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The One-Time TSP Transfer/WithdrawalBY TRICIA MULCARE, DIRECTOR, HOMRICH-BERGFederal judges typicallyhave a Thrift Savings Plan(TSP) account for pre-taxretirement savings.  However,few older than 59½ takeadvantage of the one-timewithdrawal opportunity andtransfer it (or "roll it over") into an IndividualRetirement Account (IRA) to increase the number ofinvestment options.  TSP accounts can be investedonly in five broad funds:  Common Stock Fund (C),

Fixed Income Fund (F), Government Securities Fund(G), International Fund (I) and Small Cap Stock Fund(S).  IRAs, on the other hand, can typically be invest-ed into a broader, more diverse set of investmentsincluding individual stocks, index funds, and mutualfunds.  Further, these broader investment options mayresult in lower investment fees.   Participants need to be aware that in-servicewithdrawals are subject to a mandatory 20 percentfederal withholding tax and possibly state tax as well.Withholding can be avoided if you meet the age
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requirement (59½) and choose a direct transfer offunds, rather than a rollover.  A direct transfer of fundsoccurs when you instruct the TSP to send all or a partof your balance directly to an IRA, whereas a rolloversends the money directly to you.  Retirement Benefitsfor Bankruptcy Judges and Magistrate Judges.Washington: Office of Judges Programs, May 2000.pdfIf you want to roll over either a portion of or yourentire TSP (into an IRA or other eligible retirementaccount), you must use other funds, such as a person-al checking or savings account, to cover the neces-sary taxes due.  (Participants have 60 days from thedate that the distribution check is received to rede-posit the funds into an IRA or other eligible retire-ment account.)  The 20 percent tax withholding willappear on page two of Form 1040 as a credit againsttaxes due for the year.  Judges maytransfer or roll over all or part ofan age-based in-service with-drawal to an IRA.  No additionalin-service withdrawals can bemade in the future.  Beginning atthe latter of retirement or age70½, participants must  begin taking  required min-imum distributions from their retirement accounts.An age-based in-service withdrawal does not preventa judge from continuing to contribute to the TSP whilein active service. Example:  At an age past 59½ and beforeretirement or age 65, one of our judges transferredthe entire TSP into a pre-existing IRA account man-aged by an investment firm.  While the TSP invest-ments had done well, the performance of the IRAsince has benefitted from expanded investmentoptions. Upon retirement, under the JudicialRetirement System (JRS), the Administrative Office isrequired to recoup from the judge's JRS annuity theprincipal amount of matching contributions that weremade to that judge's TSP account by the Government.For judges covered under the Federal EmployeesRetirement System (FERS), the government con-tributes up to five percent of salary to the TSP onbehalf of the judge, one percent automatically and upto four percent as matching contributions.  If a judgeelects JRS, the judge's JRS annuity will be reduced by

an amount representing all government contributionsto the judge's TSP account during his or her serviceas a full-time judge.  Judges can elect to defer receiptof the TSP account until the later of either retirementor April of the year after the judge turns age 70½.  Itis important to note that the transfer or rollover of aTSP account is considered a distribution for purpos-es of recovering the matching contributions from theJRS annuity.  Therefore, if a judge makes a qualifiedin-service withdrawal and transfers the funds direct-ly into a private IRA, that is considered a distributionfrom the TSP account and, upon retirement, the judgewould receive the reduced JRS annuity immediately.Typically the government contributions are recov-ered by reducing the JRS annuity over a 12-monthperiod.  In cases where this offset would reduce themonthly annuity by over 50 per-cent, the government contribu-tions would be recovered over 24months.  The offset does notinclude earnings attributable tothe government's contributions.   Section 8440b(b)(7) referencesrecoupment if the recipient were to die while with-drawing from the TSP account:  "In the case of a bank-ruptcy judge or magistrate judge who receives a dis-tribution from the Thrift Savings Plan and who laterreceives an annuity under Section 377 of Title 28, thatannuity shall be offset by an amount equal to theamount of the distribution which represents theGovernment's contribution to that person's ThriftSavings Account . . . ."  Assistant General CounselSusan Kattan further adds, "Since the JRS annuitystops at the judge's death, a judge who never receivesa TSP distribution cannot be said to "later" receive aJRS annuity, and there are no annuity paymentsagainst which an offset can be made."   Each judge should consult with his/her taxspecialist and/or financial advisor to determinewhether a one-time withdrawal from the TSP into anIRA is appropriate.  This discussion may raise addi-tional issues for you.  If so, direct them to Carol Sefrenand Dan Jackson of the Judges Compensation andRetirement Services Division of the AO.
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Many of us have a TSP (Thrift

Savings Plan) account, but did you

know you can take a one-time

withdrawal and roll it over into an

IRA with more investment options

(not limited to the TSP funds)?


