How to Calculate a Federal Pension
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OPM Publishes Federal Retirement Benefits - US Government
Many politicians have bemoaned the retirement benefits of federal workers but never said what they were. Here is how to calculate a federal retirement. 
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During the 2010 midterm election cycle several candidates made the pay and benefits of federal civil servants an issue. Their efforts were aided by several articles in USA Today and by reports from assorted think tanks including the Libertarian leaning Cato Institute. Several lawmakers called for a freeze on federal employee’s salaries and Indiana Governor and perhaps a 2012 Republican presidential hopeful, Mitch Daniels suggested a 10 percent pay cut for federal employees. Through it all, few actual details of federal employee’s retirement benefits were revealed to the general public. This article seeks to provide an easy to understand way to calculate federal employee retirement pay. There are currently two major retirement systems in use by the federal government and they are the Civil Service Retirement System and the Federal Employee Retirement System.

The Civil Service Retirement System (CSRS)

The older of the two systems, the Civil Service Retirement System (CSRS) applies to employees who were hired by the federal government prior to January 1, 1987 when FERS (per the OPM) was enacted unless that employee opted for coverage under the Federal Employee System. The ways to qualify for retirement in either system is shown below:

· Complete 30 years of service and have reached the age 55 for CSRS or Minimum Retire Age (MRA) which is between 55 and 57 depending on the year of birth for FERS. 

· Complete 20 years of service and have reached age 60. 

· Complete 5 years of service and have reached age 62. 

· Complete 10 years of service and have reached the MRA.

For those employees under the CSRS system their retirement will be based on a percentage of pay according to the following schedule:
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1.5 percent of High Three Average pay for the first 5 years 

· 1.75 percent of pay for service in years 6-10 

· 2 percent of pay for service in years 11 and beyond

To calculate the retirement benefit for the 4 ways to meet retirement eligibility described above the following is presented:

Completed 30 years of service and has reached the Minimum Retire Age (MRA) which is between 55 and 57 depending on the year of birth.

The first 5 years times 1.5 percent equals 7.5 percent of pay.

Years 6-10 (5 years) times 1.75 percent equals 8.75 percent of pay.

Read on 

· How the Federal Employee Pension System Works 

· Veteran's Military Credit for Federal Employee Retirement System 

· Veteran's Leave Accrual Benefits for Federal Government Employees 

Years 11-30 (20 years) times 2 percent equals 40 percent of pay.

Total percentage of pay is 7.5 + 8.75 + 40 = 56.26 percent of the high three year average pay of the federal employee.

Completed 20 years of service and has reached age 6o:

The first 5 years times 1.5 percent equals 7.5 percent of pay.

Years 6-10 (5 years) times 1.75 percent equals 8.75 percent of pay.

Years 11-20 (10 years) times 2 percent equals 20 percent of pay.

Total percentage of pay is 7.5 + 8.75 + 20 = 36.25 percent of the high three year average pay of the federal employee.

Completed 5 years of service and has reached age 62:

The first 5 years times 1.5 percent equals 7.5 percent of the high three year average pay.

Completed 10 years of service and has reached the MRA.

The first 5 years times 1.5 percent equals 7.5 percent of pay.

Years 6-10 (5 years) times 1.75 percent equals 8.75 percent of pay.

Total percentage of pay is 7.5 + 8.75 = 16.25 percent of the high three year average pay.

For those covered by the CSRS it is important to remember that these employees did not pay into social security and therefore will NOT collect any social security benefits based on their federal service. They will get a yearly Cost of Living Adjustment (COLA) that is the same as social security recipients will get but their retirement income is limited to their CSRS pension plus their savings via the Thrift Savings Plan, an IRA or their personal savings.

It is also worth noting that federal employees covered by the CSRS may have a Thrift Savings Plan (TSP) but that the government makes no contribution to it like it does for those covered by the Federal Employee Retirement System.

The Federal Employee Retirement System (FERS)

With the Federal Employee Retirement System in place for over 20 years, it is now the retirement system used by the majority of federal employees. This pension plan, called FERS is funded in part by the employee and also by the federal government. The employee’s cost is 1 percent of salary. This pension plan is much simpler than FERS and has a lesser benefit but that is offset by contributions to the Thrift Savings Plan and participation in Social Security.

In order to retire under FERS, the same requirements must be met but the calculation is much easier. For each year of federal employment, the federal worker earns 1 percent of salary and it is based on the average of the highest 36 months of federal pay, often called high 3. There is an exception to the 1 percent rule and that applies if the federal employee has at least 20 years of service and retires after reaching 62 years of age.

The calculations for each example are presented below:

Completed 30 years of service and has reached the Minimum Retire Age (MRA) which is between 55 and 57 depending on the year of birth.

30 years times 1 percent equals 30 percent of high 36 average pay of the federal employee.

If the employee is 62 or older, the retirement benefit is 33 percent of high 36 average pay of the federal employee.

Completed 20 years of service and has reached age 6o:

20 years times 1 percent equals 20 percent of high 36 average pay of the federal employee.

If the employee is 62 or older, the retirement benefit is 22 percent of high 36 average pay of the federal employee.

Completed 5 years of service and has reached age 62:

5 years times 1 percent equals 5 percent of high 36 average pay.

Completed 10 years of service and has reached the MRA.

10 years times 1 percent equals 10 percent of high 36 average pay.

FERS employees make contributions to Social Security and will collect benefits upon retirement if aged 62 or higher. FERS employees also have the ability to build up a sizable retirement nest-egg using the Thrift Savings Plan and FERS employees have the benefit of matching contributions from the federal government.

Federal workers enforce and monitor the laws established by congress in addition to following and enforcing executive orders. While they may work for political appointees, federal workers are hired and promoted under a merit system and in fact are barred from many political activities as defined in the Hatch Act. To have these same federal employees suffer accusations of good living as a result of a politician seeking to gain traction is disingenuous at best and does nothing to boost the morale of federal workers who are responsible for public safety and public welfare.

Note: There are some cases where federal employees are covered by CSRS and FERS and this topic is not addressed here.
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