSP (or annuity) earning an average 6% for 30
years would grow to more than $395,000 using tax deferral, compared to a substantially
smaller sum in a taxable account. This difference grows exponentially the longer you save
and defer taxes.

Coordination with Federal Benefits

For federal employees, combining TSP, annuities, FERS/CSRS pensions, and Social
Security creates multiple streams of retirement income. Tax deferral allows you to layer
these benefits for maximum after-tax efficiency.

¢ Withdrawals from annuities and TSP provide control over how and when you pay tax.

¢« Roth TSP and Roth IRAs offer tax-free income that can be paired with taxable
sources to manage required minimum distributions and minimize annual tax
liability.
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e Integration with pensions and Social Security lets you design a dynamic retirement
income plan tailored to your needs.

Strategy Tax Deferral Benefit

Traditional TSP Lower taxable income now, tax due at retirement
Roth TSP No tax on qualified withdrawals

Annuities Tax-deferred growth, taxable only upon withdrawal

Tax deferral is fundamental for growing your retirement wealth, controlling your tax bill, and
managing financial security for decades. For federal employees, harnessing this advantage

through TSP and annuities is a key strategy in building—and sustaining—a worry-free
retirement.
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Chapter Five
Annuities vs. TSP and Other Investments

As a federal employee, you have access to powerful retirement planning options—
including the Thrift Savings Plan (TSP) and a wide variety of investments. Many ask, “Why
would | need an annuity when | already have TSP, IRAs, or brokerage accounts?”

Understanding the differences and unique benefits of each option is essential for crafting a
resilient, well-rounded retirement strategy.

1. Purpose and Structure
Thrift Savings Plan (TSP) and Investments

e TSP and similar accounts (IRAs, mutual funds, brokerage) are accumulation
vehicles designed to help you grow wealth during your working years.

o They offer direct investment in stocks, bonds, and funds, with control over portfolio
risk, asset allocation, and withdrawal timing.

e Their purpose is growth, flexibility, and market participation—crucial for building
retirement savings.

Annuities

e Annuities are designed primarily for distribution: converting a lump sum into a
stream of guaranteed income.

e Once funded, annuities offer lifetime income you cannot outlive, acting as “income
insurance” for retirement.

¢ They emphasize stability, predictability, and protection from market declines and
longevity risk.
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2. Risk Profile

Feature TSP & Investments Annuities
Fixed & indexed: No loss of principal; Variable: market
Market Exposure Yes (canrise or fall) exposure
Principal No (unless in G Fund or
Protection CD) Yes (except variable annuities)
Longevity
Insurance No Yes (guaranteed lifetime income)
Guarantees Market-dependent Contractual (by insurer)

e TSP/investment portfolios are subject to market volatility. TSP accounts may lose
value in tough markets.

e Fixed and fixed indexed annuities guarantee principal and income, shielding
essential cash flow from downturns.

3. Income Generation

¢ TSP/investments require self-managed withdrawals, subject to market fluctuations
and longevity risk.

¢ You must estimate safe withdrawal rates and adjust for market performance,
potentially increasing stress and uncertainty.

e Annuities provide contractually guaranteed, systematic income for life.

e Theyremove guesswork and complexity, covering essential expenses without
fear of running out.
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4. Tax Treatment
o TSP (Traditional): Tax-deferred growth; withdrawals taxed as income.
e TSP (Roth): After-tax contributions; qualified withdrawals are tax-free.

e Regular Investments: Annual taxes on dividends, interest, and capital gains unless
held in tax-sheltered accounts.

e Annuities: Tax-deferred growth; withdrawals taxed only when taken out (on gains
portion).

5. Flexibility and Liquidity

o TSP/investments provide greater liquidity; you can access funds at any time (subject
to taxes and penalties).

¢ Annuities may restrict access to lump sums due to surrender charges for early
withdrawals. However, many allow partial annual withdrawals and waive penalties
for emergencies, illness, or nursing home care.

6. Inflation and Legacy Planning

¢ Investments and TSP can provide natural inflation protection if well-diversified, but
may expose you to market risk and drawdown risk.

e Fixed annuities can lag inflation, but some offer inflation riders or increases.

e Both options offer beneficiary benefits, though annuities provide streamlined
inheritance and avoid probate in many cases.
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Comparative Table: Annuities vs. TSP/Investments

Feature TSP & Investments Annuities

Market Risk Yes Fixed/indexed: No
Principal Protection Limited (G Fund) Yes

Lifetime Income No (must self-manage) Yes (guaranteed)
Longevity Insurance No Yes

Liquidity High (24/7 access) Limited during surrender
Inflation Management Market exposure/risk Riders/options available
Tax Deferral Yes (traditional TSP/IRA) Yes

Legacy Options Designated beneficiaries Streamlined, probate-free

Creating a Balanced Retirement Plan
¢ Use TSP and investments for growth, flexibility, and discretionary spending.

e Use annuities for guaranteed lifetime income covering essential living expenses,
health costs, and peace of mind.

e Layering both options protects against market downturns, outliving savings, and
rising costs—building the strongest plan for long-term financial security.

Annuities and TSP/investments are not “either-or” choices—they complement each other
in a well-crafted retirement strategy. Use growth and flexibility where it counts, and let
annuities deliver the lifetime income stability every federal retiree deserves.# Annuities vs.
TSP and Other Investments
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Federal employees have a robust suite of retirement tools—most notably the Thrift Savings
Plan (TSP), IRAs, and taxable accounts—alongside traditional pensions. While TSP and
other investments provide essential growth and flexibility, annuities offer unique
guarantees and income features that make them an ideal complement for securing
retirementincome.

Purpose and Function
TSP & Investments
¢ Designed for wealth accumulation during your working years.
e Direct market participation through stocks, bonds, and funds.
e Flexible withdrawals for emergencies, discretionary spending, or legacy planning.
¢ Investmentriskis borne by the individual.
Annuities
¢ Focused onincome distribution, especially after retirement.
e Convertlump sums (from TSP, IRAs, etc.) to guaranteed monthly payments.
e Principal protection and optional lifetime income.

e Theinsurance company absorbs longevity and market risk (except variable
annuities).

Key Differences

Feature TSP/Investments Annuities

Market Exposure Yes (both up and down) Fixed/Indexed: Noj; Variable: Yes
Principal Protection Limited (G Fund) Yes (fixed or indexed annuities)
Lifetime Income Must self-manage withdrawals Yes (guaranteed options available)
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Feature

TSP/Investments

Annuities

Tax Deferral

Yes (traditional TSP/IRA)

Yes (all deferred annuities)

Liquidity

High; full access

Limited during surrender period

Longevity Insurance No

Yes

Income and Risk Management

TSP and other investments provide growth and flexibility but require careful
management of withdrawals and market timing. Withdrawals, if mismanaged or

unlucky, can result in running out of money.

Annuities create a predictable stream of income that can last for life, removing

uncertainty about market performance or lifespan. Fixed and indexed annuities

protect against market downturns and provide a steady income floor.

Inflation and Cost-of-Living

Investments in stocks and real estate may keep up with or exceed inflation but

come with market risk.

Some annuities offer cost-of-living adjustments or inflation riders, allowing for
income increases; fixed payments may lag inflation if not selected.

Legacy and Survivor Benefits

Both TSP and annuities offer options to leave remaining assets to beneficiaries.

often streamlining probate processes.

Annuities with selected payout options can guarantee income for spouses or heirs,




When to Use Each Tool
TSP and Investments

e Best for growth, flexibility, and discretionary expenses.

e Suitable for covering unexpected needs or enjoying extra spending power.
Annuities

¢ |deal for covering essential expenses (housing, food, healthcare).

e Recommended to insure longevity and cover retirement “basics” no matter how
long retirement lasts.

Strategic Combination

The most secure retirement plans use TSP/investments for growth and flexibility, with
annuities providing an essential safety net against outliving savings and market volatility.

For federal employees, leveraging the unique strengths of both TSP/investments and
annuities ensures a retirement plan that is robust, flexible, and built to last. Let market-
based accounts fuel growth and let annuities provide the lifetime income stability every
retiree deserves.

Comparing Risk and Return

Federal employees planning for retirement face a critical choice: how to balance growth
opportunities, income guarantees, and risk control across products like annuities, the
Thrift Savings Plan (TSP), and other investments. Knowing how these options stack up in
risk and return allows you to craft a strategy that delivers both security and wealth building.

Understanding Risk and Return

Every investment vehicle sits somewhere on the spectrum between risk (chance of loss or
volatility) and return (potential for growth or income). Your personal tolerance, expected
retirement timing, and income all need to influence which tools you use.

64



TSP and Investment Funds: High Growth with Market Volatility

TSP offers federal employees direct participation in the markets through a range of funds:

Fund | Description 10-Year Avg Volatility/Drawdown Risk Profile
Return
Government bonds; principal

G protected 2-3% Very low Minimal

F Aggregate bonds 2-5% Low-moderate Conservative
Moderate-high (-55% Growth-

C S&P 500 stocks 7-15% max) oriented

S Small/mid U.S. stocks 8-18% High (-57% max) Aggressive

I International stocks 7-10% High Aggressive

e G Fund: Norisk of loss. Stable, but modest growth over time.

e C/S/I Funds: Higher long-term returns but can swing widely in bear markets or
economic crises—potential for major short-term losses.

Lifecycle (“L Funds”) automatically balance risk and return as retirement approaches,
blending growth with safety.

Annuities: Income and Principal Security with Limited Growth
Annuities—especially fixed and fixed indexed varieties—focus on stability and guarantees:

o Fixed Annuities: Yield is guaranteed, regardless of market conditions. Returns often
sit between G and F Fund averages.

e Fixed Indexed Annuities: Potential for growth tied to index performance, but with
caps and floors to limit both gains and losses.

e Variable Annuities: Allow stock-like growth, but with market risk—similar to C, S,
and | Funds.
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Annuities uniquely provide guaranteed lifetime income, removing uncertainty about
running out of money or needing to draw down assets during market losses. They are less
likely to keep pace with inflation over decades unless attached to inflation riders.

Comparing Features: Table

Feature TSP (C/S/1 G/F Fixed Annuity Fixed Indexed Variable Annuity
Funds) Funds Annuity
Principal
Protection No Yes Yes Yes No
None (for
Market Risk High Low None principal) High
Long-Term
Growth High Modest Low Moderate High
Income
Guarantee No No Yes Yes Optional
Limited (surrender High (variable,
Liquidity High High period) Limited sometimes)
Inflation Market-
Protection linked Poor Riders/limited Riders/limited Market-linked

Making the Right Choice for You
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Rely on annuities for income, principal safety, and protection against longevity
risk—especially for essential annual expenses or peace of mind in market
downturns.

Consider a blend: annuitize enough to cover required monthly spending; let the rest
grow for discretionary uses, emergencies, or legacy.

The ideal retirement strategy combines the growth and flexibility of TSP and investments
with the stability and income guarantees of annuities. Comparing their risk and return
helps you build a reliable, durable, and rewarding retirement plan tailored to your unique
needs, goals, and life. # Comparing Risk and Return

When preparing for retirement, federal employees must evaluate how annuities, the Thrift
Savings Plan (TSP), and other investment options measure up on two critical fronts: risk
and return. Each product offers a unique balance between potential growth and safety—
choosing well ensures your future income is reliable while giving your wealth room to grow.

Risk: What Can You Lose?

TSP Funds and Investments

G Fund: Invests in government securities; principal guaranteed, but low returns.
Negligible risk, ideal for ultra-conservative savers.

F Fund (bond index): Moderate risk (interest rate, default risk), moderate returns.

C, S, I Funds (stocks): Market risk is substantial—can swing sharply with market
cycles or economic shocks. Stock funds have historically outperformed bonds long-
term but carry short-term volatility and potential for loss.

Lifecycle Funds (L Funds): Blend TSP funds at levels aligned to target retirement
dates, automatically reducing risk as you approach retirement. Returns and risk vary
based on market exposure mix.

Other Investments

Mutual funds, ETFs, and brokerage accounts offer growth but are exposed to market
downturns, loss of principal, and unpredictable performance.
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Annuities

o Fixed Annuities: Guarantee principal; no market losses. Low risk, stable but modest

returns.

e Fixed Indexed Annuities: Protect principal, link growth to an index. Risk of low

returns if markets underperform, but no loss of contribution.

e Variable Annuities: Expose principal to market risk; returns can vary widely, and

losses are possible.

Return: How Much Can You Gain?

Product Potential Long-Term Risk/Volatility | Principal Income
Return Protection Guarantee

TSP G Fund 2-3% (historically) Very Low Yes No

TSP C, S, | Funds 7-15% (historically) High No No

Moderate-

Lifecycle Funds 4-10% (historically) High Varies No

Fixed Annuity 3-5% (guaranteed) Very Low Yes Yes

Fixed Indexed

Annuity 3-8% (capped) Low Yes Yes

Variable Annuity Unlimited* High No Optional

*Subject to investment choices; both gains and losses possible.

Blending Risk and Return for Retirement

¢ Younger federal employees may favor TSP C/S/I Funds or other stock investments
for higher growth, accepting volatility for the potential of long-term wealth.
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e Approaching retirement? A mix of Lifecycle (L) Funds and annuities can lock in
growth while increasing income certainty and principal protection.

e Fixed or fixed indexed annuities deliver guaranteed income with safety from market
downturns, making them ideal for covering essential expenses or creating an
“income floor” alongside FERS pension and Social Security.

e Variable annuities may suit those desiring market growth with tax deferral, but
require accepting the risk of losing principal.

Managing Your Risk & Return
e Diversify across TSP funds, investments, and annuities for optimal balance.

e Setaside enough assets in annuities or stable funds to protect against longevity and
market risk.

e Use higher-risk, higher-return options for discretionary spending, emergencies, or
leaving a legacy.

The best retirement strategies recognize that no single product offers every benefit. By
comparing risk and return—and carefully blending growth, safety, and income—you create
a solid foundation for a prosperous, stress-free retirement. # Comparing Risk and Return

When planning for retirement, federal employees must carefully weigh the risks and returns
of various financial instruments—TSP funds, mutual funds, stocks, bonds, and annuities.
Each has a different risk profile and offers specific rewards, so blending these options is
crucial for a balanced, resilient income strategy.

The Risk/Return Spectrum
TSP Funds and Other Market Investments
e G Fund: Principal guaranteed, lowest risk, lowest return.
e F Fund (aggregate bond index): Low-to-moderate risk and return.

e GC,S, | Funds (stockindexes): Moderate-to-high risk, historically higher long-term
returns; susceptible to market volatility and major drawdowns (e.g., C Fund -55%, S
Fund -57% maximum historical drops).
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¢ Lifecycle Funds: Blend equity and fixed income allocations for phased risk reduction
as retirement approaches. Returns and risk track TSP fund mix.

Other Investments (outside TSP)

e Stocks, ETFs, mutual funds: Uncapped growth but full exposure to market losses
and volatility.

e Bonds/CDs: Safer, but usually lower returns and inflation risk.

Annuities

o Fixed Annuities: Principal guaranteed, set interest rates, very low risk; returns can
lag inflation.

¢ Fixed Indexed Annuities: Protect principal; returns depend on index growth (with
caps/floors), never lose principal, no direct market exposure.

e Variable Annuities: Market growth potential, but with moderate-to-high risk and
possible principal loss. May include income guarantees via riders.

Return Comparison Table

Product Historical/Expected Risk Principal Lifetime
Return (Volatility) Guarantees Income
TSP G Fund 2-3% Very low Yes No
Low-
TSP F Fund 3-5% moderate No No
Moderate-
TSP C/S/l Funds 7-15% high No No
Lifecycle Funds 4-10% Moderate Partial No
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Product Historical/Expected Risk Principal Lifetime
Return (Volatility) Guarantees Income

Fixed Annuity 3-5% (guaranteed) Very low Yes Yes

Fixed Indexed

Annuity 3-8% (capped) Low Yes Yes

Variable Annuity Market-based High No Optional

Analysis: Balancing for Success

Stocks and growth funds can grow wealth, but market risk means they’re best suited
for long-term horizons and discretionary assets.

Safe funds and fixed annuities protect principal and provide stability, best for
required spending and lifetime income needs.

Fixed indexed annuities combine protection with growth potential, offering a happy
medium for those wanting upside with principal security.

Variable annuities can offer market growth with optional income riders but still
expose savers to principal losses in market drops.

Strategic Planning Points

Younger and mid-career federal employees typically emphasize TSP investments for
accumulation.

As retirement approaches, shifting to lower-risk funds and annuities secures
necessary income and shields against downturns.

The strongest plans layer risk and return: enough safety for essential needs, enough
growth for inflation and future flexibility.
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Smart retirement planning for federal employees means understanding risk and return,

leveraging TSP and investments for growth, and using annuities to guarantee income for
life. By blending the right mix, you protect your future from both market volatility and the

slow erosion of inflation, building a resilient, confident retirement. # Comparing Risk and

Return

Understanding the balance between risk and return is essential for federal employees

planning for financial security during retirement. Properly assessing how annuities, the
Thrift Savings Plan (TSP), and other investment vehicle’s function can help you make

informed decisions that support both your growth and income needs.

TSP Funds and Investments

TSP offers a menu of investment options, each with its own risk and potential return.

Fund Average Return* Volatility / Drawdown Principal Protection Profile

G 2-3% Very low Yes Conservative
F 3-5% Low-moderate No Conservative
C 7-15% Moderate-high No Growth

S 8-18% High No Aggressive

I 7-10% High No Aggressive

*Past performance; actual results may vary.

e G Fund: Offers government-backed principal safety, but growth lags inflation long

term.

e GC,S,|Funds: High long-term return potential, but subject to market losses and
volatility. Sharp drawdowns possible in bear markets.

Lifecycle Funds use blends of these options, automatically dialing down risk as the target

retirement date nears.
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Annuities: Lower Risk, Reliable Income

e Fixed Annuities: Guarantee principal and set rates. Very low risk returns typically

less than growth investments.

e Fixed Indexed Annuities: Link earnings to market index but protect principal; returns

depend on index performance, subject to caps and floors.

e Variable Annuities: Provide market exposure with higher upside—and downside—

risk. Optional income riders can create minimum payments regardless of

investment performance.

Head-to-Head Comparison Table

Feature TSP C/S/1 TSP G/F Fixed Indexed Variable
Funds Funds Annuity Annuity Annuity

Principal

Protection No Yes Yes Yes No

Market Risk High Low None Low High

Return Potential High Modest Low Moderate High

Income

Guarantee No No Yes Yes Optional

Liquidity High High Limited Limited Varies

Inflation

Protection Market-based Poor Optional Optional Market-based




Strategy for the Best Outcome

o Use TSP and market investments for growth and discretionary spending, ideal for
longer time horizons and supplementalincome.

¢ Relyon annuities forincome you cannot afford to lose—covering essentials,
longevity protection, and peace of mind.

e Layeryour retirement plan, combining riskier growth assets for surplus needs, and
stable annuity income for the foundation.

Federal employees who build retirement strategies around both high-return investments
and guaranteed annuities enjoy financial resilience—protection from market downturns,
assurance against outliving savings, and confidence their retirement goals will be met, no
matter how the market performs.

Annuities as a Safe Income Floor

Creating a safe income floor is one of the most fundamental and transformative strategies
for securing your retirement. For federal employees, an income floor ensures that essential
expenses are always covered, no matter what happens in markets or how long retirement
lasts. Annuities are uniquely positioned to deliver this foundation through their powerful
guarantees.

Defining the Income Floor

Anincome floor is the minimum amount of guaranteed income you deliberately set aside
to cover your vital expenses—housing, food, medical costs, insurance, and other non-
discretionary needs. It functions as your financial “bedrock,” allowing you to weather
market uncertainty and focus on enjoying your retirement. Sources for your income floor
often include Social Security, a federal pension, and—most reliable income from annuities.

Why Use Annuities for Your Income Floor?

Principal Protection and Consistency:
Fixed and fixed indexed annuities guarantee your original premium and provide stable
minimum payouts, regardless of market conditions. Unlike investments in stocks or bond
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funds, annuities remove the danger of having to sell assets at depressed prices just to fund
basic expenses, a crucial safeguard during market downturns, rising interest rate
environments, or periods of economic instability.

Lifetime Guarantees:

The defining feature of annuities is lifetime income. Whether you choose an immediate or
deferred income annuity, the insurance company contractually promises to pay you a
regular amount for as long as you live—immune to market losses, poor timing, or fear of
outliving your money.

Interest Rate Floors:

Many fixed annuities and fixed indexed annuities come with built-in interest rate floors
(often 1-3%), ensuring that your contract will always credit you with a minimum level of
return—further insulating your essential income against economic turbulence.

Inflation Protection:
Some annuities offer optional riders to increase payouts, helping your income floor rise
with inflation and retain purchasing power over time.

Income Floor vs. Portfolio Withdrawals

Simply relying on regular withdrawals from a market-based portfolio exposes you to
sequence of returns risk—the danger that poor market performance in the early years of
retirement could force you to sell assets at a loss, permanently impairing your ability to
fund essential living expenses. Annuities shield your core income needs from these market
shocks, allowing greater flexibility with the rest of your portfolio.

Building Your Income Floor

Most experts recommend identifying your monthly or annual essential expenses, then
securing them with guaranteed sources:

e Calculate Social Security and federal pension income.
e Assess the gap thatremains.
« Fill the gap with income annuities, bond ladders, or other safe instruments.

e Stress test your income floor against poor market returns, inflation, health events,
or loss of a spouse.
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For many, purchasing an immediate or deferred income annuity in retirement is the most
efficient and reliable way to build a solid base of lifetime income.

Behavioral and Lifestyle Benefits

Retires with a guaranteed income floor from annuities, Social Security, and pensions report
the highest financial satisfaction. They spend more confidently, experience less stress
about market swings, and are better equipped to handle the unexpected.

Feature Benefit for Retirees

Guaranteed Income Covers non-negotiable expenses
Principal Protection Shields from market downturns

Lifetime Payments Continues regardless of lifespan

Inflation Options Protects purchasing power

Peace of Mind Removes uncertainty, enabling enjoyment

Securing an income floor with annuities gives federal employees unmatched confidence
and resilience in retirement, making every day more predictable, comfortable, and
rewarding. With the basics covered, you are free to enjoy the rest of your savings, knowing
your foundation cannot be shaken by markets, lifespan, or unforeseen events.
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Diversification and Risk Management

Diversification is one of the most fundamental principles in building a strong retirement
portfolio for federal employees. It’s the process of spreading your investments across
different asset types, sectors, and even geographic regions, so that the declining
performance of one holding is offset by the stability or growth of another. When applied
alongside risk management strategies, diversification helps protect your savings and
maximizes your potential for long-term financial security.

Why Diversification Matters

e Reduces Risk: By owning a mix of stocks, bonds, cash, real estate, and perhaps
annuities, you avoid being overly exposed to setbacks in one part of the market.

¢ Smooths Returns: While you can’t eliminate risk entirely, diversification ensures
your portfolio isn’t fully dependent on the fate of a single investment or market
sector.

e Supports Multiple Goals: Different assets are suited to different needs—stocks for
growth, bonds for income or stability, annuities for lifetime income, and cash for
liquidity.

Key Diversification Strategies for Federal Employees
1. Asset Class Diversification

e Stocks (C, S, | Funds in TSP): Provide long-term growth but can be volatile, especially
in global economic downturns.

e Bonds (F, G Funds in TSP): Deliver steady income and cushion against stock market
swings.

o Real Estate & Alternatives: Help capture growth or income outside traditional stock
and bond markets.

e Annuities: Offer guaranteed income and principal protection, shielding part of your
retirement dollars from market risk.
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2. Diversification Within Asset Classes

Own stocks in various sectors (technology, healthcare, finance).

Balance between large-cap, mid-cap, small-cap companies, and international
exposure.

Use mutual funds or index funds (such as TSP’s C, S, and | Funds) for built-in
diversification—these funds invest in hundreds or thousands of companies,
reducing single-company exposure.

3. Time Horizon and Risk Level

Younger employees can allocate more toward growth-oriented assets and increase
diversification within stocks.

As retirement nears, shift gradually toward lower-risk assets, annuities, and income-
oriented investments to protect portfolio value.

Risk Management Techniques

Effective risk management means more than just diversification:

Regular Rebalancing: Your target allocation (for example, 60% stocks and 40%
bonds) will shift as some assets outperform or underperform. Rebalancing brings
your portfolio back in line with your risk goals.

Bucket Strategies: Segment your portfolio by time horizon—short-term needs (next
2-3 years) go into safe assets, medium-term in moderate-risk investments, and
long-term in higher-growth options.

Professional Advice: Consult with a financial advisor knowledgeable in federal
retirement programs to tailor a risk and diversification plan for your circumstances.

Role of Annuities in Diversification

Adding fixed and indexed annuities to your mix balances out market-exposed assets with

guaranteed income and principal protection. Variable annuities can provide market-linked

growth, but with more risk, choose the annuity type that fits your overall plan. A

combination of pension, TSP, and annuities creates multiple income streams, each with

different risk and return characteristics.
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Diversification Table

Asset Type

Primary Benefit

Risk Level

Role in Retirement Portfolio

TSP Stock Funds

Growth potential

Moderate-High

Build wealth, fight inflation

TSP Bond Funds Stability, income Low Cushion volatility, provide steady income

Real Estate Diversify, income Moderate Reduces reliance on stocks/bonds

Annuities Lifetime income Very Low Covers essentials, protects principal

Cash Liquidity Minimal Immediate expenses, emergencies
Conclusion

Diversification and risk management are not “one and done” actions; they require ongoing

attention and adjustment. By balancing your portfolio among multiple asset classes,
rebalancing regularly, layering in annuities for security, and consulting financial

professionals, you build a resilient foundation—the hallmark of a worry-free retirement for

every federal employee.
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Chapter Six

Inflation Protection and Cost-of-Living Adjustments

Inflation, the gradualrise in prices over time, is one of the greatest long-term threats to
retirement security. For federal employees, whose careers often span decades and
retirements may last another 25 to 30 years, maintaining purchasing power is essential to
preserving lifestyle and financial independence. Fortunately, the federal retirement system
and certain financial tools, such as annuities with inflation benefits, are designed to help
mitigate this risk.

Understanding Inflation and Its Impact

Inflation erodes the value of money: what costs $1 today may cost $1.50 or more two
decades from now. Even moderate inflation of 2-3% per year can halve purchasing power
in roughly 25 years. Without income that grows over time, retirees face a dangerous
combination of rising expenses and stagnant income, especially when healthcare, housing,
and energy costs increase faster than the average inflation rate.

Inflation Protection in Federal Retirement Benefits
1. Social Security

Social Security offers automatic annual Cost-of-Living Adjustments (COLAs) tied to the
Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W).

¢ Inyears where inflation rises, Social Security benefits increase accordingly helping
retirees preserve their purchasing power.

e These adjustments are cumulative, meaning each year’s increase compounds on
top of previous years’ benefits.

2. FERS (Federal Employees Retirement System) Pension
Under FERS, inflation protection exists but is slightly limited compared to Social Security:

e COLAs Begin at Age 62. Retirees under 62 receive no annual adjustments until
reaching that age.

e Reduced COLAs: Once eligible, FERS COLAs are calculated as:
e IfCPlis below 2% - full match to CPI.
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o IfCPlis between 2% and 3% > 2%.

o If CPl exceeds 3% > CPI minus 1%.
This “diet COLA” system generally lags slightly behind inflation but still
cushions income erosion over time.

3. CSRS (Civil Service Retirement System) Pension

CSRS retirees enjoy full inflation protection. Their benefits increase annually by the exact
percentage rise in the Consumer Price Index (CPI). This makes CSRS particularly valuable
for long retirements, where COLAs compound year after year.

4. Thrift Savings Plan (TSP)

The TSP does not offer direct inflation adjustments. The account’s ability to keep pace with
inflation depends on how funds are invested:

e« Equity funds (C, S, I) historically outpace inflation but add market risk.

e Bond and G funds provide stability but are unlikely to match long-term inflation on
their own.
Diversifying between growth and stable assets—or using Lifecycle (L) Funds—can
protect your account from inflation’s impact.

Using Annuities for Inflation Protection

Annuities, especially those designed with inflation riders or market-linked growth potential,
can supplement federal benefits to maintain purchasing power.

Types of Inflation Protection Available in Annuities

¢ Fixed Indexed Annuities with Inflation Riders: Allow income to adjust upward
annually based on changes in an inflation index or a set percentage increase.

e Variable Annuities: Provide potential growth linked to market performance; income

may rise with higher returns but involve more risk.

¢ Immediate Annuities with COLA Features: Some payout options allow income to
increase annually by 1-3%, protecting long-term purchasing power.

Though riders can reduce initial payments or add cost, they help ensure that your income
keeps pace with rising expenses, particularly in decades-long retirements.
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Building a Holistic Inflation Protection Strategy

Source

COLA/Increases

Activation

Relative Protection

Social Security Full CPI-based adjustments | Annual, automatic Strong
CSRS Pension Full inflation match Annual, starts first year || Very strong
FERS Pension Partial adjustment (CPI-1%) | Annual after age 62 Moderate

TSP Investments

Market growth dependent

Continuous

Varies by investment mix

Annuities

Fixed or inflation-adjusted

Based on contract

Moderate-High (with rider)

Smart Planning Tips

1. Diversify Income Streams: Combine inflation-protected sources (Social Security,
FERS/CSRS COLAs) with market-based investments and annuities.

2. Delay Social Security (if possible): Waiting until age 70 increases lifetime benefits by
about 8% per year beyond full retirement age proposing higher COLA-adjusted
lifetime income.

3. Balance Growth and Stability: Use equities to outpace inflation but include

conservative assets and annuities for predictable income.

4. Monitor Healthcare Costs: Healthcare inflation often exceeds general inflation,

making long-term insurance or savings critical.
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Summary: Guarding Your Purchasing Power

Strategy

Benefit

Rely on inflation-adjusted income streams

Keeps core spending power intact

Add annuities with inflation riders

Protects long-term income stability

Include growth-oriented assets

Offsets lagging COLAs under FERS

Diversify across income sources

Balances safety and growth

Inflation protection and COLAs are not luxuries—they are necessities for anyone expecting
a long retirement. By blending guaranteed benefits, TSP investments, and inflation-
adjusted annuities, federal employees can confidently maintain their standard of living and
financial freedom for decades, regardless of how much prices rise.

Annuity Options with Inflation Riders

Inflation is one of the biggest threats to retirement, security, a slow but relentless force that
reduces purchasing power over time. While pensions and Social Security provide some
automatic inflation protection, annuities offer a range of optional riders and contract
features that can help retirees keep pace with rising costs. Understanding how these
inflation riders work is essential to building a resilient retirementincome plan.

What Are Inflation Riders?

An inflation rider (sometimes called a cost-of-living adjustment, or COLA rider) is an
optional benefit you can add to an annuity contract for an additional fee. The rider
increases your income from the annuity periodically—often annually—to help offset higher
prices for goods and services in retirement.
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¢ Purpose: Maintain your standard of living by ensuring your income keeps up with
inflation.

e Cost: Typically, a small percentage of your contract value each year, deducted from
your payout.

Types of Annuity Inflation Riders
1. Fixed Percentage Increase

Your annuity income rises by a set percentage every year—often 1-3%—regardless of
actual inflation rates.

e Pros: Predictable, easy to understand, and ensures income grows yearly.

e Cons: May lag inflation in high-inflation years or over-adjust in periods of very low
inflation.

2. CPI-Linked Rider

Your payout increases are based on official inflation measures, such as the Consumer
Price Index (CPI).

e Pros: Closely ties increases to real-world price changes.

e Cons: May lead to variable payments year-to-year and can be more expensive than
fixed percentage riders.

3. Performance-Based Riders

Some fixed indexed annuities allow income to rise with positive returns from the selected
market index, subject to participation rates or caps.

e Pros: Theoretically higher growth during strong market years.

e Cons: Growth may lag inflation in weak market periods or years with low index
performance.

How Inflation Riders Work in Practice

e Application: You add the rider when purchasing your annuity (cannot usually be
added later).
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Income Increase: Each year, your annuity payments increase by the fixed amount,
the change in CPI, or the credited index growth—depending on your rider choice.

Locking Gains: In some contracts, the higher payment becomes your new

permanent minimum, protecting you from future market downturns.

Trade-Offs to Consider

Lower Initial Payments: Because the rider costs money, annuities purchased with

inflation protection usually start with a lower payout than those without riders.

Annual Cost: If inflation is low, the rider's cost may outweigh the benefit.

Complexity: Riders can be complicated, so understanding the terms, caps, and how

increases are calculated is critical before purchase.

Example Scenario

Imagine you purchase a fixed indexed annuity with a 3% annual inflation rider.

Year 1: Receive $1,000 monthly.

Year 2: Receive $1,030 monthly.

Year 10: Receive $1,343 monthly.

If using a CPI-based rider, the increase matches official government inflation numbers—so

your payment may rise more or less than in the fixed rider example from year to year.

Rider Type Annuallncrease Response to Actual Inflation Initial Income Level
Fixed % 1-3% May over/underestimate Lower, predictable
CPI-Linked CPIl change Matches official inflation Lower, variable

Market-Based

Index growth

Varies with markets

Varies, may lag CPI
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Should You Add Inflation Protection?

Consider your expenses, expected retirement length, current inflation environment, and
other sources of inflation-adjusted income (Social Security, FERS/CSRS pensions). For
retirees with high essential costs or decades-long retirements, inflation riders can
safeguard purchasing power and ensure lifetime income keeps up with reality.

Inflation riders on annuities are powerful tools for combating the erosion of your income in
retirement. By understanding the choices and trade-offs, federal employees can design
income plans that stand up to rising costs, giving added confidence for every year ahead.

Comparison with COLA in FERS/CSRS

A key element of a resilient retirement is protection against inflation. The federal
government provides Cost-of-Living Adjustments (COLAs) to help FERS and CSRS retirees
sustain their purchasing power as the value of money erodes. However, the structure,
generosity, and timing of these COLAs vary between the two systems—and differ from
private annuity inflation riders. Understanding these distinctions empowers retirees to
make informed decisions about how best to secure their standard of living throughout
retirement.

How COLA Is Calculated

Both FERS and CSRS COLAs are tied to the Consumer Price Index for Urban Wage Earners
and Clerical Workers (CPI-W), which reflects the annual rise in the cost of goods and
services. Each fall, the Department of Labor’s Bureau of Labor Statistics reports the
change in CPI-W over the third quarter, and this figure drives the COLA for the following
year.

CSRS COLA Structure

CSRS retirees enjoy full inflation protection. Their annual benefit adjustment matches the
increase in the CPI-W:

e If CPI-Wrises by 3.2%, CSRS pensions rise by 3.2%.

o Appliedto all CSRS retirees and eligible survivors, regardless of age.
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This formula ensures that CSRS pensions keep up, dollar for dollar, with measured
inflation. Over lengthy retirements, the compounding effect of this full COLA is significant.

FERS COLA Structure

FERS retirees receive partial inflation protection with a more restrictive adjustment
formula:

e If CPI-W increase is 2% or less: FERS COLA matches CPI-W exactly.
e |f CPI-W increase is between 2% and 3%: FERS COLA is set at 2%.

o If CPI-W increase is more than 3%: FERS COLA is CPI-W minus 1%.
¢ Rounding: Allincreases rounded down to the nearest dollar.

FERS COLA is paid only after age 62 (except for certain special-provision retirees, disability
annuitants, and survivors). This structure results in FERS retirees falling slightly behind real
inflation, especially during periods of rapidly rising prices.

Further Differences and Nuances

Feature CSRS FERS
Full Inflation Match Yes (CPI-W increase) No (CPl-based formula, see above)
Minimum Age for Age 62 (exceptions: disability, special category,
COLA Any survivors)
Full COLA for eligible COLA eligibility for survivors, similar to retiree
Survivor Benefits survivors rules
Effect in High
Inflation Keeps up fully Lags CPI-W if inflation >3%
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Example
Suppose the CPI-W increases by 4%:
e CSRS annuitant: Gets a 4% pension increase.
e FERS annuitant: Gets a 3% pension increase (4% minus 1%).

Over a 20-plus-year retirement, these “COLA differences” can lead to hundreds of dollars
per month in lost buying power.

Comparing Annuity Inflation Riders to Federal COLA

¢ Annuity Inflation Riders (Private Market): Customizable at time of purchase—
options range from fixed annual increases (e.g. 2-3%) to CPI-linked increases.
Riders preserve (or even enhance) purchasing power but can reduce the initial
payout from the annuity.

e FERS/CSRS COLA: Automatic and requires no opt-in or extra payment, but the FERS
formula may lag inflation during high-cost years.

Both forms of inflation protection play a role; the right mix depends on your anticipated
expenses and risk tolerance.

Planning Implications for Federal Retirees
e CSRSretirees have the greatest automatic inflation protection.

e FERS retirees should consider additional strategies (such as TSP allocation to
equities or inflation-protected annuities) to counteract reduced COLA and delayed
eligibility.

e Annuity inflation riders and sound portfolio management may help bridge inflation
protection gaps, keeping purchasing power stable through a long retirement.

A clear understanding of your system’s COLA, and how it compares to private annuity
features, helps federal retirees create a more durable and confident plan—one that stands
up to the realities of rising costs and changing economic cycles.
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Chapter Seven

Annuities for Early or Post-Retirement Planning

Annuities are versatile retirement products that can be tailored for both early and post-
retirement planning needs. For federal employees, who may retire before Social Security
eligibility or seek to stretch income over long retirements, annuities serve as a critical
bridge, gap-filler, and longevity protector—whether you leave federal service early or want
to optimize income after your pension kicks in.

Early Retirement Scenarios

Federal employees can retire before standard Social Security and pension age under
several provisions:

¢ Immediate Retirement: Meets age/service milestones for full benefits.

e Early Retirement (MRA+10): Retire at your Minimum Retirement Age (MRA, usually
55-57) with at least 10 years of service. However, monthly benefits are reduced by
5% for each year below age 62.

o« Deferred Retirement: Separate from federal service and collect pension later
(typically at age 62). No immediate income, and no access to health or life
insurance.

e Special Provisions: Law enforcement, firefighters, and air traffic controllers may
retire earlier with full benefits.

Key Challenge: Early retirees often face an income gap before Social Security starts and
may also contend with reduced pension or forfeited insurance benefits.

How Annuities Address Early Retirement Needs

e Income Bridge: Annuities (immediate or deferred) can be structured to provide
regular payments right after retirement, filling the gap between federal benefits and
Social Security eligibility. This is critical for workers who want to "phase into
retirement" but need stable income.

e Supplementing Reduced Pensions: Early retirees often face permanent reductions
in pension amounts. Income annuities can help maintain spending power even
when government benefits are smaller.
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Flexibility: Some annuity contracts allow scheduled payouts, lump sums, or flexible
vesting—empowering retirees to control the timing and size of income.

Health/Life Insurance Buffer: With a deferred or early-retirement annuity, federal
employees can cover anticipated medical costs or life insurance premiums until
eligible for alternate federal benefits.

Post-Retirement Planning

After official retirement, federal employees face new challenges:

Longevity Risk: Retirements can last 25-35 years; annuities guarantee income for
life, lessening the risk of outliving savings.

Volatile Markets: Spending down TSP and investment accounts during market
downturns can deplete assets quickly; annuities provide steady income no matter
what the economy does.

Inflation: Some annuities offer inflation riders, protecting against eroding
purchasing power in later years.

Integration: The best post-retirement plans use a blend—pension, Social Security, TSP

withdrawals, and annuity income to create layers of security and flexibility, ensuring core

needs are met and discretionary funds remain available for emergencies or lifestyle

upgrades.

Key Benefits of Early and Post-Retirement Annuity Planning

Benefit Application

Income Bridge Covers early retirementincome gaps
Longevity Insurance Ensures lifetime income after pension/
Principal Protection Shields savings from market risk
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Benefit Application

Flexible Payouts Tailors timing for phased retirement
Inflation Support Riders address rising costs
Health/Life Premiums Funds bridge insurance transitions

Example Scenario

Afederal employee retires at 58, planning to claim Social Security at 67. Their FERS
pension is reduced for early retirement. By purchasing a deferred income annuity starting
at age 62, they fill the income gap between their reduced pension and the start of Social
Security, keeping their lifestyle stable and minimizing market risk on TSP draws.

Planning Considerations

e Calculate your specific income gap. Use retirement calculators to assess needs
versus available benefits.

e Consult your benefits office or financial advisor for up-to-date rules, reduction
formulas, and annuity product options.

e Layer annuity payouts with pension, TSP, and Social Security for maximum
efficiency and peace of mind through all retirement phases.

Annuities empower federal employees to manage both early and post-retirement
challenges: bridging income gaps, protecting against longevity and market risk, and
ensuring a stable, predictable flow of funds for years to come. With careful planning, you
can design a retirement that’s secure, flexible, and ready for every stage of your life.
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Bridging the Gap Between Retirement and Social Security

For many federal employees, early retirement is both achievable and attractive. However,
retiring before Social Security benefits begin—typically between ages 62 and 70—can
create an income gap that must be carefully managed. This gap is especially relevant for
those who retire in their mid-50s or late 50s, as their pension, Thrift Savings Plan (TSP), and
savings may need to stretch for several years before government benefits and required
distributions begin.

Annuities play a crucial role in bridging this gap—providing steady, predictable income
during the years between federal retirement and Social Security eligibility.

Understanding the Income Gap
The gap is most common among three groups of federal employees:

1. Early retirees (MRA+10): Workers who retire at their Minimum Retirement Age
(between 55 and 57), often with reduced FERS pension benefits.

2. Phased retirees: Individuals who scale back hours or leave civil service before
reaching Social Security or full pension eligibility.

3. Deferred retirees: Employees who separate from service with at least 5 years of
creditable service but postpone pension collection until a later age.

Because Social Security benefits cannot be collected until age 62 (and are maximized by
waiting until age 70), this interim period can leave a significant shortfall in monthly income.

Traditional Income Sources During the Gap
Federal retirees often rely on a combination of:

e FERS Pension (Reduced or Deferred): The foundation of income for most federal
workers. However, if you retire early, this benefit may be permanently reduced by 5%
for each year under age 62.

o TSP Withdrawals: Funds can be accessed penalty-free starting at age 55 if you retire
in the year you turn 55 or later. For those younger than 55, the IRS’s 72(t) rule allows
early withdrawals through Substantially Equal Periodic Payments (SEPP) to avoid
penalties.
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e Bridge Work or Consulting: Some retirees supplement with part-time employment
or federal contract work.

e Personal Savings and Investments: Cash reserves, dividend stocks, or bond ladders
can fund short-term needs.

While these tools can work well together, they often require hands-on management, tax
oversight, and careful withdrawal timing.

Using Annuities to Bridge the Gap

Annuities can streamline income planning, ensuring a seamless transition until Social
Security begins—and long after. The appeal lies in their guaranteed, automatic payouts that
replace the paycheck you've depended on for decades.

Types of Annuities That Work Well for Bridging
1. Deferred Income Annuity:

e Purchased before retirement to start providing income at a chosen future
date—such as age 60, 62, or 65.

o Ideal for matching payments to the exact period between retirement and
Social Security.

2. Immediate Income Annuity:
e Purchased at retirement with TSP funds or savings.

¢ Income begins almost immediately, providing a dependable stream for fixed
living expenses.

3. Fixed Indexed Annuity (FIA) with Rider:
o Offers principal protection with the opportunity for market-linked growth.

e Caninclude lifetime income riders that activate payments during your gap
years and continue indefinitely.
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Advantages of Using Annuities for the Gap

Guaranteed Payouts: Unlike unpredictable investment returns, annuities promise a
fixed stream of income.

Longevity Protection: If structured correctly, these payments can continue for life,
ensuring you don’t run out of money before or after Social Security begins.

Inflation Options: Many annuities allow you to add inflation riders, increasing
income over time as costs rise.

Compliments FERS and TSP: Converts a portion of your savings into guaranteed
income, while keeping other assets invested for growth.

Simplifies Budgeting: Provides a fixed “replacement paycheck” in early retirement,
reducing stress and the need to monitor markets or withdrawal rates closely.

Example: Bridging with An Annuity

Linda, age 57, retires after 29 years of federal service. Her FERS pension covers about 50%
of her pre-retirement income. She plans to claim Social Security at 67 for maximum
benefit.

She invests part of her TSP balance into a deferred income annuity that begins at
age 60.

From ages 57-60, she uses short-term savings; from 60-67, her annuity fills the
income gap.

At 67, when Social Security starts, her annuity becomes supplemental income,
increasing her financial stability for life.

Complementing the FERS Supplement

Some federal workers (especially law enforcement, air traffic controllers, and firefighters)
qualify for the FERS Supplement, which bridges income until age 62. However:

The supplement stops at 62, regardless of whether you begin claiming Social
Security.

It’s subject to the earnings test—for every $2 earned above the annual threshold
($22,320 in 2024), the supplement is reduced by $1.
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Annuities are a non-work income source, meaning they don’t trigger reductions due to the
earnings test. That makes them particularly effective for supplementing or replacing the

FERS Supplement.

Strategic Planning Tips

1. Match Annuitization Timing: Choose a deferred annuity start date that aligns with

your Social Security or later-life pension increases.

2. Diversify with TSP and Cash Reserves: Use liquid assets for short-term needs and

annuities for stable, foundational income.

3. Coordinate Tax Planning: Structure withdrawals across accounts to minimize

taxable income during pre-Social Security years.

4. Plan with Inflation in Mind: Add inflation riders or ladder multiple annuities with

staggered start dates for built-in cost-of-living adjustments.

Summary Table: Bridging Options for Federal Retirees

Strategy Duration Advantages Considerations
TSP SEPP (Rule 72t) 3-10years | Penalty-free withdrawals Rigid schedule
Deferred Income Annuity 3-10years | Guaranteed income start date Limited liquidity
Immediate Annuity Immediate | Instantincome Lower flexibility
FERS Supplement Until 62 Edge until Social Security Earnings test limits
Bridge Work / Consult Reduces

Income Variable Flexible, part-time supplement
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Strategy Duration Advantages Considerations

Market-linked growth with

Fixed Indexed Annuity Flexible protection Fees for riders

Bridging the gap between retirement and Social Security requires coordination, creativity,
and careful timing. By leveraging annuities as guaranteed income sources alongside
strategic TSP withdrawals, federal retirees can maintain stability, protect their capital, and
transition smoothly to the next phase of life—without sacrificing peace of mind or financial
confidence.

Phased Retirement and Income Planning

For federal employees approaching the end of their careers, phased retirement offers a
flexible, purposeful transition into retirement while providing a strategic opportunity for
precise income planning. Phased retirement is more than just a part-time work schedule;
it’s a comprehensive financial and lifestyle approach that can set the stage for a secure
future.

What Is Phased Retirement?

Phased retirement allows eligible full-time federal employees to reduce their work hours
(typically to 50% of a full-time schedule) while beginning to draw a portion of their annuity
benefit. The intentis to:

e Maintain meaningful work and transfer valuable institutional knowledge.
¢ Supplement part-time salary with retirement income.
e Smooth the emotional and financial transition into full retirement.

Eligibility typically requires at least 30 years of service (at MRA for FERS, age 55 for CSRS) or
20 years at age 60, with most agencies requiring three years of full-time service before
entering the program.
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How Pay and Benefits Work

During phased retirement:

Employees receive half of their regular salary and half of the retirement annuity they
would collect if they retired fully.

Health and life insurance remain based on the full-time position, with the same
premium deductions.

TSP contributions may continue, and phased retirees remain eligible for TSP loans,
hardship withdrawals, and in-service withdrawals, subject to standard rules.

When transitioning to full retirement, annuity is recalculated to reflect any additional
service or salary earned during phased retirement, producing a full or “composite” annuity.

Taxation and Income Strategy

Both the partial annuity and part-time salary are subject to applicable income taxes
and withholding.

A portion of the phased annuity may be tax-free, reflecting return of contributions;
this is calculated according to IRS rules.

Upon full retirement, the tax-free portion of the composite annuity factors in phased

contributions already received.

Income planning during phased retirement is crucial:
You’ll need to balance paychecks, phased annuity, potential TSP withdrawals, and Social
Security timing to maximize after-tax income and ensure long-term security.

Service Credit, Sick Leave, and Survivor Rules

Service during phased retirement counts as part-time credit, increasing the final
annuity at full retirement.

Unused sick leave cannot be used to compute the phased annuity but is credited in
the calculation of the full annuity after full retirement.

Deposits/redeposits for previous federal or military service must generally be made
before entering phased retirement status.
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Survivor annuity elections cannot be made on phased retirement income; instead,
the retiree is treated as an employee for survivor benefits. After full retirement,
standard survivor elections apply.

Agency and Program Limits

Participation requires agency approval and is voluntary for both employee and
agency.

Agencies may limit the number or duration of participants (often capped at two
years).

Employees may opt for full retirement at any point without waiting for agency
consent.

Planning Considerations for Federal Employees

Budgeting: Carefully model all sources of income (salary, partial annuity, potential
TSP withdrawals) and estimate taxes. Consider how phased retirement impacts
Social Security, healthcare, and long-term savings rates.

Retirement Accounts: Continue maximizing TSP (if possible) during phased status,
as contributions and catch-up provisions may remain available.

Tax Efficiency: Structure withdrawals and distributions to stay in favorable tax
brackets and delay Social Security for higher lifetime benefits if feasible.

Knowledge Transfer and Handover: Use the phased period for succession planning,
skill transfer, and strategic work arrangements—preserving legacy while reducing
personal stress.

Advantages of Phased Retirement

Smoother Transition: Eases emotional and financial shock of suddenly stopping
work.

Income Flexibility: Supplements pay with annuity—matching needs and lifestyle.

Knowledge Preservation: Supports institutional continuity and knowledge transfer.
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e Personal Satisfaction: Allows more free time for hobbies, education, or family—
while maintaining meaningful engagement.

Feature Phased Retirement Benefit

Partial Annuity + Salary Income diversification and stability
Insurance Continuity Maintains FEHB and FEGLI at full-time rates
TSP Participation Continued savings and loan access

Service Credit Boosts final annuity at full retirement
Flexible Exit Opt for full retirement at any time

Phased retirement is not just a tool for easing into life after federal service; it’s a
sophisticated way to customize your final working years, strengthen your financial base,
and make the most of your legacy. With proper planning, this model ensures a financially
and personally rewarding transition into the next chapter of your life.
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Chapter Eight

Customizing Annuities for Federal Employees

Federal employment delivers unique retirement planning opportunities—but also demands

tailored solutions to meet both personal and federal-specific needs. Customizing annuities
is one of the most effective ways for federal employees to bridge gaps, maximize benefits,
and address the realities of long, fulfilling retirements.

Why Customization Matters

Federal retirements often draw upon a mix of income sources: FERS or CSRS pensions,

Thrift Savings Plan (TSP), Social Security, and personal savings. Each federal employee’s

needs, timing, and goals are unique. Off-the-shelf annuity contracts may miss key

nuances, but customization allows you to:

Coordinate annuity payouts precisely with pension, Social Security, or post-
retirement job start dates.

Address income gaps (like the years before Social Security eligibility).

Protect spouses, dependents, and heirs through personalized survivor and
beneficiary options.

Layer in inflation protection or other riders suited to your health, longevity, and
family.

Key Customization Features

1. Payout Timing

Immediate Income Annuities: Start payments right after you retire or leave service,
providing a seamless “replacement paycheck.”

Deferred Income Solutions: Schedule payouts for a future date (such as right before
age 62 or 67), targeting when TSP withdrawals slow or Social Security begins.

“Laddering” Annuities: Stagger different contracts to deliver income in phases—
filling specific gaps or matching anticipated cost jumps (like Medicare eligibility or
mortgage payoff).
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2. Survivor and Spousal Protection

Federal employees often need income to continue for a spouse or family member.
Annuitizing with “joint and survivor” options, period certain backups, or return-of-premium
riders allows you to balance your payout needs with your legacy goals.

3. Inflation Riders

Given that federal pensions (particularly FERS) provide only partial inflation protection, you
can choose annuities that grow income annually—either with a fixed COLA, linked to CPI,
or offering step-up increases based on index performance.

4. Aligning With the FERS Supplement and Social Security

Many federal employees benefit from the FERS Supplement until age 62. Custom-fitted
annuities can be deferred to kick in right when this benefit ends, or when Social Security
begins, providing a smooth transition and eliminating income “cliffs.”

5. Integrating With TSP Withdrawals

As TSP balances are liquid and may be subject to market swings, a customized annuity lets
you secure core expenses, reduce required minimum distributions, and keep more savings
invested for long-term growth.

Steps to Create a Custom Annuity Plan

1. Analyze Your Expected Income Timeline: Map out when each source (pension,
supplement, TSP, Social Security) starts and stops.

2. Estimate Core and Discretionary Expenses: Identify how much needs to be
absolutely guaranteed (the “income floor”).

3. Choose Annuity Types and Riders: Pick the payout mode (immediate, deferred, joint,
period certain) and desired inflation, health, or beneficiary protections.

4. Coordinate With Retirement Milestones: Align annuity income start dates to cover
gaps after early retirement, loss of the FERS Supplement, or delayed Social Security.

5. Review With a Specialist: Federal retirement benefits are complex—consult an
advisor with experience in both the federal system and annuity contracts for
personalized modeling.
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Example: Custom Annuity Timeline

Age/Event || Source Income Strategy

58 Retire Pension + partial TSP withdrawal

60 Annuity kicks in Deferred annuity payments begin, filling gap until Social Security
62 FERS Supplement ends | Annuity income continues, Social Security application reviewed
67 Social Security Annuity shifts to supplement status, TSP withdrawals reduced

Benefits Summary

Customization Option

Federal Employee Advantage

Deferred payout

Eliminates income gaps, bridges to Social Security

Joint/spousal payouts

Protects surviving family

Inflation adjustments

Offsets limited COLAs from FERS, TSP

Coordinated withdrawals

Reduces market risk, controls tax brackets

Beneficiary designations

Streamlines legacy, aligns with FEGLI/FEHB

Customizing annuities is more than picking a product: it’s about crafting a complete,
stable retirement income plan that fits the exact needs of you, your career, and your
family. With thoughtful planning, federal employees can integrate pensions, TSP, and
annuities for a lifetime of financial confidence, no matter how retirement unfolds.
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Survivor Benefits and Spousal Protection

Survivor benefits are an essential part of federal retirement planning, ensuring your loved
ones have financial support if you pass away. For federal employees and retirees,
understanding the structure, eligibility rules, and options available under FERS, CSRS, and
related programs is crucial for protecting your spouse and family—and for building true
peace of mind into your retirement strategy.

FERS and CSRS Pension Survivor Benefits
CSRS Survivor Benefits

o Percentage: Surviving spouses can typically receive up to 55% of the retiree’s
unreduced annual CSRS pension.

o Eligibility: Spouses must generally have been married for at least nine months,
though exceptions exist for accidental death or if there was a child of the marriage.

¢ Reductions: Your own annuity will be reduced to provide for this benefit. Elections
are made at retirement and can sometimes be changed after major life events.

e Children/Other Dependents: Unmarried children under age 18 (or up to 22 for full-
time students), and disabled children (if disabled before 18), may qualify for
monthly survivor benefits.

FERS Survivor Benefits

e Percentage: Spouses may be eligible for a survivor annuity of either 50% or 25% of
the retiree’s unreduced FERS pension, depending on the election made at
retirement.

e« Basic Employee Death Benefit: If an employee dies while still working, the surviving
spouse may receive a lump sum equal to approximately 50% of the employee’s final
salary (or high-3), plus an additional indexed amount (about $34,500 as of 2019),
payable as a lump sum or over three years.

o Eligibility: Spouses must generally be married for at least nine months, or
exceptions apply as above.

e Children: Similar to CSRS, FERS provides for unmarried minor or disabled children,
with benefit amounts adjusted annually for inflation.
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Survivor Benefits for Divorced Spouses and Others

e Former Spouses: Court orders can require survivor benefits to be paid to former
spouses, depending on the terms of the divorce and the retirement system involved.
Benefits may end on remarriage before age 55 for former spouses.

e Order of Precedence: In addition to spouse and children, designated beneficiaries
for lump-sum return of contributions receive the balance, following strict federal
order if no beneficiary is named.

How to Elect and Manage Survivor Benefits

e Elections are typically held at the time of retirement. You must specifically elect to
provide a survivor benefit; otherwise, your spouse may not receive a pension after
your death.

e The costis areduction on your monthly annuity. For example, in FERS, providing a
full 50% survivor benefit reduces your basic pension by about 10%.

e Elections can sometimes be changed if you remarry, divorce, or experience certain
qualifying life events—though deadlines and paperwork must be observed.

e Survivor benefits are payable for life unless the surviving spouse remarries before
age 55 (exceptions apply for long marriages or post-1995 remarriages).

Additional Federal Survivor Protections

e Thrift Savings Plan (TSP): The TSP passes to your designated beneficiaries. If your
spouse is your beneficiary, they inherit a beneficiary participant account, retaining
tax-advantaged status.

e FEHB and FEGLI: Eligible surviving spouses and dependents may continue federal
health and life insurance coverage if survivor annuity is chosen.

¢ Basic Employee Death Benefit (FERS): Lump sum or installment payout can help
cover immediate financial needs or debts.

e Social Security: FERS-covered employees qualify for Social Security survivor
benefits; the amount depends on your record and your spouse’s age at claim.
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Customizing Survivor Benefits

e Partial vs. Full Survivor Annuity: Weigh the tradeoff between a reduced annuity for
yourself and the income safety net for your spouse.

¢ Contingency Planning: Designate primary and contingent beneficiaries for your TSP,
pension, and life insurance.

e Coordinate With Other Income: Model your survivor’s combined income from
FERS/CSRS, TSP, Social Security, and any annuities to ensure their needs are met.

Survivor Protection Option Benefit for Spouse and Family

Full Survivor Annuity (CSRS/FERS) 55% (CSRS) or 50% (FERS) of your pension after death
Partial Survivor Annuity 25% (FERS) option for lower reduction and payout
TSP Beneficiary Designation Immediate or continued access to TSP funds

Basic Employee Death Benefit (FERS) Lump sum for immediate support

Health & Life Insurance Continuity Maintains FEHB/FEGLI if annuity elected
Court-Ordered Benefits Protects former spouses, children, per divorce terms

Practical Steps and Tips
e Regularly review and update your beneficiaries after major life changes.

¢ Communicate your choices with your spouse and heirs so they are fully prepared to
claim benefits and understand eligibility.

e Consult with qualified retirement advisors on integrating survivor annuity elections
into your broader estate and income plan.
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Survivor benefits are a crucial—and sometimes complex—guarantee of lasting financial
protection for those who matter most. By making informed choices, federal employees can
be confident that their spouses and loved ones will be cared for, no matter what the future
brings.

Period Certain vs. Lifetime Payout Options

Choosing the right annuity payout option is one of the most important decisions federal
employees make when planning retirement income. The two most common options,
Lifetime (Life Only) and Period Certain, have distinct structures, advantages, and trade-
offs. An informed choice can determine how much income you receive, how long payments
last, and what kind of financial protection you offer to beneficiaries.

Lifetime (Life Only) Payout Option

A lifetime payout (also called “life only” or “pure life annuity”) guarantees you an income
stream for as long as you live. Regardless of whether you live 5 years or 40 years after
starting payments, the insurer will continue making payments until your death.

e Advantage: Removes the risk of outliving your retirement savings—your income
continues no matter how long you live.

e Drawback: If you pass away early, remaining funds do not go to your beneficiaries;
payments end with your death, and the insurer retains the leftover assets.

e Monthly Income: Typically, higher than other payout options, since the insurer may
not have to pay for an extended period.

e Bestfor: Retirees in good health who want to maximize monthly payouts and do not
need to leave annuity income to heirs or dependents.

Period Certain Payout Option

A period certain annuity guarantees income payments for a specified time—often 10, 15, or
20 years—regardless of how long you live.

e« Advantage: If you die before the period ends, payments continue to your named
beneficiaries for the remainder of the guaranteed period.
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Drawback: If you outlive the period, payments stop after the specified number of
years, leaving you without further annuity income.

Monthly Income: Usually higher than life only, but lower than life with period certain,
since the insurer knows exactly how much they will pay out.

Best for: Those with dependents, or who want to guarantee a legacy payment, and
those who expect to need income for a known period time.

Life with Period Certain (Hybrid Option)

This hybrid option combines lifetime income with a minimum guaranteed period—say, 10,

15, or 20 years.

How it works: Payments last as long as you live. If you pass away before the
guarantee period ends, your beneficiary receives payment for the remainder of that
period.

Advantage: Provides peace of mind that your beneficiaries are protected from the
risk of early death; you still retain lifetime income if you live longer than the period
certain.

Drawback: Because the insurer is accepting more payout risk, your monthly
payment is generally lower than for "life only" or "period certain only" payouts.

Consideration: No payments to beneficiaries after the guarantee period lapses
unless an added rider is purchased.

Comparing Key Features

Feature Life Only Period Certain Life with Period Certain
For your For life and minimum

Income Guarantee | lifetime For specified years period

Beneficiary Remainder of period (if early Remaining period (if early

Coverage None death) death)
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Feature

Life Only Period Certain Life with Period Certain

Payment Size

Higher (than hybrid/life+period
Highest certain) Lower than life only

Later of death or period-

Ends When Annuitant dies || Period ends end
Longevity Risk Eliminated Possible (if you outlive period) Eliminated
Legacy Protection No Yes (within period) Yes (within period)

Practical Planning Considerations

Choosing lifetime payouts is best for retirees with no dependents, strong health, or
no legacy needs—maximizing monthly income and ensuring a lifelong "paycheck".

Choosing period certain payouts suits those who want to guarantee payments for a
set time—useful for specific goals like paying off a mortgage, supporting a child, or
covering planned expenses.

Choosing life with period certain (the hybrid) works well for those who want both
longevity protection and legacy income for beneficiaries in case of premature
passing.

Trade-offs: The more guarantees you add (for beneficiaries, for fixed periods, or joint
lives), the lower your monthly payment will be, since the insurer factors in the
greater likelihood of paying more total benefits.

Summary

Period certain and lifetime payout options are both valuable for federal retirement planning

but serve different needs. Lifetime options provide lifelong security, while period certain
options offer greater legacy protection. The hybrid “life with period certain” may deliver the
best of both worlds, balancing income, risk, and beneficiary coverage.
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Before choosing, weigh your health, financial dependents, overall retirementincome
needs, and goals for leaving money to heirs. Consider discussing options and trade-offs
with a qualified retirement adviser.

Joint Life Annuities

Joint life annuities—often referred to as joint and survivor annuities—are specially
designed retirement income contracts that guarantee payments for as long as either of two
people, usually spouses, are alive. This payout structure serves as a safety net for couples,
ensuring that a surviving spouse (or other designated partner) will continue receiving
income after the other has passed away. Let’s explore how joint life annuities work, their
options, strengths, and trade-offs, particularly for federal employees approaching orin
retirement.

What Is a Joint Life or Joint & Survivor Annuity?

Ajoint and survivor annuity pays a regular income to you and, after your death, continues
payments to another person (the "survivor," usually your spouse) for the rest of their life.
This is different from a single-life annuity, which pays only until the annuitant dies, with
nothing further to a spouse or beneficiary.

How it works:

e Bothyou (the primary annuitant) and your chosen survivor are covered by the
annuity contract.

e Payments begin when the annuity is purchased or activated.

e When either partner dies, the other continues to receive payments—often at a set
percentage, such as 50%, 75%, or 100% of the original amount.

Payout Structure Options

When setting up a joint annuity, you choose how much of your annuity payout will continue
to your survivor:

e 100% Joint and Survivor: Survivor receives full payments for life after your death.

e 50% or 75% Joint and Survivor: Survivor receives half or three-quarters of the payout
after the original annuitant passes away.
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Sometimes, other ratios are available, and some plans offer survivor payout for a
non-spouse dependent.

The higher the payout for the survivor, the lower the initial monthly payment for you while

both annuitants are alive.

Key Advantages

Lifetime Security: Guarantees that neither spouse will outlive the annuity income,
no matter who passes first.

Predictable Income: Offers consistent, reliable payments unaffected by market
volatility.

Estate Planning Simplicity: Payments automatically shift to the survivor without
probate or claim paperwork.

Peace of Mind: Couples can budget with confidence, knowing core living expenses
will continue to be met.

Potential Drawbacks

Lower Initial Payments: Because the insurer expects to pay out over two lifetimes,
your monthly payout is lower than a single-life annuity of the same size.

Irrevocable Choices: Once issued, you usually cannot change beneficiaries or
payment ratios, so your original decision is permanent.

Limits on Lump Sums: Survivors receive income, not a lump sum. This may be less
suitable if your spouse will need large cash at one time for medical expenses, debts,
or estate matters.

Tax Treatment: Income received is taxable at ordinary income rates for the recipient.

110



Joint Life vs. Single Life Annuity

Feature Single Life Annuity Joint Life (Joint & Survivor) Annuity
Pays for... Annuitant's lifetime only Both lifetimes; until last survivor dies
After death Payments end Survivor continues receiving income

Initial payment size

Highest

Lower (for same premium)

Suitable for

Singles, no dependents

Couples, dependents, spouses

Legacy option

No payout (unless period certain or refund)

Only as income to survivor

Customization for Federal Employees

Joint and survivor options are available in both government and private annuity contracts.

For TSP withdrawal annuities, for example, you can select various survivor percentages.

This allows couples to structure a "replacement paycheck" that covers core expenses for

either partner’s life.

¢ Qualified Joint and Survivor Annuity (QJSA): Government and ERISA plans must offer
a "qualified joint and survivor annuity" (often 50% or higher for the spouse) as the

default payout for married participants, unless the spouse consents to a different

option.

e Federal Pension Survivor Options: These are conceptually similar, with a reduced

retiree pension in exchange for continued payouts to a surviving spouse, and should

be coordinated with annuity planning.

Practical Decision Factors

¢ Your spouse’s otherincome: If your spouse relies on your retirement income, a joint

annuity offers key security. If they have ample other assets, you might not need the
survivor option, or you might choose a lower percentage.
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¢ Health and Age: If one spouse is much younger or healthier, joint life annuities are

especially valuable.

o Desire for Simplicity: For couples wanting to guarantee core expenses are covered

for either lifetime, joint annuities provide unmatched simplicity and peace of mind.

o Irrevocability: Carefully consider payout amounts and beneficiaries before signing,

as changes are usually not permitted once the annuity is set up.

Summary Table: Joint Life Annuities at a Glance

Feature

Joint & Survivor Annuity

Pays for

Both annuitant and survivor's lifetime

Survivor’s % of payment

50%, 66%, 75%, 100% options

Initial payout vs single-life

Lower

Spousal protection

Yes; income lasts for life of survivor

Taxation

Ordinary income for recipient

Irrevocable once started?

Yes in most cases

Joint life annuities offer federal retirees and their spouses potent protection against

longevity and income disruption, ensuring steady, reliable income no matter who lives

longer. Weigh the payout options, survivor needs, and integration with federal benefits to

craft a plan that delivers peace of mind for you both.
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Chapter Nine

Common Myths About Annuities

Annuities can be powerful tools for securing reliable, lifelong income during retirement—
especially for federal employees seeking to protect their standard of living. But persistent
myths and misunderstandings often cause people to overlook the many benefits annuities
provide. Let’s address and clarify the most widespread misconceptions, so you can make
informed decisions about your financial future.

Myth 1: Annuities Are Only for Retirees

Reality:

While many people purchase annuities in retirement, they’re also valuable for those still
working and saving. Deferred annuities allow you to accumulate funds tax-deferred before
you nheed income. Younger savers who have maxed out 401(k) and IRA contributions can
use annuities for additional, tax-advantaged growth and guaranteed income later.

Myth 2: Annuities Are Overly Expensive or Have High Fees

Reality:

Fee structures differ among annuity types. While some variable annuities may come with
notable costs, many fixed and fixed indexed annuities have little or no direct annual fees.
Riders (optional benefits) may add costs, but can also significantly enhance income
protection, flexibility, or legacy benefits. Comparing products and understanding what you
pay for is vital—just like with mutual funds.

Myth 3: Annuities Lock Up Your Money and Limit Access

Reality:

Most annuities offer partial annual withdrawals, typically around 10% of the account value,
without penalty during the surrender period. There are also waivers for terminal illness,
nursing home care, or disability in many contracts. It’s important to review contract terms,
but full loss of liquidity is largely a myth, especially after the surrender window closes.
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Myth 4: Annuities Don’t Grow with the Market

Reality:

Modern annuities provide multiple growth options. Fixed indexed annuities earn interest
tied to positive index performance, offering growth potential while protecting your principal
from market loss. Variable annuities offer direct participation in markets, similar to mutual
funds—though with risk. Only fixed annuities have guaranteed returns, typically at rates
that match or modestly exceed CDs or Treasury securities.

Myth 5: If | Die Early, the Insurance Company Keeps My Money

Reality:

Annuity products offer numerous beneficiary options. With most contracts, any remaining
value, whether unspent principal (in deferred contracts) or unpaid installments (in period-
certain or refund contracts)—passes directly to your chosen beneficiaries. “Life-only”
payout options do end at death, but survivors are protected in most other structures.

Myth 6: Annuities Are Too Complicated to Understand

Reality:

While some annuity features are nuanced, most are easy to grasp with guidance. Fixed and
fixed indexed annuities especially are straightforward: you contribute funds, select your
growth and income preferences, and then enjoy predictable payouts or account growth.
Working with a professional can help ensure suitability and transparency.

Myth 7: | Don’t Need an Annuity if | Have a Pension and TSP

Reality:

TSP and your federal pension form a strong income foundation—yet annuities add layers of
protection against longevity risk, market volatility, and inflation. They can bridge retirement
income gaps, offer survivor benefits, and guarantee income you can’t outlive. For federal
employees, annuities often strengthen and personalize a pension-based plan.
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Myth 8: All Annuities Are the Same

Reality:

Annuities come in many flavors: fixed, fixed indexed, variable, immediate, and deferred.
Each has unique risk, return, and feature profiles, allowing you to tailor your contract
precisely to your retirement goals, income needs, and family situation.

Summary Table: Truth vs. Myth

Myth The Reality

Only for retirees Useful for savers, accumulators, and retirees

Too expensive/high fees Fees vary; many annuities have low or no direct annual fees
Locked up forever Many offer partial withdrawals and medical waivers

Can’t grow with markets Indexed/variable annuities offer market-linked growth
Money is lost if | die early Beneficiary options and refund provisions protect families
Too complex for most people Fixed, indexed products are straightforward with guidance
Redundant for those with Annuitization adds security, inflation protection, and bridges
pensions/TSP gaps

All annuities are identical Wide variety; tailor for your own retirement needs

Dispelling annuity myths opens the door to using these products wisely. By learning the
facts and consulting trusted professionals, federal employees can confidently build
retirement plans that are as flexible and resilient as their own careers.
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“Annuities Are Too Expensive”: Fact vs. Fiction

A common concern about annuities is that they’re “too expensive”—but this is a

misconception that deserves clarification. For federal employees evaluating retirement

strategies, understanding actual annuity costs—and how they compare to other financial

products—can reveal that annuities are often reasonably priced for the peace of mind and

guarantees they provide.

Where the “Too Expensive” Myth Originates

This myth stems from several factors:

Complex fee structures in some variable annuities in the past, leading to high costs
that weren’t always transparent.

Confusion between different annuity types, since fixed, fixed indexed, and
immediate annuities often have little or no direct annual fees.

The tradeoff between guarantees and payout size—obtaining income for life,
inflation protection, or survivor benefits may reduce your initial payout, leading
some to perceive annuities as costly.

Optional riders: Enhancements like guaranteed minimum income or inflation
protection come with extra fees, but they add value and security.

The Real Costs of Annuities

1. Fixed and Fixed Indexed Annuities

Generally Low or No Annual Fees: These contracts typically don’t charge ongoing
management fees, unlike mutual funds or many variable annuities. The insurance
company builds its profit margin into the offer by controlling the interest rate, index
cap, or participation rate.

Surrender Charges: If you withdraw more than an allowed percentage (often 10%)
during a contract’s surrender period (usually 5-10 years), you may incur a charge.
Afterward, withdrawals are usually free of charge.

Optional Rider Fees: Riders—such as forincome guarantees or inflation
adjustment—-carry explicit annual charges (typically 0.5% to 1.5% of your contract
value). But these are transparent and only apply if you elect the rider.
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2. Variable Annuities

Explicit Annual Fees: Variable annuities include “mortality and expense” (M&E)
charges (roughly 1-1.5%), investment management fees (0.5-2%), and rider
charges. These can add up to 2-4% annually, and scrutiny is warranted.

Comparison to Mutual Funds: While variable annuities can be expensive, mutual
funds or managed accounts often charge similar or even higher fees—especially
when factoring in advisor commissions and transactional costs.

What You’re Paying For

When you choose an annuity, costs are balanced against the guarantees you receive:

Lifetime Income: Provides insurance against outliving your savings.

Principal Protection: Fixed and fixed indexed annuities guarantee your original
depositis shielded from market losses.

Customization: Optional features let you design a plan for inflation, survivorship, or
legacy—all at transparent and, in many cases, modest additional cost.

Simplicity and Peace of Mind: Unlike complex withdrawal strategies from TSP or
IRAs, annuities offer automatic, hands-off income.

Comparing to Other Products

TSP and Index Funds: Boast very low expense ratios. However, they do not provide
lifetime income guarantees, principal protection during drawdowns, or built-in
flexibility for income planning or survivor options.

Actively Managed Mutual Funds: Expenses can approach or exceed those of
annuities, especially after accounting for transaction costs, advisor fees, and taxes
on gains.

Managed Account Services: Fees of 1-2% of assets per year are common, with no
guarantee of income.
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How to Avoid Unnecessary Expense

¢ Work with trusted advisors who can clearly explain costs and benefits.

e Review contract details: Choose only riders or features you truly need—each

additional guarantee or option costs extra.

e Shop and compare: There is significant competition in the annuity marketplace,

which puts downward pressure on costs and improves transparency.

When Fees Are a Good Value

If an annuity protects you from outliving your retirement savings, offers inflation or
survivorship protection, and lets you sleep well at night, the proportional fee for these
features may be well worth it—especially compared to the risk of running out of money,

facing steep losses, or exposing your family to avoidable hardship.

Product Type

Typical Annual Fee
Range

Guarantee Provided

Key Considerations

Fixed Annuity

0% (built into yield)

Principal, interest, lifetime
income

Low cost, no hidden fee

Fixed Indexed
Annuity

0-1% (for riders only)

Principal, indexed growth,
income

Optionalrider fee

Market-linked growth,

Higher costs, understand

Variable Annuity 2-4% income details
Mutual Funds 0.05-2% No guarantees No insurance, market risk
Advisement Fees 0.5-2% None Stacking fees common
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Conclusion:

Annuities are not inherently “too expensive.” With low fees for fixed and fixed indexed
products, transparent rider charges, and substantial value when compared to other
managed accounts, annuities let you trade a small part of your wealth for peace of mind,
safety, and the certainty of lifetime income. The right annuity, chosen carefully, is a cost-
effective solution for federal employees seeking stable retirement.

“l Lose My Money If | Die Early”

One of the most common fears about annuities is the notion that “if | die early, the
insurance company just keeps all my money.” While that can be true for basic “life only”
payout options, it’s a myth for most modern annuity products—which offer multiple ways
to protect your savings for your loved ones. Understanding how annuity death benefits work
brings clarity, security, and confidence to your retirement income decision.

How Annuity Death Benefits Really Work

1. During the Accumulation Phase

If you die before you start receiving payments (during the growth or deferral period), your
beneficiary typically receives either the contract value or the total premiums paid
(whichever is greater).

2. After Annuitization (“Payout Phase”)
What happens next depends on the payout structure you chose:

e Life Only Option: Pays income only during your lifetime; payments stop at death,
and any remaining value stays with the insurer. This is the source of the “lose my
money” myth—but it’s only one of many possible choices.

e Period Certain, Life with Period Certain, Joint Life, and Refund Options: Many
annuities pay out to your beneficiary if you pass away before collecting all the value
you paid in—or if a minimum guarantee period hasn’t elapsed.

Annuity Payout Options That Protect Heirs

Period Certain:
Select a guaranteed payout duration (e.g., 10, 15, or 20 years). If you die within that
window, your beneficiary receives payments for the balance of the period.

119



Life with Period Certain:
Combines a lifetime payout with a guaranteed minimum period. If you die before the
guarantee is up, beneficiaries receive payments for the remaining time.

Joint and Survivor:
Payments continue for as long as either you or your chosen beneficiary is alive. This is
widely used by couples for security.

Refund/Return of Premium Rider:
If you die before receiving payments equal to your total premiums, the remaining amountis
paid out to your heirs in a lump sum or installments.

Guaranteed Minimum Death Benefit (GMDB):
Optional riders can protect a certain contract value for heirs, no matter what happens to
the markets or how long you live.

Beneficiary Payout Options

e Lump Sum: Beneficiary receives all remaining value at once (often subject to
ordinary income taxes).

¢ Installment Payments: Heirs may choose to “stretch” payments over years, which
can spread out tax consequences.

e Combination or Custom Schedules: Some contracts allow complex planning,
particularly for non-spouse or multi-generational beneficiaries.

Example in Practice

Suppose you purchase an annuity with a 15-year period certain but pass away after 5 years
of payments. Your beneficiary would receive the remaining 10 years of annuity payments—
ensuring none of your money “disappears” due to early death.

Alternatively, choosing a “return of premium” annuity means your beneficiaries get back
any premium dollars not yet paid out, no matter when you pass away.
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Weighing Trade-Offs

e Larger Guarantees, Lower Payout:
The more robust the death benefit or guarantee, the smaller your monthly payment

(since the insurer expects to pay more, possibly to your heirs).

¢ Life Only Maximizes Lifetime Income:
If your goal is the largest possible monthly check—and you are less concerned with
leaving funds to heirs—Ilife only is optimal but riskier for legacy.

Summary Table: Annuity Payouts and Death Benefits

Payout Type

If You Die Early...

Protection for Heirs?

Life Only

Payments stop

No

Period Certain

Payments continue to heirs

Yes (for remaining period)

Life w/ Period
Certain

Payments continue to heirs (if death is before
period ends)

Yes

Joint & Survivor

Payments continue to survivor

Yes (spouse or chosen
beneficiary)

Refund Option Contributions refunded if unrecovered Yes
Yes (guaranteed minimum
GMDB/Rider Contract value paid to heirs amount)

In today’s marketplace, you do not have to choose between lifetime income and protecting

your legacy. Modern annuities offer abundant options to preserve your investment for loved

ones, defeating the old myth that “l lose my money if | die early.” Always clarify your payout

structure and survivor choices with both your advisor and your insurer before purchasing,

so your retirement—and your family’s future—are safe and secure.
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“l Don’t Need One Because | Have a Pension”

Many federal employees believe a federal pension (FERS or CSRS), along with Social
Security and TSP, eliminates the need for an additional annuity. While federal retirement
benefits are uniquely strong, relying solely on the pension system may leave gaps in your
retirement plan. Exploring the role of private annuities—and how they enhance government
benefits—can strengthen income security, flexibility, and peace of mind.

The Realities of Pension Benefits

FERS and CSRS pensions provide a predictable monthly payment for life, calculated based
on your years of service and your “high-3” salary average. For most FERS retirees, this
replaces around 30-40% of pre-retirementincome. CSRS pensions are more generous,
sometimes exceeding 50% for long-tenured workers. Social Security and the TSP are
designed to complement this benefit, providing additional streams of retirement funding.

However, these traditional sources don’t always guarantee full coverage of retirement
needs:

e Longevity Risk: If you live 30-40 years after retirement, inflation and unexpected
expenses can outpace fixed pension payments.

e COLA Limits: FERS COLAs lag high inflation; CSRS matches inflation, but neither
keeps up with sharp medical or long-term care costincreases.

o Early Retirement Gaps: FERS supplement and Social Security may leave a gap
before age 62.

e Market Risk: TSP withdrawals are exposed to sequencing risk—poor early returns
can deplete balances, leaving your pension as your only income.

How Annuities Complement Pensions

1. Lifetime Income Floor

A private annuity provides a separate, contractually guaranteed “replacement paycheck”
for life, strengthening your foundation beyond the pension and Social Security. Annuities
can insure core needs—housing, food, health care—leaving TSP and other assets for
discretionary use.
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2. Inflation Protection
By adding annuities with inflation riders, you can create income that rises with the cost of
living—hedging against the FERS “diet COLA” effect or periods of surging expenses.

3. Spousal and Survivor Security

Pensions decrease significantly if you choose higher survivor benefits, and only cover a
portion of your full benefit. Joint-and-survivor private annuities let you dial in survivor
income, add period certain coverage, or include contingent beneficiaries to fit complex
household needs.

4. Bridge Gaps and Manage Timing
Deferred orimmediate annuities can be timed to bridge the income gap if you retire before
Social Security starts, or if you want to delay claiming Social Security for a higher benefit.

5. Diversification and Risk Management

Market downturns can hit your TSP hard just as you retire. Layering in a private annuity
assures you’re not wholly dependent on market results, and preserves income even in
difficult economic cycles.

Example Scenario

A FERS retiree leaves federal service at 57, with a pension covering half herincome needs.
Her TSP is invested for growth, but markets are uncertain. By using a portion of her TSP to
buy an immediate fixed indexed annuity, she guarantees another steady income stream—
protecting her from market downturns and ensuring her lifestyle doesn't suffer if
investments underperform. If she lives well past 90, her annuity will keep paying even after
the pension and TSP are depleted.

Key Takeaways
Retirement Provides Limitations Annuitization Adds
Resource
FERS/CSRS COLA caps, percentage of Extra income, spousal
Pension Lifetime benefit salary, survivor reduction options
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Retirement
Resource

Provides

Limitations

Annuitization Adds

Social Security

Lifetime benefit

Start age matters, COLA only

Delays/bridging, timing
flexibility

TSP

Savings & growth

Market and withdrawal risk

Shielding essential income

Private Annuity

Lifetime income,
flexibility

Optional; cost; can match COLA
and survivor needs

Full customization,
“paycheck for life”

Conclusion

Federal pensions offer an exceptional base, but they’re not a one-size-fits-all solution for
longevity, inflation, market risk, and survivor needs. Annuities let you personalize your
retirement—complementing government benefits and closing the gaps only you can
define. For most federal employees, including an annuity in your plan transforms a very

good retirement into an outstanding and resilient one.
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Chapter Ten

When and How to Buy an Annuity

Annuities can be powerful tools for establishing reliable, guaranteed retirement income.

Yet many federal employees wonder, “When is the right time to buy an annuity? How do |
find the best fit and purchase one safely?” This chapter delivers practical guidance for
making a smart, confident annuity purchase suited to your needs.

When to Buy an Annuity

Ideal Timing by Annuity Type

Deferred Annuities:

Suitable if you’re years away from needing income and want time for compound,
tax-deferred growth. Many experts suggest considering purchases in your 50s or
early 60s, so assets can accumulate before payout begins.

Immediate Annuities:

Best purchased as you approach or enter retirement and need to convert assets
(like TSP or savings) into income right away. Buying between ages 60-70 can provide
strong payout rates while ensuring maximum coverage during retirement.

Income Longevity Annuities:
Deferred income annuities starting at a later age (e.g., 80) can be bought in your late
50s or 60s—providing a “backstop” for long lives.

Factors to Consider

Interest Rate Environment: Higher rates generally produce higher payout ratios.
Timing purchases during favorable markets can enhance income.

Retirement Date: Coordinate annuity start with your separation from service, end of
the FERS supplement, or Social Security eligibility for a seamless income plan.

Health & Longevity: Good health or a family history of longevity favors earlier
purchases, locking in years of stable income.

Financial Needs: Identify gaps in your expected cash flow, and seek to fill essentials
with guaranteed annuity payments.
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How to Buy an Annuity: Step-By-Step

1. Define Your Goals
Decide why you want an annuity—lifetime income, inflation protection, spousal security,
legacy, or tax-deferred growth—and for what portion of your retirement budget.

2. Research Types of Annuities

Explore the differences (immediate, deferred, fixed, fixed indexed, variable). Each has
trade-offs; match contract features (COLA, riders, survivor options) to your personal needs
and concerns.

3. Calculate Timing & Amount

Work with your retirement projections. Use pension estimates, expected Social Security,
and TSP savings to figure out how much guaranteed monthly income you’ll need from an
annuity now or in the coming years.

4. Compare Providers and Products

e Shop multiple insurers for rates, features, and financial strength.

e Pay attention to company ratings (A.M. Best, Moody’s, S&P).

¢ Understand fee structures: surrender charges, rider costs, any annual maintenance.
5. Finalize Paperwork and Funding

e Complete an application, beneficiary elections, and select payout start date and
options.

e Fund the annuity using eligible sources (savings, rollover from a 401(k), TSP, IRA,
etc.).

e Review the “free-look” period (typically 10-30 days) that lets you cancel for a full
refund if you reconsider.

6. Plan Ongoing Reviews
Revisit your annuity as part of annual retirement checkups, ensuring beneficiary
designations are up-to-date and that payouts still align with your needs.

Tips for Federal Employees

¢ Align with Retirement Milestones: Retiring at the end of the month, or the end of a
pay/leave period, can optimize pension and leave payouts as well as annuity start
dates.
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¢ Coordinate with Other Benefits: Structure annuity start to smoothly dovetail with
FERS, Social Security, or loss of the FERS supplement.

e Seek Objective Advice: Work with a trusted retirement advisor or federal benefits

specialist familiar with annuity integration for government retirees.

Summary Table: Annuity Buying Checklist

Step Key Actions
Identify the gap Determine income need, timing, longevity risks
Pick type Decide onimmediate, deferred, or longevity type

Match cash flow

Select payout date and frequency

Compare providers

Shop for rates, riders, financial strength

Understand terms

Review fees, surrender charges, inflation/COLA

Fund account

Use eligible rollover, TSP, IRA, or cash

Verify beneficiaries

Keep designations current and coordinated

Use free-look period

Reconsider or adjust if needed

When purchased thoughtfully, an annuity can fill gaps, cushion risks, and provide

confidence in your retirement years. Matching the right contract and provider with your

personal timeline and needs ensures you build a stable, resilient income for life.
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Ideal Age and Timing

When and at what age do you purchase an annuity is a crucial factor in maximizing income,
guaranteeing retirement security, and achieving flexibility with your retirement resources.
The “right” time varies by individual goals, annuity type, life circumstances, and broader
economic trends. This chapter explains how age and timing influence annuity benefits,
addresses federal employee considerations, and offers strategies to optimize your
decisions.

Why Timing Matters

The payout structure of an annuity is fundamentally linked to the age when you start the
contract. Insurers base guaranteed payments on your life expectancy:

e The later you purchase (and annuitize), the higher your monthly payments will be,
since the insurer expects to make payments for a shorter period.

e Buying earlier, particularly with deferred annuities, offers a longer period of tax-
deferred growth and greater flexibility in planning the distribution of income.

Interest rates, inflation outlook, and your health also factor into when to buy.

Typical Age Ranges and Their Advantages
Ages 50-60: Deferred Growth and Preparation
e Best for: Building future income streams, especially while still working.

e Pros: Payments to the contract can compound for many years before payout,
offering significant tax-deferred growth. Useful for setting up guaranteed income at
a chosen retirement date.

o Idealfor: Federal employees planning phased or early retirement and wanting to
lock in future lifetime income.

Ages 60-70: Transition and Retirement “Sweet Spot”

¢ Bestfor: Immediate to near-immediate income needs when transitioning from work
to full retirement.
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Pros: Higher monthly payouts—since annuitization at an older age means payments
are projected over fewer years. Protects against market risk at the most vulnerable
time (“sequence of returns risk”).

Aligns with: Receiving federal pension, starting Social Security, or converting TSP
savings into guaranteed retirementincome.

Ages 70 and Beyond: Longevity Insurance

Best for: “Deferred income” or “longevity” annuities, designed to start payouts in
advanced age.

Pros: Maximizes guaranteed payments later in life. Provides a “backstop” for retirees
worried about living into their 90s or beyond, supporting ongoing care or
unpredictable costs.

Factors Influencing the Best Age and Timing

Interest Rates: Generally, higher rates increase annuity payouts. Buying when rates
are favorable can lock in more income for life.

Retirement Milestones: Consider aligning annuity start dates with pension, Social
Security, or healthcare transitions.

Health and Life Expectancy: Good health and family longevity mean greater value
from lifetime annuities. For those facing health challenges, period certain or return-
of-premium structures may be more appropriate.

Income Gap Needs: If you’re retiring before Social Security eligibility, begin annuity
payouts to bridge that window.

Tax Considerations: Analyze current and projected brackets—sometimes, laddering
annuities over several years may spread taxable income and optimize net benefits.

Strategic Tips for Federal Employees

Coordinate with FERS Supplement: Structure payouts to fillincome needs after the
supplement ends and before Social Security starts.

Blend Immediate and Deferred Solutions: Mix contracts to layer income as your
needs change over time.
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¢ Review Forecasts Regularly: Life, financial needs, and market conditions shift.
Reviewing your plans every few years helps optimize timing and contract types for
current realities.

Summary Table: Timing and Age Scenarios

Age Range Best Annuitization Strategy Typical Motivation

50-60 Deferred annuity, growth focus Build future floor, lock long-term plan
60-70 Immediate or flexible payout Income security, transition from work
70+ Deferred “longevity” annuity Protect from outliving other resources

Conclusion

While there’s no universal “ideal age,” for many federal employees, buying an annuity
between 55 and 70 offers the best mix of higher lifetime income, flexibility, and robust
retirement planning. By considering your career milestones, income needs, health status,
and the structure of government benefits, you can time your purchase to create the most
resilient, fulfilling retirement—and peace of mind that lasts for years to come.

Choosing Between Immediate and Deferred

For federal employees considering annuities for retirement income, one of the most
important decisions is whether to choose an immediate annuity or a deferred annuity. Both
serve as powerful income solutions, but their timing, eligibility requirements, payout
structure, and strategic fit in your retirement plan differ notably. Here’s how to weigh the
pros, cons, and best uses of each.
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What Is an Immediate Annuity?

An immediate annuity is purchased with a lump sum and begins paying out guaranteed
income within a short period (usually 30 days to 12 months).

Ideal for:
e Retirees needing income right after leaving federal service.
e Converting a portion of TSP or savings into a stable “replacement paycheck.”

e Those anticipating few years between retirement and Social Security or other
benefits.

Features:
¢ No Accumulation Period: Payments start almost at once.
e Payout Options: Can be single or joint life, period certain, or a combination.

e Income Certainty: Locks in a predictable income, removing market and withdrawal
risk.

What Is a Deferred Annuity?

A deferred annuity is designed for those who wish to save and grow their contributions tax-
deferred before “turning on” income at a future date—often many years after purchase.

Ideal for:
¢ Younger employees retiring early and planning for future income.
+ Filling long gaps between federal retirement and Social Security eligibility.

e Providing “longevity insurance” for advanced ages (for example, starting at 80 or 85).

Features:

e Accumulation Period: Funds grow for many years before payout begins.

¢ Flexible Timing: You choose the future date to start income, matching other benefits
or life milestones.

e Payout Customization: Same options as with immediate annuities—single, joint,
period certain, with or without inflation adjustments.
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Comparing the Two: Key Considerations

Factor Immediate Annuity Deferred Annuity

Income Start Within 12 months of purchase Years after purchase, as chosen

Near/immediate post-
Use Case retirement need Longer-term planning, bridging gaps

Typical Age at
Purchase 60-70 50s-70s (sometimes younger)

Taxable income upon

Tax Treatment distribution Growth is tax-deferred until payments begin
Interest Rate Lock in rates later; benefits if interest rates rise
Impact Fixed at purchase, often higher in the future

Lower—income is fixed right Higher—defer to match benefits, changing
Planning Flexibility away needs
Longevity Yes, but focuses on near-term
Protection need Yes, especially for very late stage of retirement

Federal Employee Strategic Applications

¢ Immediate Annuity:
Useful for those retiring from federal service who need income until Social Security
begins, or wish to seamlessly convert part of their TSP balance into predictable
monthly payments.

e Deferred Annuity:
Beneficial if retiring early, facing a long “income gap,” or wanting to add an income
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floor that starts late in life (e.g., at age 80), supplementing FERS or CSRS as you get
older and healthcare or living needs rise.

Integration with Other Benefits

FERS Deferred Retirement:

Leaving federal service before full eligibility and claiming a deferred pension at 627 A
deferred annuity can provide supplemental income until government payouts
start—or cover periods with no health or life insurance.

Postponed Retirement:

If you meet age and service rules (MRA+10), you can “postpone” retirement—
pausing annuity start to avoid early reduction and preserve valuable health and life
insurance. Deferred annuities can synchronize with this approach for even
smoother cash flow.

Making the Choice: Questions to Ask

When will | need additionalincome?
Immediately after retirement, or better to grow funds for 5-20 more years?

How do my federal benefits align with my timeline?
Are there gaps between pension, FERS supplement, Social Security, or TSP
withdrawals to address?

How much flexibility do | need?
Will my income needs grow, start, or stop at unpredictable intervals?

Do I want to “ladder” income sources for different phases of retirement?

Summary: Which One to Choose?

Choose immediate annuities if you need income to begin right away, want to perfect
your retirement paycheck, value simplicity, and wish to avoid market risk during
withdrawal years.

Choose deferred annuities if you have time before income is needed, want
additional tax-deferred growth, plan to retire early or expect to need income for late-
in-life expenses, or desire maximum flexibility with your retirement income plan.
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By matching the right annuity structure to your retirement timeline, federal employees
ensure a smooth, predictable, and customized transition into—and through—retirement,
with concrete protection at every stage.

Buying Inside or Outside of TSP

For federal employees, one of the most significant retirement decisions is whether to
purchase an annuity using Thrift Savings Plan (TSP) assets—known as a TSP life annuity—or
to move funds outside TSP for a private or retail annuity. Each path has distinct pros, cons,
features, and flexibility implications for your overall retirement income strategy.

The TSP Life Annuity Option

When you retire, you may use all or a portion of your TSP balance to purchase an
immediate annuity through the TSP’s exclusive provider (as of 2025, MetLife). Your TSP
annuity involves:

o Certainty: Payments are guaranteed for your life (and, if chosen, a co-annuitant),
and often include options such as joint survivor, period certain, or inflation
adjustments.

o Simplicity: The TSP handles the paperwork, the pricing is transparent, and you don’t
have to shop among providers.

o Irrevocability: Once selected, the decision is permanent. The annuity is a single-
premium immediate annuity—meaning after purchase, you cannot surrender the
contract, access the principal, or change the payout option.

Pros of TSP Annuity
e Guaranteed, predictable income for life
e Simple setup, no shopping or negotiations

¢ No ongoing investment management required
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Cons of TSP Annuity

e lIrrevocable: You lose flexibility to change investments or access your lump sumin
emergencies.

o Potentially lower payouts: The TSP life annuity may offer more conservative payout
rates and fewer features than some outside commercial annuities.

¢ No continued participation in TSP funds: Once funds are annuitized, they stop
growing with the TSP's core funds.

Buying Annuities Outside of TSP

Withdrawing TSP funds and moving them to an IRA or non-qualified account allows you to
shop the broader insurance market for annuities. Retail annuities offer:

e Choice: Dozens of insurance companies compete for your business, each with
different rates, features, and optional riders.

e Customization: Choose from immediate, deferred, fixed, indexed, or variable
annuities—with options for inflation riders, return of premium, period certain,
liguidity features, and more.

o Potential for better income: By comparing market options, you may achieve higher
payouts, better contract flexibility, or more suitable legacy options for your family.

Pros of Outside Annuities
¢ Broad selection of products/features
e Potential for higher initial income or better inflation protection
e Ability to shop providers for higher financial strength and ratings
o Flexible beneficiary/legacy options
Cons of Outside Annuities
e More complex selection process; may require help from an advisor
e Varying fee structures and contractual terms—requires diligent comparison

¢ Must handle rollover/purchase paperwork and ensure compliance with IRS rules
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Hybrid Approaches

It's not an "all-or-nothing" decision. Many federal retirees choose to:

Annuity a portion of the TSP via the TSP life annuity for basic expenses

Leave the restinvested in TSP, taking scheduled withdrawals or lump sums as needs
arise

Rollover a portion for outside annuity purchase and retain TSP accounts for growth
or liquidity

Planning and Decision Tips

Evaluate essential vs. discretionary needs: Use guaranteed income (pension, Social
Security, annuity) to cover non-negotiable expenses, and keep growth-oriented or
liquid assets for extras and emergencies.

Understand the trade-off: TSP annuities maximize certainty, while self-managed TSP
withdrawals and outside annuities maximize flexibility and potential upside.

Review options annually: Your needs and available annuity rates may change; don't
hesitate to consult a federal benefits specialist before finalizing your approach.

Summary Table: Inside vs. Outside TSP Annuity Comparison

Feature

TSP Annuity

Outside (Retail) Annuity

Flexibility

Low

High (wide variety of contracts)

Payout Rates

Standardized

Competitive, often higher

Customization

Limited (few options)

Extensive

Survivorship Options

Yes

More choices
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Feature

TSP Annuity

Outside (Retail) Annuity

Inflation Protection

Some options

Broad range of riders

Lump Sum Withdrawals

No

Some contracts allow access

Administrative Simplicity

Yes

Moderate (requires shopping/paperwork)

Conclusion

Buying an annuity inside or outside the TSP boils down to your priorities: If lifetime
certainty, simplicity, and automatic payouts are top goals, the TSP life annuity is a worthy
option. If you want more control, higher potential income, and the ability to tailor every
detail, exploring the broader retail annuity marketplace may yield the best fit for your
unique federal retirement journey. For many, combining annuitization with TSP withdrawals
delivers the flexibility, security, and growth that fuels a fulfilling retirement.
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Chapter Eleven

Case Studies and Scenarios: Using Annuities in Federal Retirement

Real-life scenarios can clarify how annuities fit within federal retirement plans, highlight
diverse needs, and demonstrate the adaptability of annuities to various personal and
financial situations. This chapter provides multiple case studies that address different
ages, goals, and life circumstances faced by federal employees.

Case Study 1: Filling the Early Retirement Gap

Profile:
Sandra, Age 58, GS-13, Retiring at MRA+30

e FERS Pension: $27,500/year
e TSP Balance: $285,000
e Social Security Eligibility: Age 62

Scenario:
Sandra wants to retire before Social Security begins. She’s worried about depleting her TSP
between ages 58-62.

Strategy:

Sandra rolls $120,000 of her TSP into a deferred fixed indexed annuity, set to begin lifetime
income at age 62. From 58-62, she draws modestly from her remaining TSP. At 62, her
annuity and Social Security both start, allowing her to reduce TSP withdrawals and enjoy
sustainable, inflation-protected income.

Case Study 2: Maximizing Lifetime Security

Profile:
Robert, Age 65, USPS retiree

e Married, Younger Spouse (Age 62)
e FERS Pension: $20,000/year

e Social Security: Waiting until 70 for higher benefit
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Scenario:
Robert wants to guarantee his spouse lifelong income if he passes, and worries his TSP
could run out due to market swings.

Strategy:

Robert purchases a joint and survivorimmediate annuity with a portion of his TSP, electing
a 100% continuation for his wife. The annuity ensures they both have lifelong, predictable
income regardless of who survives longer. If Robert passes first, his wife is still protected
financially.

Case Study 3: Inflation and Lifestyle Flexibility

Profile:
Mona, Age 62, Single, Retiring from a federal agency

e FERS Pension: $22,000/year
e TSP Balance: $350,000

Scenario:
Mona is concerned about inflation and rising healthcare costs during retirement.

Strategy:

Mona purchases an indexed annuity with an inflation rider using $100,000 from her TSP.
This ensures her annuity payments will increase with the cost of living. She keeps the
balance of her TSP invested in a mix of Lifecycle and G Fund assets for growth and liquidity.

Case Study 4: Delaying Social Security

Profile:
James, Age 65, Retired at 62

e Receives FERS Pension and TSP withdrawals
e Wants to delay Social Security until age 70 for a higher benefit

Scenario:
James needs extra income to bridge the five-year gap before his higher Social Security
benefit starts.

Strategy:
James buys a five-year period certain immediate annuity with a lump sum from his savings.
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The annuity pays out regular income from age 65-70, at which point he begins Social
Security—locking in a 24-32% higher monthly benefit for life.

Case Study 5: Survivor Benefits and Legacy Planning

Profile:
Carol and Sam, Married, Both retired from federal service

e Theywantto leave a legacy for children and ensure a surviving spouse has adequate
support

Strategy:

They each allocate a portion of their TSP balances to purchase joint and survivor annuities,
with a 75% survivor benefit. They structure the remainder with beneficiaries named on IRAs
and TSP accounts. Their plan assures ongoing income for the surviving spouse and a lump
sum for heirs.

Lessons and Planning Takeaways

¢ Annuities can be customized to fill unique gaps in federal retirement—such as pre-
Social Security income, survivor protection, inflation risks, and legacy needs.

e Combining annuities with federal pensions and TSP creates a layered income
strategy: pensions for stability, annuities for guarantees, TSP for growth or
discretionary spending.

e Survivor and joint-life features are essential for couples or those with dependents.

e Inflation riders and period certain payout options add flexibility and long-term
security, even as needs change through retirement.

Conclusion:

There is no single “right” way to use annuities in federal retirement planning. These
scenarios demonstrate that the best results come from careful assessment of timing,
family structure, legacy wishes, and risk tolerance—proving that annuities can be a
versatile and valuable addition to nearly any retirement plan.
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Example 1: Mid-Career Federal Employee

Profile Overview

Name: Mark

Age: 47

Position: GS-12, Department of Commerce
Years of Service: 18

Projected Retirement Age: 62 (in 15 years)

Current TSP Balance: $112,000

Annual TSP Contribution: 10% of base pay + agency match

Other Investments: Roth IRA, $45,000

Dependents: Spouse (age 45), two children (ages 12 and 15)

Primary Goals: Ensuring stable retirement income, long-term inflation protection, and
support for spouse after his passing

Situation and Concerns

Mark is fully vested in FERS and has diligently contributed to his TSP throughout his career.
He likes the stability his pension and Social Security will provide, but has concerns about:

Whether those sources, combined with his TSP, will be enough to maintain his
lifestyle for a potential 25-30 year retirement

The impact of inflation on fixed government benefits
Survivor income for his spouse

Protecting a portion of his savings from market downturns, especially as retirement
nears

Objectives

Establish a strong, guaranteed income floor to complement FERS, TSP, and Social
Security

Protect against inflation eroding his retirement purchasing power
Make sure his spouse is financially secure, even if she outlives him

Keep some assets liquid for health costs, family support, and emergencies
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Annuity Planning Solution

Step 1: Early Education and Deferred Growth

Mark consults a retirement planner who recommends he consider a deferred fixed indexed
annuity in his early- to mid-50s, timed to begin payments about five years after his
projected retirement date. This approach allows:

Additional 10-15 years of tax-deferred growth

The option to ladder annuities: starting one at retirement, another five years in, for
staggered guaranteed income that can offset inflation

Step 2: Layered Retirement Income

FERS Pension: Estimated to replace about 28% of his final salary.

Social Security: Provides additional lifetime, inflation-adjusted income, but won’t
fully cover expenses.

TSP: Continued contributing aggressively, using a Lifecycle Fund to shift
progressively toward stability by his early 60s.

Deferred Annuity: At age 52, Mark purchases a fixed indexed annuity using a portion
of his savings or a future TSP rollover. Payouts are set to begin at age 65, bridging the
gap until Social Security begins at 67 and increasing overall income security.

Step 3: Inflation and Survivor Strategies

An inflation rider is added to the annuity, ensuring payouts rise annually (at a set
percentage or tied to CPI).

He selects a joint life payout option for the annuity to guarantee continued income
for his spouse, regardless of who lives longer.

TSP and IRA beneficiary designations are updated, and a portion of assets are left
flexible for emergencies or discretionary spending.
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Expected Results

Income Source Start Guar. for Spouse Inflation Notes
Age Protected
Partial — survivor Reduces if survivor
FERS Pension 62 annuity option Partial COLA elected
Yes (spousal benefit Delaying increases
Social Security 67 possible) Yes check
Annuity (Joint life, Bridges gap, boosts
inflation rider) 65 Yes Yes (with rider) stability
Market- Rollover or
TSP Any Yes (as designated) dependent withdrawals
Market-
Roth IRA Any Yes (as designated) dependent Flexible access

Lessons and Takeaways

1. Planning Early Pays Off: Deferred annuities purchased mid-career cost less and

allow years of growth, supporting both retirement and spouse protection goals.

2. Layering Income: Combining pension, Social Security, annuities, and TSP offers a

multi-source income “floor,” guarding against both longevity and market risk.

3. Flexibility Matters: Retaining liquid assets outside annuities/retirement accounts

provides adaptability for unplanned expenses and legacy goals.

4. Custom Options for Federal Employees: Inflation riders, joint life payout structures,
and TSP beneficiary plans allow federal workers to tailor retirement for themselves

and their loved ones.
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By evaluating his unique needs and future risks in his 40s, Mark sets the foundation for a
retirement strategy that ensures income, inflation protection, survivor security, and
adaptability—giving true peace of mind for him and his family.

Example 2: Retiring at Age 62
Example 2: Retiring at Age 62
Profile Overview

Name: Susan

Age at Retirement: 62

Position: GS-14, National Park Service

Years of Service: 27

TSP Balance: $380,000

Projected FERS Pension: $34,500/year (with full COLA beginning at 62)

Other Assets: $90,000 in savings, paid-off home

Family: Married, spouse (age 60, not a federal employee), two adult children

Primary Goals: Enjoy an active retirement lifestyle, maximize guaranteed income, ensure
survivor protection for spouse, address healthcare and inflation risks

Situation and Concerns

Susan loves her job but wants to retire when she becomes eligible for an unreduced FERS
pension. She looks forward to traveling, volunteering, and spending more time with her
family. She has these key concerns:

e Ensuringincome stability for both herself and her spouse in all market cycles
e Protecting purchasing power against inflation
e Minimizing the risk of outliving her retirement savings

o Coordinating when to begin Social Security (considering possible delay to increase
benefits)

e Preserving flexibility for emergencies or large expenses

144



Retirement Income Planning Approach

Step 1

Step 2

: Calculating the Income Floor

Susan tallies her required monthly expenses for basic living, healthcare, and travel,;
she wishes to cover this “income floor” as securely as possible.

Her FERS pension, starting at $34,500/year, covers much of her base need, but she
wants a higher degree of security and inflation protection.

: Strategic Annuitization and TSP Allocation

Susan allocates $140,000 of her TSP to purchase an immediate joint life annuity
with her spouse as co-annuitant, electing a 100% survivor benefit so the payout
continues at the same level if she passes first.

She adds an inflation rider to the annuity, ensuring annual built-in increases in her
payout.

The remainder of her TSP stays invested in a Lifecycle Fund set to her expected
withdrawal horizon, providing growth and liquidity for discretionary spending, travel,
and unforeseen needs.

Step 3: Social Security Coordination

Susan plans to delay Social Security until age 67 to receive a higher benefit. The
combination of FERS, annuity, and investment income bridges the gap.

Her spouse, not eligible for a federal pension, will claim Social Security at full
retirement age or as a survivor, should Susan pass first.

Outcomes and Benefits

Source

When Annual Survivor Inflation Notes
Begins Amount Feature Protection

FERS Pension

Permanent, increases
Yes (reduced only partially with high
Age 62 $34,500 option) Partial COLA inflation
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Source When Annual Survivor Inflation Notes

Begins Amount Feature Protection
Social $28,000 Higher monthly benefit by
Security Age 67 est. Yes Yes delaying start
Joint Life $8,200 Fixed guaranteed income
Annuity Age 62 est. Yes (100%) Yes (rider) with annual increases
TSP Yes Market- Covers travel,
Withdrawals Flexible Variable (beneficiary) dependent emergencies, legacy

As For home projects, family
Savings needed Flexible Yes N/A gifts, liquidity

Planning Takeaways

1.

Combining Pension and Annuity: Using a portion of TSP for an annuity creates a dual

foundation of guaranteed, predictable income, supplementing the government

pension and reducing reliance on market performance.

Spousal Security: A joint life annuity protects Susan’s spouse, ensuring lifelong

income regardless of who survives longer.

Inflation Management: Built-in annuity inflation escalators and prudent Social

Security delay provide a buffer against cost-of-living increases.

Flexibility and Growth: By retaining TSP funds, Susan maintains growth potential for

legacy, emergencies, or major future expenses.

Coordinated Social Security Avoids Income Gaps: Delaying benefits is possible

because the annuity covers cash flow in the interim.

By retiring at 62 and carefully layering her FERS pension, Social Security, annuity, and
investments, Susan creates a secure, adaptable, and resilient retirement plan—one that

protects both her and her spouse and lets them fully enjoy their next chapter.
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Example 3: Widow/Widower Planning for Income
Profile Overview

Name: John

Age: 67

Background: Recently widowed, former spouse was a GS-13 at a federal agency, deceased
at age 66

Current Situation:

o Receives federal survivor benefit (FERS)
o Eligible for Social Security (spousal/survivor benefit higher than own)
e Inherits TSP balance: $210,000

e Own savings: $52,000
Goals:

e Turnlump sum assets into consistent, reliable income
e Maintain his standard of living without returning to work
e Ensure that any remaining assets can help children or grandchildren

e Protect against longevity, inflation, and market risk

Situation and Challenges

John’s monthly income from the FERS survivor benefit covers about 40% of his prior
household expenses. Social Security survivor benefits provide another 35%, but there’s a
remaining shortfall, especially considering rising healthcare and home maintenance costs.
He’s also concerned that his TSP and cash could be depleted if the market performs poorly,
or if he needs long-term care later in life.
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Planning Approach
Step 1: Assessing Income Needs and Guarantees

e Calculate baseline required monthly spending for housing, medical costs, food, and
essentials.

o Tally all guaranteed income sources: FERS survivor check + Social Security survivor
benefit.

Step 2: Annuitization for Income Security

e Johndecidesto use $110,000 of the inherited TSP balance to buy a single premium
immediate annuity (SPIA) with a 20-year period certain rider.

e Why period certain? If he passes away before 20 years, the remainder will
provide income to his children, ensuring his legacy goal is partly met.

e If he survives beyond the period, payments continue for life, ensuring
protection against longevity risk.

e The left-over $100,000 in TSP stays in a conservative allocation, used for health
costs, family support, and emergencies.

Step 3: Inflation and Flexibility

e John elects an inflation rider on his annuity contract, so payments rise 2% annually,
providing a steadily growing income to hedge against rising costs.

e Any future required expenses (such as home care or major repairs) will be funded
from his remaining liquid assets, not his guaranteed income stream.

Step 4: Estate and Beneficiary Planning

e John updates all beneficiary designations: his children on the TSP, IRA (if any),
annuity period-certain contract, and bank accounts.

e Hediscusses a small life insurance policy to help pay for final expenses and avoid
burdening his heirs.
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Resulting Income Layer

Source Annual Period Certain? Inflation Survivor/Legacy?
Amount Protected?

FERS Survivor Yes (partial

Annuity $13,500 For John’s lifetime COLA) No direct legacy

Social Security

Survivor $12,000 As long as eligible Yes No (unless spousal)
Immediate 20 years min., Yes (2% COLA Yes (to children if early
Annuity $7,700 lifetime if longer rider) death)

Market
Remaining TSP Variable Not guaranteed dependent Yes (as named)
Savings N/A Liquid N/A Yes (direct bequest)

Planning Takeaways

1. Layering Income Streams: Combines survivor benefits, Social Security, and an
annuity for resilience—ensuring John never runs out of money for essentials.

2. Legacy Protection: Period-certain rider and smart beneficiary updates ensure that
family won’t be left out if John passes away sooner than expected.

3. Inflation Defense: Adding an inflation rider on annuity payouts helps manage cost-
of-living increases that can challenge those on a fixed income.

4. Liquidity and Flexibility: Maintaining a cash reserve and the balance of TSP/assets
provides flexibility for emergencies, health needs, or large one-time expenses.
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By tactically blending Federal survivor benefits, Social Security, TSP assets, and
annuities—with legacy and inflation features, John transforms a potentially vulnerable
situation into a secure, empowering, and legacy-conscious retirement strategy. This
approach is an effective blueprint for widowed federal spouses seeking peace of mind
without sacrificing their family’s future.
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Conclusion
Summary of Benefits: Federal Employee Retirement and Annuity
Integration

Federal employees enjoy a retirement benefits package that is among the most
comprehensive and flexible in the United States. The system deliberately combines
guaranteed income, tax-advantaged savings, and multiple protection layers—giving you
tools to tailor financial security throughout retirement. Let’s summarize the main benefits
and advantages, with focus on how annuities enhance these core programs.

Core Federal Retirement Benefits
1. FERS (Federal Employees Retirement System)
e Three Components:

e Basic Benefit Plan: Defined benefit pension based on years of creditable
service and highest three consecutive years’ salary (“high-3”).

e Social Security: Federal employees pay into and receive Social Security,
providing additional lifetime income and inflation protection.

e Thrift Savings Plan (TSP): Government-sponsored tax-deferred savings
similar to a 401(k), with employer match up to 5% for most employees.

e FERS Supplement: Bridges the income gap for eligible retirees until Social Security
begins (generally ceases at age 62).

e Cost-of-Living Adjustments (COLA): Protects (to varying degrees) against inflation—
immediate for CSRS, delayed and sometimes reduced (“diet COLA”) for FERS.

Additional Federal Employee Benefits

e Health Insurance: Via Federal Employees Health Benefits Program (FEHBP)—one of
the largest, most flexible choices in the country.

o Life Insurance: Coverage through the Federal Employees’ Group Life Insurance
(FEGLI) program.

¢ Flexible Benefits: Pre-tax savings for healthcare and dependent care, employee
assistance programs, child care support, and more.
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The Role of Annuities

Adding a private or TSP-based annuity brings additional strengths to your government

retirement structure:

Guaranteed Lifetime Income: A private annuity offers a lifetime “paycheck” you
cannot outlive, much like your pension.

Inflation Protection: Through optional riders, annuities can provide COLA-style
adjustments, supplementing the limited inflation protection of FERS.

Longevity and Survivor Security: Joint and survivorship annuities protect a spouse or
dependent as long as either lives; period certain options guarantee payout for heirs
in case of early death.

Tax Deferral: Deferred annuities allow extra savings to grow and compound without
current taxation, complementing TSP’s advantages.

Income Floor: Layering annuities with pension and Social Security means essential
expenses are always covered—allowing more discretionary assets for growth or
legacy.

Flexibility: Federal employees can choose timing, structure, and customization to
bridge gaps between pension, Social Security, and personal goals.

Comparative Table: Federal Retirement and Annuity Benefits

Benefit FERS/CSRS TSP Social Private Annuity
Security

Lifetime No (depends on

Income Yes (pension) withdrawals) Yes Yes

Inflation Partial/Full

Protection COLA Indirect (investments) Full COLA Optional w/ riders
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Benefit FERS/CSRS TSP Social Private Annuity
Security

Survivor Yes (joint/period

Benefits Yes (annuity) Yes (beneficiary) Yes (spousal) certain)

Tax Deferral Yes Yes N/A Yes (deferred)
Employer
Match N/A Up to 5% N/A N/A
Claiming Customizable (riders,
Flexibility Rules-driven Self-directed options payout)
Conclusion

Federal employees have a robust retirement platform in FERS/CSRS, TSP, and Social

Security—but the ability to integrate private annuities provides further flexibility, stability,
and protection against life’s uncertainties. Through thoughtful planning, you can
coordinate all these benefits to create the resilient, worry-free retirement you deserve—a

balance of safety, adaptability, and lifelong security.

Final Considerations for Federal Employees

Federal retirementis more complex and robust than most private-sector plans, but it also

requires thoughtful planning to ensure all your hard work leads to the retirement lifestyle

you envision. As federal employees approach retirement or contemplate annuity options,

several final considerations can help protect financial security and maximize benefits.
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1. Timing Matters—Pick the Best Date Strategically

Retiring at the end of a month, or at the close of a pay period near the end of the
month, helps minimize the gap between your last paycheck and the start of annuity
benefits.

Coordinate your retirement to maximize accrued annual leave, as this lump-sum
payout can bridge income gaps and provide a cash cushion before your first annuity
is received.

Monitor the annual "use it or lose it" leave deadline to avoid forfeiting paid time off.

2. Stay Abreast of Legislative Changes

Federal retirement benefits are strong, but legislative proposals can affect COLA
formulas, pension calculations (such as a shift from “high-3” to “high-5”), or
contributions.

Potential reforms include reducing COLAs for under-62 retirees, altering special
annuity supplements, or adjusting contribution requirements.

Stay informed through OPM, NARFE, and official union channels, and regularly
model different benefit scenarios using high-3 and high-5 salary averages so you’re
not caught off guard by future changes.

3. Maximize All Forms of Retirement Income

Layer yourincome: Rely on FERS/CSRS for your base, Social Security for additional
inflation protection, and TSP/IRAs/personal annuities to customize cash flow and
flexibility.

Don’t underestimate the power of adding private annuities—these can provide
inflation protection, longevity risk mitigation, and safeguard against market
downturns or unexpected medical costs.

4. Survivor Benefits and Spouse Preparation

Discuss annuity and survivor benefit elections with your spouse before retirement.
Elections (like survivor pensions or joint annuity options) are usually irrevocable
once chosen.
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Properly designate beneficiaries for TSP, life insurance, and annuities to ensure
assets pass according to your wishes.

5. Plan Withdrawal Strategies with Taxes and RMDs in Mind

Coordinate TSP and IRA withdrawals, annuity payouts, and pension income to
manage your tax brackets efficiently, avoid unnecessary penalties, and meet
required minimum distributions (RMDs).

Consulting a retirement or tax advisor is especially valuable the year you retire and
as you approach age 73 (RMD age for many plans).

6. Account for Inflation and Changing Household Needs

Consider annuities with inflation riders or plan for increased withdrawals to fight
inflation’s erosive power.

Anticipate evolving needs: healthcare, possible long-term care, and shifting
household spending in your 70s and 80s.

7. Review and Update Your Plan

Retirement viability is not “set and forget.” Review annually, adjusting for investment
returns, life changes, health, legislation, and beneficiary updates.

Utilize federal and union-provided resources (online calculators, webinars, HR
guidance).

8. Seek Professional Guidance

Federal retirement rules, benefit integration, TSP management, and spousal
protection strategies can be complex.

Engage with a certified federal benefits advisor or retirement planner who
understands the unique features, legislative risks, and integration strategies of the
federal system.
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Summary Table: Final Steps Toward a Confident Federal Retirement

Consideration

Why It Matters

Choose optimal date

Minimizes income gaps, maximizes leave payout

Watch for legislative changes

Prevents benefit surprises; enables proactive action

Coordinate income streams

Provides security, stability, and flexibility

Survivor and beneficiary steps

Protects spouse and legacy at every stage

Manage taxes/RMDs

Keeps more income in your pocket

Hedge for inflation

Preserves purchasing power long-term

Update & review plan

Adapts to life, law, and market changes

Get professional support

Ensures informed decisions and stress reduction

A successful federal retirement is the result of both great benefits and smart,
proactive planning. By staying strategic, keeping up-to-date, and using all available
resources, federal employees can navigate change, maximize income, and enjoy the
rewards of a lifetime of public service with confidence and peace of mind.
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Glossary of Annuity Terms

A clear understanding of key terms is essential for making informed decisions about
annuities, especially when integrating them with federal retirement benefits. This glossary
covers the mostimportant language you’ll encounter in annuity contracts, sales materials,
and benefit discussions.

Accumulation Phase

The period during which contributions are made to an annuity and assets grow tax-
deferred, before income payouts begin.

Annuitant

The person (or persons) whose life expectancy determines payout calculations and on
whose life (or lives) the annuity is based.

Annuitization

The process of converting the value of an annuity contract into a stream of periodic income
payments, often for life or a set period.

Beneficiary

The individual(s) or entity(ies) designated to receive remaining annuity payments or a lump
sum if the contract owner or annuitant dies.

Deferred Annuity

An annuity contract where income payments begin at a future date chosen by the owner,
after a period of accumulation.

Fixed Annuity

An annuity that provides regular, guaranteed payments and a fixed interest rate; principal is
protected from market risk.

Fixed Indexed Annuity (FIA)

Atype of deferred annuity where interest is credited based on the performance of a
specified market index (like the S&P 500), with principal protection and no direct equity
investment.
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Immediate Annuity

An annuity contract where income payments start almost immediately (typically within 12
months of purchase), usually funded with a lump sum.

Inflation Rider / Cost-of-Living Adjustment (COLA)

An optional feature that increases annuity payments, either by a fixed percentage or based
on a recognized inflation index, to help offset rising living costs.

Joint and Survivor Annuity

A payout arrangement that guarantees income for the life of the annuitant and, after their
death, continues payments to a surviving spouse or other designated person, often ata
specified percentage.

Life Only (Single Life) Annuity

Payouts last for the lifetime of a single annuitant; payments stop upon death, typically
offering the highest income.

Lifetime Income Benefit Rider

An optional add-on that guarantees a minimum income for life, regardless of investment
performance or annuity value.

Participation Rate

The percentage of an index’s gain that will be credited to a fixed indexed annuity during a
given period. For example, if the participation rate is 80% and the index gains 10%, you earn
8%.

Period Certain

A payout option guaranteeing income for a set number of years, even if the annuitant
passes away early; remaining payments go to beneficiaries.

Premium
The initial or recurring amount paid to purchase an annuity contract.
Principal Protection

Contractual guarantee that the original investment (principal) will not decrease due to poor
market performance—applies to fixed and fixed indexed annuities.
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Surrender Charge

Afee incurred if more than the allowed amount is withdrawn during the surrender period
(typically the first 5-10 years of the contract).

Surrender Period

The initial period (often 5-10 years) in which withdrawals above a specified limit are subject
to surrender charges.

Variable Annuity

A type of annuity where the value and income payments can fluctuate based on the
performance of selected investment options (subaccounts), typically mutual funds.

Learning these terms will help you understand your annuity options, ask the right
questions, and confidently navigate your federal retirement planning.
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