








10 Apr 01
MEMORANDUM FOR
ALL MILITARY PERSONNEL FLIGHTS (MPFs) MPFM:  01-10

FROM:
HQ AFPC/DPP








550 C Street West Ste 04
Randolph AFB TX 78150-4706

SUBJECT:
Implementation Procedures for Election of the Career Status Bonus (CSB)

MPF ACTION OFFICES

The MPF’s Career Enhancement Section is the action office for implementing and administering election of the CSB to eligible members.  MPFs should provide a copy of this MPFM to Commander Support Staffs (CSSs), Command Chief Master Sergeants, Family Support Centers and Career Assistance Advisors.  NOTE:  This MPFM must be used in conjunction with the HQ USAF/DP message, DTG 302327Z MAR 01, USAF Career Status Bonus (CSB) and Related Retired Pay Reforms Policy.  SPECIAL NOTE:  This MPFM is applicable until 1 October 2001.  All members notified up to 1 October 2001 will be allowed to defer their election until 1 March 2002 to allow for implementation of the Thrift Savings Plan for military members.  All references to a suspense date apply to 1 March 2002.

HQ AIR FORCE PERSONNEL CENTER (AFPC) Action Offices
a. Inquiries on CSB Processing Procedures:  HQ AFPC/DPSFM Call Center, DSN 665-2949 or 1-800-558-1404; Fax: DSN 665-2912, Commercial: (210) 565-2912

b. Inquiries on Reenlistment Eligibility Issues:  HQ AFPC/DPPAER, DSN 665-2090

PROGRAM  


The FY00 National Defense Authorization Act (NDAA), Sections 641 to 644, Public Law 106-65, 5 October 1999, provides that those persons who first became members of a Uniformed Service on or after 1 August 1986 (as determined by their Date of Initial Entry to Military Service [DIEMS]), are under the High-3/50% retired pay plan unless they elect to receive a $30,000 one-time lump-sum bonus on or about the 15th year of active duty service, agree to remain on active duty through 20 years of active service, and have their retired pay computed under the provisions of  the 1986 Military Retirement Reform Act or MRRA, commonly known and referred to from hereon as REDUX.  Thus, the eligibility for the CSB will not be extended to members who potentially face separation from service before retirement eligibility.  These changes were effective 1 October 1999, but no one is eligible to make the election until 1 August 2001.  The first group of eligible members should be notified as soon as

possible.  The election of the CSB is only being offered to certain active duty members who meet basic eligibility criteria (Reference AF/DP message).  If a member is notified late, they will not be penalized any time to make their decision. 

The meaning of  “first became a member” and the corresponding data element "Date of Initial Entry to Military/Uniformed Service (DIEMS)" pertains to the earliest date of enlistment, induction, or appointment in a Regular or Reserve component of a Uniformed Service as a commissioned officer, warrant officer, or enlisted member.  Breaks in service shall not affect the date someone first became a member.  Cadets and midshipmen of the Academies, cadets of the Reserve Officer Training Corps (ROTC), and members of the Delayed Entry Program (DEP) are considered to have become members for the purposes of these provisions.  All members should be informed of the implications of these provisions on their potential retired pay.

This program begins with official notification of the first eligible members near April 2001 and has no anticipated end-date.  An Air Force Instruction (AFI) will be published on this program.

NOTES

The date that an individual entered military service is the DIEMS.  The DIEMS determines which retirement system an individual is under.  Some individuals have unique circumstances that may complicate determining their DIEMS.  Here are a few examples:

a.  Academy graduates who entered the Academy prior to, but graduated after, August 1986 are under the High-3 system, even though they were graduated, commissioned, and entered active duty service significantly later. 

b.  ROTC graduates who began an ROTC scholarship program or enlisted as a Reserve in the Senior ROTC program prior to August of 1986 are also under the High-3 system. 

c.  Officer and enlisted members who initially entered the military prior to August 1986, separated, and after a break in service, rejoined the military, are under the High-3 system, even if their pay date was adjusted to a date of August 1986 or later. 

d.  Members who enlisted under the DEP are under the system in effect when they entered DEP, not when they initially reported for duty. 

POLICY

This MPFM authorizes squadron commanders (or equivalent) the authority to approve/disapprove member’s eligibility for this program.  The commander’s role will be to ensure military members meet Quality Force criteria in addition to the basic eligibility outlined in the attachments to this MPFM and the referenced AF/DP message.  This authority cannot be further delegated to subordinate levels. 


This MPFM provides implementation instructions for the Election of the Career Status Bonus.  The policies in this MPFM, as well as the referenced AF/DP message, establish precedence for the future AFI, which will be published on this same subject.  MPFs must brief all eligible personnel on the attachments to this MPFM and the AF/DP message.  


My POCs for this MPFM are AFPC/DPPRRP, Ms. Pat Dallenbach, or TSgt Tammie Ciolfi, DSN: 665-2096.







FOR THE COMMANDER

  





//SIGNED//

DALE M. VANDE HEY, Colonel, USAF
Director, Personnel Program Management

Attachments:

1.
Election Processing Guidance

2.   Individual Notification Memo (Sample)

3.   Individual Waiver Memo (Sample)

4.   DoD Information Fact Sheet

5.   MPF Email for DFAS (Sample)

6.   Frequently Asked Questions

ATTACHMENT 1 - ELECTION PROCESSING GUIDANCE

1.  COMMANDER’S RESPONSIBILITIES:

a.  The squadron commander or (designated representative) will review the member’s Personnel Information Folder (PIF), review the Commander’s Enlisted Management Roster (CEMR) or Commander’s Officer Management Roster (COMR), and determine if there are any current/pending actions that would preclude eligibility as specified in referenced AF/DP message (e.g., notified of involuntary separation action).  Squadron commanders must annotate on the Individual Notification Memo (Attachment 2) whether the member is eligible to make a CSB election based on current/pending quality factors.  Commanders have 7 duty days to review the member’s Individual Notification Memo and the quality factors pertaining to the member, and make a determination on member’s eligibility.  NOTE:  If the commander is unavailable due to leave, TDY, etc., the designated individual placed on orders as commander may make the determination so notifications are not delayed.
b.  If the commander determines a member is ineligible--for quality factors--to make an election at this time, he/she annotates on the Individual Notification Memo why the member is ineligible.  Commanders will review the CEMR/COMR each month to determine if ineligible members should be made eligible to make a CSB election.   Commanders may waive certain ineligible conditions barring reenlistment IAW AFI 36-2606, Reenlistment in the United States Air Force, table 3.5, and make the individual eligible to elect the CSB.  An example would be a member who has recently retrained and does not have an AFSC commensurate with their grade.  In such a situation, the commander may want to waive the reenlistment ineligibility condition and determine the member is eligible to make a CSB election at their 14 year, 6 month of active service.

c.  If, at any time after the commander has tentatively identified a member as eligible to make an election, but the member loses their eligibility due to a disqualifying quality force factor that will still be in effect when the member attains 15 years of active service, the commander must notify the MPF Career Enhancement Section via memo that the member is no longer eligible to make an election.  The commander will direct the member to reaccomplish a DD Form 2839, CSB Election Form, with ineligibility status annotated.

2.  COMMANDER SUPPORT STAFF (CSS) RESPONSIBILITIES: 
a. CSS will receive a master roster from the MPF, listing all eligible members each month.   Rosters will be provided no later than the 5th duty day of each month and will list members who have obtained 14 years, 5 months of active service.

b. CSSs should verify the duty status of all eligible members on the roster.  When members are not present for duty (such as member being on leave, TDY, etc.) and therefore not available to receive official notification, CSSs should ensure that these personnel are annotated on the roster, and officially notified as soon as possible when they return to a “present for duty” status.  If commander has already determined eligibility, CSS will notify the member when they return.  NOTE:  For personnel on extended TDY (greater than 30 days), the CSS with MPF assistance should make every effort to notify the member through appropriate channels (PERSCO, TDY MPF).

c. CSSs will, within 7 duty days of receiving the commander’s determination, ensure each member is given his/her Individual Notification Memo and a DD Form 2839.  CSSs will brief each member that the DD Form 2839 must be returned to the CSS by the suspense indicated on the Individual Notification Memo (normally the date the member completes 15 years of active service).  If the member is not eligible at time of initial notification, he/she signs the DD Form 2839 and the CSS will hold the form for the commander to monitor monthly.  Additionally, the CSS will inform the MPF of ineligible members by annotating their status on the master roster.  If the CSS discovers a member has not been notified prior to obtaining 14 years, 6 months of active service, they must notify the member immediately.  Members initially notified after obtaining 14 years, 6 months active service will be given the choice of either waiting until 1 March 2002 to make their election, or making it anytime after their 15th year of active service.  The member must be briefed that if they make their election at the 15th year of active service or any time thereafter, it is final and irrevocable.  Therefore, the CSS should ensure that any member making their election before the suspense completes an Individual Waiver Memorandum (Attachment 3).  CSSs will send the Individual Notification Memo to the MPF Career Enhancement Section, along with the DD Form 2839, within 3 duty days, for filing in Section 3 of the member’s Unit Personnel Record Group (UPRG).

d. CSSs will brief all members with a projected PCS or extended TDY that they may make their election early to become effective at the 15th year of active service.  If the member decides to make an early election, the CSS will ensure the MPF has the DD Form 2839 on file prior to a member departing PCS/TDY, and must inform the member their election will be irrevocable when they reach 15 years of active service.    The CSS should ensure the member completes an Individual Waiver Memorandum.  TDY is considered “extended” if the TDY period is more than 30 days.  NOTE:  We recommend CSSs add this item to their out-processing checklist for departing members.  

e. If the squadron commander determines an individual is ineligible to make a CSB election, the CSS will provide the Individual Notification Memo and a copy of the DD Form 2839 to the member, ensuring it states the ineligibility reason and what he/she may do if/when they later become eligible.  The CSS will forward one copy of the Individual Notification Memo and the DD Form 2839 to the MPF Career Enhancement Section notifying them of member’s ineligibility.  The CSS should, at this point, suspense the list of ineligible members to be reviewed monthly by the squadron commander for eligibility reinstatement.  If a member becomes eligible prior to their 16th year of active duty, the CSS must contact the member and follow the instructions listed for eligible members, including completion of a new DD Form 2839.  Inform the MPF in writing of the change in the member’s eligibility status.  Destroy previous documents with ineligibility status on them.  If member does not regain eligibility prior to their 16th year of active service, the CSS must notify the member via memo that they will remain in the High-3/50% retirement plan and are no longer eligible for this program.  The CSS will then return the DD Form 2839 to the MPF for filing in Section 3 of member’s UPRG.

f. At the time of official notification, the CSS must provide each member with a copy of the DoD Information Fact Sheet (Attachment 4) and a DD Form 2839 available on the following link (from the DoD Forms site:  http://web1.whs.mil/forms/DD2839.PDF).  Sections 1 and 2 must be completed by the CSS prior to being given to the member.  CSS personnel are   

authorized to sign the form and witness as prescribed by the form instructions in sections 3 through 7.  They must also brief members that they may contact their local Family Support Center (FSC) to schedule an appointment with a financial counselor.  The appointment is voluntary and not required to make a CSB election.  Since this appointment does not offer them more time beyond their suspense to make an election, individuals should contact the FSC immediately upon notification if they desire an appointment.

g. If, after the suspense, the member has not submitted an election form, the CSS must annotate on the DD Form 2839, Section VI, Item 16, “No submission was made by established suspense date.”  CSS will then forward the DD Form 2839 to the MPF to be placed in the member’s UPRG, Section 3.

h. The CSS will record the date they notified the member of his/her eligibility or ineligibility status, give the member the original, and place a copy of the Individual Notification Memo in the member’s PIF or suspense file.  Annotate the date on the master roster for the MPF Career Enhancement Section so they may update the Personnel Data System (PDS) (MILMOD).  NOTE:  Currently, we do not have system edits/updates available; therefore, until further notice, CSSs will need to create a suspense file to retain these copies for future update when system/edits capabilities are available.  When capabilities are available, further instructions will be provided. 

3.  MPF RESPONSIBILITIES: 

i. The MPF/CC should schedule training for all personnelists assigned to the CSSs immediately to facilitate this program at the base level.  MPF Career Enhancement Sections will work with their Personnel Systems Management (PSM) Office to ensure unit master rosters are produced on members meeting basic eligibility criteria at the 14 year, 5 month point to allow for distribution to the CSSs NLT the 5th duty day of each month. The unit master roster should be produced in two copies.  MPF Career Enhancement Section will keep one copy to monitor and suspense each roster.  The additional copy of the roster will be forwarded to the appropriate CSS NLT the 5th duty day of the month with a suspense date to be returned NLT the 25th duty day of the same month.

b.
MPFs must ensure they receive a roster from each CSS indicating when members were notified.  MPFs must also maintain a listing of ineligible members to assist the CSSs in monitoring--on a monthly basis--their eligibility status (this must be done manually).  If the member has not regained eligibility by the 16th year of active service, their Individual Notification Memo and DD Form 2839 should be filed in Section 3 of the UPRG, indicating the member’s ineligibility for the program and the fact they will remain in the High-3 / 50% retirement pay plan.  

c.
Members notified up to 1 October 2001 may wait until 1 March 2002 to make an election; however, they may make their election at 15 years of active service if they choose.  It will be irrevocable once submitted.  MPFs will establish a suspense file for all forms returned early (prior to the suspense date) and ensure appropriate updates are made at the respective 15-year point.  NOTE:  Since system edits are not readily available, the MPF must work with the CSS to ensure a suspense system is maintained, so that once system edits are available, individual’s election information is updated.

d.  MPFs must report election for CSB via email directly to DFAS.  System edits will not be available until March 2002; therefore, until further notice, emails will be required to update information.  MPFs must follow the sample email at Attachment 5 to this MPFM.   MPFs will send an email message on a weekly basis but no later than 7 days after election effective date to DFAS, reporting only those members who elect CSB.  POC for this information at DFAS-DE will be:  Sergeant First Class (SFC) Ken Porter, email address is kenyon.porter@dfas.mil.

e.  MPFs will mail the original DD Form 2839 to HQ AFPC/DPSAMI for filing in the Master Personnel Record Group.  File a copy of the election form and, if applicable, the Individual Waiver Memorandum in the member’s UPRG, Section 3.   NOTE: MPFs will mail original form for AGRs to HQ ARPC/DPPRC, 6760 East Irvington Place #1930, Denver CO 80280-1930.

 f.  We recommend MPFs add CSB verification as part of their in-processing procedures.  This would ensure newly arriving members that might have been missed at their previous assignment would be given the opportunity to make an election at their new duty location.

 g.  MPF/Retirement & Separation Section must ensure members who request to separate prior to         20 years of active service are briefed on recoupment policies and procedures associated with the CSB.  (Recoupment details are referred to in the AF/DP message.)  

4.  THRIFT SAVINGS PLAN INFORMATION: 

The Thrift Savings Plan (TSP) presents an opportunity to increase the value of the CSB option.  Although it was intended that TSP be available at the same time as the CSB option was announced, implementation of the TSP is not expected before October 2001 (Open Season) with the first contributions allowable after 1 January 2002.  Because it is not available yet, members otherwise eligible to elect a CSB may defer their election until 2 months after the start of the TSP (1 March 2002).  A separate MPFM will be published (by the designated Office of Primary Responsibility) and available to provide in-depth information on the TSP and procedures for participation as soon as possible.  Additionally, if further delays are experienced in implementation of this program, members will be advised accordingly.  In the interim, members may refer to www.tsp.gov for further details on TSP.

ATTACHMENT 2 - INDIVIDUAL NOTIFICATION MEMO  (SAMPLE)

MEMORANDUM FOR (Member Rank/Name)

Date

FROM:  Unit/CC

SUBJECT: Notification of Career Status Bonus REDUX Eligibility

1.  You do/do not meet the eligibility criteria to make a choice about your future retirement pay plan.  If you do not meet eligibility requirements at this time, go to paragraph 9.  If you meet eligibility requirements, go to the next paragraph.  

2.  When you initially entered military service, you were under the High-3 / 40% retirement pay plan, commonly known as REDUX.  You are now under the High-3 / 50% retirement pay plan.  You now have the opportunity to elect one of the following options:

(a) Receive a $30K career status bonus and return to the REDUX retirement pay plan.  This plan includes a reduction in annual cost-of-living adjustments (COLAs) under 10 U.S.C. 1401a (with a one-time adjustment at age 62 under 10 U.S.C. 1410) and a reduction in multiplier under 10 U.S.C. 1409 (readjusted at age 62 under 10 U.S.C. 1410).  This election requires you to serve continuously on active duty to at least 20 years of service.

(b) Retain the High-3 / 50% retirement pay plan.

3.  You must report to your Commander Support Staff Section within 7 duty days from receipt of this notice to acknowledge notification and receive official information to include a DoD Standard Fact Sheet of Information for eligible Career Status Bonus members and the DD Form 2839, Career Status Bonus Election Form, which outlines specific conditions which you must agree to if electing the CSB.  This includes recoupment provisions if you don’t serve to 20 years of active service.

4.  Financial counseling will be available from Personal Financial Management Counselors at the Family Support Center.  It is not mandatory that you attend.  When you make your final election, you will acknowledge that counseling was available.

5.  This notice indicates that you have no current/pending quality force factors that may not yet be updated.  However, your eligibility is tentative.  If a situation occurs after submitting your election, which would make you ineligible to make an election, I reserve the right to remove your eligibility to make an election if your election effective date has not yet consummated.

6.  You will attain 15 years of active service on ___________.  Your suspense to make and submit your election is 1 March 2002 (authorized delay for implementation of TSP).  If you do not return the DD Form 2839 by the suspense date, you will automatically and irrevocably remain in the High-3 / 50% retirement pay plan.  You may submit your election any time after 15 years of active service if you don’t want to wait.  The date above is the earliest election effective date you may make.

7.  Members who accept REDUX and subsequently elect maximum Survivor Benefit Plan (SBP) coverage will pay monthly premiums based on the greater amount of retirement pay they would have been entitled to receive under the High-3 / 50% retirement pay plan.  Correspondingly, the 

SBP annuity payments their survivors receive will be based upon the retirement pay the member would have been entitled to receive under High-3 / 50% retirement pay plan (though still affected by the REDUX COLA), vice the amount the member actually received under REDUX.  As a result, premiums would be a slightly higher percentage of REDUX retired pay than under High-3 retired pay.  Members will still have the option to elect a base amount less than the maximum.
8.  See AFPC's homepage: http://www.afpc.randolph.af.mil/ (Site Index:  Retirements & Separations) and the OSD pay calculator at  http://www.dod.mil/militarypay/ for further information concerning your choices of retirement plans.
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9.  Member is/is not eligible to make a CSB election.  Member does/does not have an approved date of separation.  I have reviewed member’s PIF and the CEMR/COMR.  Ineligible members will automatically remain in the High-3 / 50% retirement pay plan.  If ineligible, the reason is stated below:

____________________________________________________________________________________________________________________________________________________________

Should this condition change before attaining 16 years of active service, you may become eligible.

__________________________________________________

____________

COMMANDER OR DESIGNATED REPRESENTATIVE


DATE
Member must initial the following as applicable:

________I am not eligible at this time.  I understand that I must still complete the DD Form 2839 and that I will be notified by the CSS if I become eligible in the future.

________I was notified of my eligibility to make a CSB election on (date) ___________.  I understand I have until 1 March 2002 to make my election and return the DD Form 2839 to my CSS.

________I have received my DoD Fact Sheet on CSB, and the DD Form 2839.

________I have been briefed on the availability of financial counseling through the Family Support Center and that it is not mandatory to attend.

________I understand I have the option of deferring my election until Thrift Savings Plan implementation.

_____________________________________



____________

MEMBER’S SIGNATURE






DATE

ATTACHMENT 3—INDIVIDUAL WAIVER MEMO (SAMPLE)

MEMORANDUM FOR XXX MSS/DPMP (Career Enhancement Element)

FROM:  (Member)

SUBJECT:  Waiver of 6-Month Period to Make Career Status Bonus (CSB) Election

I, (grade/full name) ______ ____________________ ________(SSAN) ___________________ 

waive the normal 6-month period allowed to make my election to accept the CSB or remain in the High-3 / 50% retirement pay plan.   (Use sample of the conditions that apply to member’s situation.)

· Because my 6-month suspense will occur after I have attained 15 years of active service, I desire to officially elect my retirement pay plan at this time in accordance with the prescribed instructions given to me by my Commander Support Staff.  I understand the election effective date--if after the 15-year point--will be the date I sign this election.

· Because I am departing the local area due to mission requirements (i.e., deployment/PCS, etc.) and may not be available on my election suspense date, I desire to officially elect my retirement pay plan at this time in accordance with the prescribed instructions given to me by my Commander Support Staff.  I understand that my election effective date will occur at the 15-year point in my case.  

I understand I have waived my 6-month decision period, and my election effective date will occur at 15 years of active service.  

____________________/____________

(SIGNATURE)

(DATE)

NOTES:  
This form may be modified to suit local processing requirements.



This form must be filed with the election form in member’s UPRG.

ATTACHMENT 4—DoD INFORMATION FACT SHEET

Information for Eligible Career Status Bonus (CSB) Members

Introduction - 

You have been identified as potentially eligible for a career status bonus (CSB) of $30,000.  If eligible, you will have the choice of remaining subject to the provisions of the High-3 Retirement System or electing a $30,000 CSB and being subject to retirement under REDUX (CSB/REDUX).  The options are summarized in Table 1.  To be an eligible member, you must:

1. Be on active duty

2. Complete 15 years of active duty service

3. Have a DIEMS / DIEUS (Date of Initial Entry to Military / Uniformed Service) that is 1 August 1986 or later, and

4. Qualify under Service regulations for retention to 20 years of active duty service.

[image: image2.wmf]0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

4.5%

5.0%

High-3

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

4.5%

5.0%

REDUX

0.0%

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

Annual Retired Pay Cost-of-Living Adjustment

Observed Increase in Consumer Price Index (CPI-W)

System

TABLE 1

It's Your Decision.  The bonus election decision is yours to make.  We recommend you make it on the basis of your personal perspective -- how you see things!  Be certain you take a good look at the risks that may be involved.  At the same time, we suggest you consult several sources to get a variety of viewpoints and preferences.  It will make you better informed.  You'll probably be happier if your decision is based on a well-balanced set of perspectives.  Good luck!

OVERVIEW

If you're a CSB-eligible member, we suggest you:

(1) Assess your personal career expectations, 

(2) Determine your probable use of any bonus money,

(3) Decide what kind of risk you're willing to tolerate, 

(4) Work through at least a basic analysis of the options, and

(5) Discuss the decision with two or more advisors that you trust.  

This paper can help get you started.  It explains the options, looks at some basic outcomes for specific assumptions, and highlights important considerations.  Here's a brief outline of the contents.

1. The $30,000 Career Status Bonus

The CSB and Taxes

Options and Implications

Spend It Outright

Tax Sheltered Investment -- The Uniformed Services Thrift Savings Plan, or UNISERV

Other Investments of the After-Tax Balance 

Comparative Examples

Basic Considerations

2. REDUX Retired Pay versus High-3 Retired Pay

Differences in Retired Pay

Reduced Multiplier

Reduced Cost-of-Living Adjustments (COLAs)

Projections and Comparisons Over Time

Survivor Benefit Plan (SBP) Implications

3. Consideration of the Risk and Other Factors

In addition, we encourage you to use the CSB/REDUX decision analysis tool on line at http://www.dod.mil/militarypay/.  (The site is expected to come on line in February 2001.  Until then, information for understanding and analyzing the CSB/REDUX choice will be available at http://www.dod.mil/militarypay/.)  The web site allows "what-ifs" to let you see results using your own circumstances and expectations.  The site also has information on current pay rates and some preliminary information on the upcoming Thrift Savings Plan for Uniformed Service members.

This plan will be known as UNISERV.  

Section 1—THE $30,000 CAREER STATUS BONUS (CSB) 

The CSB and Taxes:  If you elect the bonus, you will receive a $30,000 one-time lump-sum payment, normally about the 15th year of active duty service.  Taxes on the bonus may vary significantly depending on your personal Federal tax bracket, applicable State taxes, and opportunities to avoid tax.  This can have a big effect on the future value of the bonus money.  One important tax possibility is that the entire bonus may be tax exempt for an enlisted member if the election is made effective while serving in a combat zone or Qualified Hazardous Duty Area (QHDA).  This one-time tax exclusion does not exempt from taxation any future earnings on this money even if you continue to serve in a combat zone or QHDA.  

Options and Implications: What you do with the money is important!  There are three basic choices as we see it: 

(1) Spend it outright on a car, vacation, or similar item.  You might have a great vacation or a really nice car, but the money will be gone and the value of what you bought will either be gone immediately, or at best will depreciate quickly.  You'll give up the potential for investment earnings and may have nothing available to meet future needs.  On the other hand, spending the money outright may allow you to avoid further debt or eliminate a significant amount of current debt.  In this case, you could analyze such spending more as an investment than as an outright expense that has no future value.  Be careful of your assumptions and projections in this kind of comparison.
(2) Put some of it in the Uniformed Services Thrift Savings Plan (UNISERV) and/or other tax-sheltered investments.  This option is currently pending and exact rules on eligibility have not been resolved for those who are able to elect CSB/REDUX before the UNISERV begins in January 2002.  Members eligible to make a CSB/REDUX election may defer their decision until 1 March 2002, if otherwise due before that date, thus enabling such members to deposit some of the CSB in their UNISERV account.  Check back with your military personnel and finance counselors to determine the options available to you before you make your final decision.  
A UNISERV for military personnel is expected to be in place about 1 January 2002, with an expected $10,500 annual contribution limit.  This limit is periodically adjusted in $500 increments.  Qualified income deposited in the UNISERV is not taxable as income for the year in which paid.  The deposit amount and subsequent earnings are only taxed when withdrawn.  This lets your investment start with a larger base and grow faster than it would if you had to pay taxes on the earnings each year.  You will have to be a UNISERV participant, already depositing a portion of your basic pay each month, in order to also deposit any of the CSB.  If you are participating in the UNISERV with annual contributions of basic pay totaling $1,500 you could deposit $9,000 of the CSB into the UNISERV.  

You will be able to put more of the CSB into the UNISERV if you qualify for a QHDA or combat zone tax exclusion when you make your election.  In this case, any 

portion of the CSB not counted as taxable income can be deposited in the UNISERV up to a total annual contribution limit equal to the lesser of $35,000 or 25 percent of total annual compensation.  For example, if you qualified for this option and had total annual compensation of $75,000, your contributions for that year would be limited to no more than 25 percent of $75,000 -- or $18,750.  Subtracting your $1,500 basic pay contributions leaves $17,250 you could contribute from the CSB.  Rules for computing total compensation and other regulations on UNISERV deposits will be published separately.  

There are other investments with tax advantages that may be equal to those of the UNISERV, such as a Roth or traditional Individual Retirement Account (IRA).  The advantages and restrictions vary with your personal situation, so you should see a trained advisor for details.
(3) Other Investments of After-Tax CSB Balance.  Other choices for investing abound! You may want to put a down payment on a home, pay off some debt, improve your education, or invest in a business of your own.  The risk associated with some of these investments may be considerable, but the potential return could also be substantial.  Some, or all, of your investment earnings may be subject to income tax each year, which will tend to reduce your accumulated investment and rate of growth.  Tax treatment of investment earnings may vary widely but must be considered to accurately assess their value.  All the more reason to seek advice from a capable and trusted source.

Comparative Examples:
In Table 2, we show 3 options in which the member elects the CSB/REDUX but allocates it in different ways:  (1) A base case,  (2) An option with a reduced UNISERV contribution, and (3) An option with a significant allocation of the CSB to a major expense (Vacation expense of $4,000).  You can gain some insight by looking at the results, but don't base your decision on these cases.  Instead, evaluate things using your personal circumstances.

In Option 1, the member deposits as much as possible in the UNISERV given a contribution from basic pay that will total $1,500 for the year.  That leaves $9,000 to put in the UNISERV and $21,000 of taxable income from the CSB.  In all cases we use a total annual tax rate of 30% (Federal, state, and local taxes) for current and future taxable earnings.  This results in $6,300 of tax for Option 1 and the after-tax balance of $14,700 is invested.  In each option, the UNISERV and other investments are evaluated at both 8% and 10% rates of return.  

In Option 2, the member elects a reduced UNISERV contribution of $5,000 and even though the full after-tax balance is invested, there is less to invest.  

In Option 3, the same $9,000 from Option 1 is invested in the UNISERV but the member spends $4,000 on a vacation. 

TABLE 2

Bonus Allocation and Investment Growth

[image: image3.wmf]20

21

22

23

24

25

26

27

28

29

30

High-3

50.0%

52.5%

55.0%

57.5%

60.0%

62.5%

65.0%

67.5%

70.0%

72.5%

75.0%

REDUX

40.0%

43.5%

47.0%

50.5%

54.0%

57.5%

61.0%

64.5%

68.0%

71.5%

75.0%

Retired Pay Multiplier for 20 to 30 Years of Service

System

Years of Service

Comparative Examples

Basic Considerations: 

We want to emphasize that we can't show you the risk for any given option.  You must decide the risk potential and how you will let that risk influence your decision.  Generally, higher potential returns carry a higher risk.  That said, there are three important lessons illustrated by these examples:

(1) The rate of return on an investment is crucial to the future value of that investment, with only a small difference (8% versus 10%) having a substantial impact.  You should base your decision on a rate of return that you feel is reasonable for you, or at least one where you can recognize and accept the risk.  Rates of return less than 8 percent are normally achievable with a fairly modest risk.  Rates greater than 8 percent have increasingly significant risk of earning less than expected, as well as the potential to lose a portion of the original investment (or even all of it in some cases). 

(2) Putting less in tax-deferred investments (Option 2) can substantially reduce the future value of available assets.  Of course there are limits as to how much you are allowed to put in tax-deferred investments. However, the UNISERV and IRAs have a significant advantage that you should not overlook.  This doesn't mean you can't do better.  But if you don't take full advantage of these options, make sure you know and understand what you're missing.

(3) Spending the money outright (Option 3) can dramatically diminish your future assets because that money can't produce future earnings.  We spent the money on a vacation so there is no residual value to the money after the first year.   Once the money is spent on something consumable, that is the end of it.  This is a major factor in evaluating the bonus.  Such spending uses the bonus and leaves you with less money for the future than you would have if you stuck with the High-3 retired pay.

These examples are just a sample of what you can do with the bonus payment.  Obviously, the possibilities are unlimited and the risks can be significant.  Of course, these investment options must be weighed against the prospective differences in retired pay that will result if you take the bonus and receive retired pay under the REDUX system versus the High-3 system. 
Section 2—REDUX RETIRED PAY VERSUS HIGH-3 RETIRED PAY

Differences in Retired Pay:  If you elect the CSB, you must:

(1) Agree to remain on active duty until you have 20 years of active duty service, and 

(2) Have your future retired pay computed under the provisions of the 1986 Military Retirement Reform Act (1986 MRRA, also called REDUX).  REDUX retired pay will be less than retired pay under the High-3 system due to:
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A reduced multiplier until age 62; for each year short of 30, it is 1 percentage point less than the High-3 multiplier.  The multiplier is restored at age 62 to the same multiplier as the High-3 system.

Reduced annual Cost-of-Living Adjustments (COLAs) that are 1 percentage point less than inflation as measured by the Consumer Price Index for Urban wage Earners and Clerical Workers (CPI-W).  The following chart compares the COLAs for selected rates of inflation.  COLAs are set to the nearest 1/10th of 1 percent.  At age 62, a COLA readjustment is made to bring REDUX retired pay to the same amount as the High-3 retired pay when taken in conjunction with the multiplier readjustment.  After age 62, reduced COLAs will apply.
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Projections and Comparisons Over Time:

We compare REDUX to the High-3 retirement by looking at an E-7 retired at age 40 with 20 years of service.  We assume inflation is 3% each year and the retiree lives to be 80 years old.  Chart 1 shows the actual gross retired pay each year.  The pattern of retired pay is informative!  First, there is the initial difference due to the reduced multiplier.  This is greatest if you retire with just 20 years of service.  The gap then increases each passing year due to the reduced REDUX COLAs before age 62.  At age 62, REDUX retired pay is increased to exactly equal the High-3 retired pay.  After that, a gap again develops as a result of the reduced REDUX COLAs.  

With 30 years of service, the patterns would be similar with two main differences:  First, the levels of REDUX and High-3 retired pay start out equal because each is 75% of High-3 average basic pay -- there is no multiplier reduction with 30 years of service.  Second, the gap won't grow as much before age 62 because the member is 10 years older (closer to age 62) at the time of retirement.  This is an important consideration -- the longer you serve and the older you are at retirement, the less the percentage reduction of your future retired pay under REDUX.

CHART 1
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In this example, COLAs drive up the High-3 retired pay to be, at age 80, more than 3 times the initial value.  Inflation does the same thing to the cost-of-living.  While this member's retired paycheck at age 80 is 3 times what it was at age 40, it buys no more or less because of the increased cost-of-living.   Instead of looking at the actual projected levels of retired pay in the future, we could look at the money in terms of how much it would buy today (in the year 2001).  We call this constant Year 2001 dollars.  These results are shown in Chart 2.  Note the same relative pattern of retired pay, but in this case, the High-3 retired pay is constant over the years, having the same purchasing power in every future year as it did upon retirement.  The reduced COLAs under REDUX cause those payments to gradually decrease in terms of constant dollar value except for the age 62 readjustment.

CHART 2
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*All cells show the accumulated after-tax value of the invested bonus money at the year 

 indicated in the lefthand column.  Money spent on a vacation is reflected in the year 0 

 but not in any other year.  Notice that the year 0 values are all $21,000.  This is due to the 

 way we valued the funds.  For example, look at option 3, year 0.  $9,000 is deposited in 

 UNISERV and is not included in taxable income for the year.  Future UNISERV earnings 

 will not be taxed until the money is withdrawn.  The advantage of UNISERV is that 

 earnings accrue on money that otherwise would have gone to pay taxes.  This leaves

 $21,000 in taxable income, and at the 30% tax rate, $6,300 tax is due, leaving $14,700: 

 $4,000 for the vacation and $10,700 to put in an after-tax investment.  We now have 

 $23,700 in funds or on hand for the vacation: $9,000 in UNISERV, $4,000 for the vaction, 

 and $10,700 in after-tax investments.  Of this $23,700, however, $2,700 in taxes will 

 eventually be due on the $9,000 in the UNISERV account (30% tax rate).  Thus, the 

 value of after-tax assets shown is $21,000: which includes $6,300 of UNISERV funds

 ($9,000 - $2,700), $4,000 in vacation money and $10,700 in an after-tax investment.

 Values shown for all subsequent years assume the UNISERV and after-tax investment

 remain in their respective accounts, but 30% of any UNISERV funds are excluded

 from the shown accumulated value of after-tax assets.  This accounts for the fact 

 that UNISERV funds must still be taxed when you withdraw them. Thus, we avoid

 the impression that all UNISERV money could be withdrawn and spent as desired.

 Earnings on the money in the after-tax investment are assumed to be taxed at 30% 

 

each year and are no longer in that account and all of that money may be withdrawn and

 spent whenever desired with no further taxes due.

 To illustrate, look at Option 1 after 20 years under the 8% rate of return.  The value shown

 is $73,076, which includes $29,364 of UNISERV funds, $43,712 in the after-tax investment.

 The UNISERV account is actually $41,949, but we have not included the $12,585 of taxes

 that must eventually be paid (if the 30% rate remains in effect).  All of the $43,712 in

 the other investment account are included because it is all after-tax money.
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An E-7 retired at age 40 with 20 years of service would receive High-3 retired pay through age 80 that totals over $600,000 constant Year 2001 dollars.  REDUX retired pay would total about $115,000 less (19%). The big question is how this compares to the $30,000 bonus at the 15th year?  Would anyone give up $115,000 in constant year 2001 dollars from future retired pay in exchange for $30,000 today?  Given the right conditions, they probably would!  It depends on what happens to the $30,000 over time compared to the extra retired pay of the High-3 system over CSB/REDUX.  

We must make assumptions about the following:  (1) Grade at retirement, (2) Years of service at retirement, (3) Life expectancy (how long you'll live to collect retired pay), (4) Return on investments, (5) Tax rate, (6) Annual inflation (Consumer Price Index increase), and (7) Pay table increases before retirement.  

Chart 3 shows the results under the following assumptions:  (1) E-7, (2) 20 years of service, (3) Life expectancy of 80 years, (4) 10% annual rate of return on all investments, (5) 30% total tax rate, (6) 3.0% annual inflation, and (7) 3.5% annual pay increases.  Under these conditions, the invested REDUX bonus is worth more than the invested extra retired pay until the retiree reaches age 54.  After that, the investment of the extra retired pay will be greater.  

Caution!  One set of numbers is not enough information to make this kind of decision.  Consider whether you would really save the extra retired pay and the possibility that you might stay in service longer while your bonus investment grows and then retire with less reduction in retired pay.

CHART 3


Survivor Benefit Plan (SBP) Implications

If you elect the CSB/REDUX option, you'll find that the SBP coverage available to you will work just a bit differently than it would under the High-3 retirement.  The main difference is that under REDUX, the computation of your premiums and benefits will not reflect the multiplier reduction for retirement with less than 30 years of service. As a result, your premiums, while under age 62, will be a slightly higher percentage of retired pay than under the High-3 retirement.  This will cause SBP to be a bit less attractive under the REDUX system -- about 5-10% more expensive for lifetime cost versus benefits. The exact impact would depend on when you retire and how you value money over time. We don't want to complicate your CSB/REDUX decision with an equally complex benefit, the SBP, but you should at least recognize that it could make the CSB slightly less attractive.  

SECTION 3—CONSIDERATION OF RISK AND OTHER FACTORS

The future won't turn out exactly as we assume in any analysis.  You should think about the risk of things not turning out the way you expect.  Only you can decide how much risk, and what kind of risk you're willing to tolerate.  To do this, you should get a feeling for the effect of certain factors.

Inflation:  Inflation will mainly affect the COLAs you get in retirement.  However, the net difference between the High-3 and REDUX isn't too sensitive to the actual inflation because the difference is always 1%, or less if inflation is less than 1%.  REDUX provides less retired pay in every case, but for a given career, the rate of inflation will have only a minor effect on the difference between REDUX and High-3.  Inflation may affect the investment rate of return, but unless inflation is significantly higher than it has been any time recently, the bottom line is not likely to change due to a misestimate of inflation. 
Age at Retirement and Length of Military Career: Generally, the longer you stay in service and the older you are at retirement, the more attractive you will find the CSB/REDUX option. This may have a big impact on your decision.  Hopefully, you have a good feel for how long you want to stay in service and the probability that you will be allowed to stay that long.  The percentage difference in High-3 versus REDUX retired pay gets smaller for each additional year of service.  Not only is the multiplier reduction less, but also there are fewer years until the reduction is removed at age 62.  Invested wisely, the CSB grows with each passing year, and can be worth much more by the time you actually retire. 

Increased Rates of Retired Pay Due to Pay Scale Increases and Higher Grade at Retirement: Working in the opposite direction of longer service are those factors that result in a higher initial level of retired pay for a given length of service.  This would include the pay scale growing faster than inflation and any promotion or higher base due to greater longevity on the pay table. The greater your initial retired pay for a given length of service, the more dollars you will lose with the CSB/REDUX.  These factors work in the opposite direction of age and length of service, so you need to look carefully at your expectations and see how all of the factors play out together.

Return on Investment: We mentioned this before, but it bears repeating.  If you take the CSB, your allocation of the money and the rate of return on any investment will drive the future value of this option.  If you can earn enough on your bonus investments, the CSB/REDUX would be attractive, but the higher your assumed rate of return, the greater the risk that you won't get that much.  The assumed rate of return will affect a comparison of the bonus option with the extra retired pay under the High-3 system.

Failure to complete 20 years of active service:  If you elect the bonus and fail to reach 20 years of service as agreed, you will be required to repay the percentage of the CSB that is equal to the percentage of service you failed to complete compared to what you agreed to serve.  Repayment will be waived in the event of death, disability retirement, separation under a Service early out program, or other cases based on equity and good conscience.  Repayment may be withheld from any money to which you are otherwise entitled.

Your Choice: All in all, the choice is not simple.  You will want to put enough effort into the decision to make yourself comfortable with your choice.  Once your decision is made, work to make that choice deliver as much for you as possible.  Be forward looking and don't try to second-guess yourself after the fact.  Best wishes and good luck!

One Last Thought: We urge you to spend time making your decision.  There is a lot of complicated information to digest.  Particularly, we urge you to visit our web site at http://www.dod.mil/militarypay/.  (Expected to come on line in February 2001.  Until then, information for understanding and analyzing the CSB/REDUX choice will be available at http://www.dod.mil/militarypay/.)  If you play with this for a while and study the results, you will get a feel for what factors might most affect your decision and how.  

ATTACHMENT 5—MPF EMAIL FOR DFAS (SAMPLE)

FROM:  
Your MPF email address

TO:  

 SFC Ken Porter, email address is kenyon.porter@dfas.mil.

SUBJECT:
MEMBERS ELECTING TO ACCEPT CSB/REDUX RETIREMENT

1.  The following individuals have signed DD Form 2839, CSB Election Form:


a.  RANK/NAME/SSAN/ELECTION EFFECTIVE DATE (Normally will be the 15-year of active service point)/STOP DATE (The date member will complete 20 years of active service).


b.  LIST EACH MEMBER WHO HAS ELECTED TO TAKE CSB.

2.  POC is _______________, DSN XXX-XXXX.

*NOTE—To MPF:  When sending the above email in conjunction with CSB election, please ensure you retain a “delivery receipt” upon completion for your records.  

ATTACHMENT 6—FREQUENTLY ASKED QUESTIONS

Q.1:  How do I know if I'm under High-3 or the pre-1980 system?
A:  In the same way the Date Initially Entered Military Service (DIEMS) determines who is in High-3 versus who may choose their retirement system, your DIEMS determines if you are under High-3 or the pre-1980 system referred to as Final Pay.  Here are the common examples of circumstances that cross the 8 September 1980 date: 

- Academy graduates who entered the Academy prior to, but graduated after 8 September 1980 are under the Final Pay System. 

- ROTC graduates who began an ROTC scholarship program or enlisted as a Reserve in the Senior ROTC program prior to 8 September 1980 are also under the Final Pay System. 

- Officer and enlisted members who initially entered the military prior to 8 September 1980, separated, and after a break in service, rejoined the military, are under the Final Pay System, even if their pay date was adjusted to a date of 8 September 1980 or later. 

- Members who enlisted under the delayed entry program before 8 September 1980 are Final Pay even if they initially reported for duty after 8 September 1980. 

Q.2:  I've always been told my Academy time doesn't count toward my retirement.  You're telling me differently? 
A:  No. You've been told correctly.  Academy time does not add to your years of service and, thereby, increase your retirement pay.  But, the date you entered the Academy determines (in most cases) WHICH retirement system you receive.

Q.3:  When do I have to decide? 
A:  You must decide between 14 years, 6 months and 15 years of active service. 

Q.4:  When do I get the bonus?
A:  You will receive your bonus within 90 days after you submit your election paperwork and your Service accepts it.  Thus, you will normally be paid by the 15 year and 3 month point of your career.

Q.5:  Suppose I take the Career Status Bonus and later change my mind; can I? Even if I give the bonus back? 
A:  Electing your retirement system is an irrevocable decision. You cannot change your election, even if you return the Career Status Bonus.  Your election is not considered a final decision until you complete your 15th year of active service.  Check  with your Service to see when your election will be considered final and, thus, no longer revocable. 

Q.6:  What happens if I take the Career Status Bonus and am forced to separate?
A:  Generally speaking, if you fail to complete a 20-year career, by law, you are required to return a pro-rated share of the Career Status Bonus for the time you did not complete the agreed upon service.  The pro-rated amount would be forgiven in cases of death, disability retirement or separation, or separation under a service program where you were requested to separate or retire early. 

Q.7:  When is it advantageous to take the bonus? 
A:  Each individual's unique circumstances will determine which retirement option is better.  The CSB/REDUX option should be carefully considered for individuals who are planning longer careers. The multiplier under REDUX comes closer to the High-3 /50 % retired pay plan multiplier the longer the individual stays in beyond 20 years, and finally the multipliers become equal at 30 years.  Also, everyone that invests the bonus would have 5 to 15 years of compounded savings accumulated at their retirement point. 

Q.8:  This is a hard decision; who can help me decide?
A:   In the end, only you can make the decision, but there are many sources of assistance.  This webpage (http://www.dod.mil/militarypay/) hosts a "calculator" that will aid you by estimating the value of the two options in relation to your personal situation.  You should also seek assistance from resources on your base such as financial counselors, your chain of command, and your trusted advisors.

Q.9:  I'm a member of the Reserve, how does this affect me?
A:   If you are a post-July 1986 member who is serving on active duty with 14 and 1/2 years of active service, you may also choose between High-3 and CSB/REDUX option. The reduced retired pay Cost-of-Living Adjustments (COLAs) of REDUX will apply only to persons who elect the CSB.
Reserve members anticipating a Reserve retirement at age 60 (called a non-regular retirement) are not eligible to elect the CSB/REDUX option because the non-regular retired pay multiplier was unaffected by the 1986 REDUX retirement changes.  They were, however, affected by the reduced COLA provision, which set COLA to CPI minus one percentage point (CPI-1%).  Recent legislation removed this provision so that Reservists who entered after July 1986 and who will receive a Reserve retirement at age 60 will receive full CPI COLAs.

Q.10:  I'm under High-3 (have a DIEMS before August 1986); can I take the bonus and switch to REDUX?
A:   No.  Only service members who entered the service on 1 August 1986 or later are authorized to choose their retirement system. 

Q.11:  Is the $30,000 bonus taxable? 
A:  Yes.  With the TSP, you may shelter up to the IRS maximum, which is expected to remain at $10,500 for the year 2001 from taxes by placing it into a TSP account.  Other rules and limits may apply to those in receipt of non-taxable pays in a Combat Zone or Qualified Hazardous Duty Area (QHDA).  See TSP information sources for more specifics. 

Q.12:  At what rate?
A:  The bonus is taxed at your Federal, and, if applicable, state, tax rate.  Upon receipt, the portion not placed into the TSP will be subject to normal withholding rules.  Should this exceed your tax rate, you would have the excess returned in your Federal tax refund.

Q.13:  Will I be able to put the bonus in my IRA?
A:  A portion of the bonus would be eligible for deposit subject to standard IRA rules. 


