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monthly payment election and choose a
different calculation method or amount
once payments have begun. This
restriction is imposed because the
statute requires that the payments be
‘‘substantially equal.’’ If a participant
were able to change the calculation
method or amount at will, the payments
would not comply with the
‘‘substantially equal’’ requirement. Such
a process could also create significant
administrative burdens for the Plan.

However, under § 1650.9(c), a
participant can decide at any time to
receive his or her remaining account
balance in a final single payment. This
recognizes that participants may have a
sudden need to liquidate their account
balances, for example in cases where
there is a medical emergency. It was
determined that the ‘‘substantially
equal’’ rule was not violated where the
account would be entirely liquidated
through a final single payment.

Section 1650.9(d) Provides that, once
they begin receiving equal payments,
participants may invest their TSP
account balances in accordance with the
rules provided in part 1601, Participant
Choices of Investment Funds. Under
current regulations, participant accounts
must be invested entirely in the
Government Securities Investment Fund
(G Fund) while participants are
receiving monthly payments. It was
originally thought that accounts of
persons receiving monthly payments
should be invested only in the G Fund
to ensure a predictable monthly
payment stream. However, with the
elimination of the restrictions on
participants’ investment choices which
originally existed, demand has grown to
eliminate this restriction also. The
calculation methods described above
automatically account for positive and
negative earnings associated with
investing in the Common Stock Index
Investment Fund (C Fund) or the Fixed
Income Investment Fund (F Fund), thus
insuring a relatively predictable income
stream. The Board intends in the future
to allow participants receiving monthly
payments to invest in any investment
funds offered by the TSP. When this
change is implemented, part 1601 will
be amended, and the language of
§ 1650.9(d) will automatically
incorporate the new rules.

Section 1650.10 describes the rules
relating to TSP annuities, including the
various annuity options and features
among which a participant can choose.
TSP annuities are monthly payments
made to the participant during his or
her life or to the participant and a
designated joint annuitant while either
one is alive. The TSP purchases
annuities for participants from a private

sector annuity provider using the
participant’s entire account balance
(although in some cases minimum
distribution amounts must first be paid
directly to the participants).

Section 1650.10(a) describes the basic
procedures and rules relating to the
purchase of a TSP annuity. Annuities
are purchased in the mid-month
processing cycle and payments
commence within approximately thirty
days after purchase. Because it is not
practicable to purchase annuities using
small account balances, the minimum
amount that can be used to purchase an
annuity is $3,500. All TSP annuities and
annuity features have equivalent
actuarial values. This means that
selection of additional features will
result in a reduction in the amount of
the monthly annuity payment.

Section 1650.10(b) describes the basic
annuity types. Section 8434 of title 5
requires that the Board offer certain
types of annuities for the TSP. The basic
types of annuities offered by the TSP
conform to the statutory requirement.
These are a single life annuity for the
participant with level payments
(§ 1650.10(b)(1)), a joint life annuity for
the participant and his or her spouse
with level payments (§ 1650.10(b)(2)), a
single life annuity or a joint life annuity
with the spouse that has annual
increasing payments (§ 1650.10(b)(3)),
and a joint life annuity with a former
spouse or a person having an insurable
interest in the participant
(§ 1650.10(b)(4)).

Section 1650.10(b)(3) describes how
the annual increase for increasing
annuities is calculated. The amount of
the increase is based upon the change in
the Consumer Price Index. The statute
prohibits decreases in annual payments;
therefore, the annual increases will be
zero in years where the relevant change
in the index is either negative or zero.
Also, because of Internal Revenue Code
limits, the annual increase cannot be
more than 3 percent.

Section 1650.10(b)(4) describes the
rules for the option of a joint life
annuity with a person other than the
spouse. As required by the statute, this
option can only be used to purchase a
joint life annuity with a former spouse
or with a person having an ‘‘insurable
interest’’ in the participant. The statute
gives the Board discretion to define the
term ‘‘insurable interest’’ in regulations.
The definition of ‘‘insurable interest’’ is
based upon the idea that the survivor
could be expected to obtain continuing
financial benefit from the participant’s
life. Under this definition, close
relatives are presumed to have an
insurable interest in the participant.
However, a method is also prescribed by

which the participant can establish by
affidavit that another person, not in the
presumed group, has an insurable
interest in him or her.

Section 1650.10(c) describes the two
levels of survivor benefits that are
available for joint life annuities,
whether with a spouse or with another
person. These particular levels were not
prescribed by statute, but rather were
adopted by the Board based upon
annuity options commonly available in
the private sector. A participant who
chooses a joint life annuity must also
choose one of these levels. The 50
percent survivor benefit provides that,
whenever one of the joint annuitants
dies, the other will receive, during his
or her lifetime, 50 percent of the benefit
that was paid to the participant when
both were alive. The 100 percent
survivor benefit provides that the same
amount paid to the participant when
both the participant and the joint
annuitant are alive will continue to be
paid to the survivor during the
survivor’s lifetime. The initial payment
amount will be lower if the 100 percent
survivor level is chosen than if the 50
percent survivor level is chosen. Under
the IRS minimum distribution rules, the
100 percent survivor benefit cannot be
chosen for a joint annuity with someone
other than the spouse if the joint
annuitant is more than 10 years younger
than the participant. This rule is
designed to prevent the use of
retirement annuities to transfer income
to a much younger beneficiary (for
example, a child or grandchild).
However, the regulations provide (in
accordance with IRS regulations) that a
100 percent benefit can be chosen for a
joint annuity with any former spouse,
regardless of age, if a qualifying court
order (as described in part 1653) so
provides.

Section 1650.10(d) describes two
additional features that can be
combined with certain annuities. These
features are not required by statute. The
Board decided to make them available
based upon its evaluation of annuity
features that participants would be
likely to find attractive. If either feature
is chosen, the monthly payment amount
is reduced.

The first feature, described in
§ 1650.10(d)(1), is the ‘‘cash refund’’
feature. This feature, which can be
selected for any type of annuity,
provides that, if the participant (or the
participant and joint annuitant in the
case of a joint annuity) dies before the
amount used to purchase the annuity
has been paid out, the remainder of the
amount used to purchase the annuity
will be paid in a lump sum to the
beneficiary or beneficiaries named by


