Module 1.4
Leveraging Resources for Your
Financial Future

PERSONAL FINANCIAL PLANNING FOR TRANSITION
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Learning Objectives

|dentify where to find TSP information and regulations in
order to understand significant restrictions and penalties
that can affect your finances

Explain the difference between a Defined Benefit Non-
Contribution (Pension) Plan as compared to a Defined
Contribution Plan

Describe a common vesting schedule
Understand the concept of compound interest

Analyze investment vehicles such as stocks, bond, mutual
funds and other investments



Thrift Savings Plan (TSP)
Options

Leave funds in TSP account (if

balance is more than $200)

Roll your TSP into another eligible Contact TSP:
account (i.e., IRA, annuity, civilian | (1-TSP-YOU-FRST)
401k) WWW.TSP.gov

Withdraw your TSP funds
completely

Expense ratios considerably lower
than other investment funds

Some funds may include tax-exempt contributions!


http://www.tsp.gov
http://www.tsp.gov
http://www.tsp.gov
http://www.tsp.gov

Early TSP Withdrawal

« Withdrawal is subject to = —
both income tax and, if the ,
*

employee is under age Mo

595, the early withdrawal Bl

penalty tax of up to 30%. ¥/ 4 Y gt
. Not waiting will cost a G

minimum of $3,000! s Y/



Funding Your Retirement

Questions for a potential employer:

‘When do company contributions start? ”

‘When will my account be credited with 100% of company ’s
contributions as my own? ”

“Does your company do a graduated or cliff vesting schedule? ”



Funding Your Retirement

Defined -Benefit Plan

Traditional company pension
plan; ultimate retirement
benefit is definite and
determinable as a dollar
amount

Examples: Military Retirement
Pension

Funded mostly by the employer

Responsibility for payment of
the benefit & risk on funds
invested rests with the
employer.



Funding Your Retirement

Defined-Contribution Plan
the contribution is defined yet the ultimate benefit to be paid is not

Examples are 401(k) and 403(b) plans, TSP, SIMPLE IRA, Roth IRA,
SEP, Employee Stock Ownership (ESOP), and profit sharing

Contributions are from the employee.
A portion may/may not be matched by employer
Each participant has an individual account

The benefit at retirement depends on amounts contributed +
investment performance of account

Investment risk may rest solely with the employee due to
opportunity to choose from a number of investment options



Social Security

* Social Security entitlement is based on
age and amount withheld from paycheck
during your working life

 Open a “My Social Security” Account
http://www.ssa.gov/myaccount/

e Social Security Administration
Retirement Estimator

http://www.socialsecurity.gov/estimator/



http://www.ssa.gov/myaccount/
http://www.ssa.gov/myaccount/
http://www.ssa.gov/myaccount/
http://www.socialsecurity.gov/estimator/
http://www.socialsecurity.gov/estimator/
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Cutting Taxes While Investing

* Tax-deferred accounts allow the investor to delay
paying taxes on earnings. Traditional 401(k), IRA, TSP
are some pre-tax contribution examples.

* Immediate benefit is that the contribution is deducted
from a paycheck before income taxes are calculated,
so taxable pay is reduced today.

* After-tax contributions are taxed now so those
contributions do not lower your taxable income, you
pay more taxes now.
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Payment

The Effects of Compound
Interest and Time: Plan A

Payment

(Assuming a
growth rate
of 10%)




The Effects of Compound
Interest and Time: Plan B

Payment

$18,000

(Assuming a
growth rate
of 10%)




Summary

Evaluate your TSP options

Research retirement considerations and
plans

What is your Social Security entitlement?
Investments and taxes
Compound Interest



