


TSP Withdrawal Options: Maximizing Your Federal 
Retirement Savings 

Introduction: Your Thrift Savings Plan (TSP) account represents a cornerstone of your 
federal retirement security. With potentially decades of retirement ahead, the decisions 
you make about accessing these funds will significantly impact your financial 
well-being. Statistics show that Americans are living longer, healthier lives, making it 
crucial to develop a withdrawal strategy that provides income when needed while 
preserving your savings for the long term. This comprehensive guide explains your 
TSP withdrawal options, tax implications, and strategic considerations to help you 
make informed decisions that maximize your retirement security. 

1. Understanding Your TSP Account 

Your TSP account contains contributions and earnings accumulated throughout your 
federal career. Understanding the components and rules governing your account is 
essential for making optimal withdrawal decisions. 

Account Components: 

■​ Traditional Contributions: Pre-tax contributions and agency matching, taxed 
upon withdrawal 

■​ Roth Contributions: After-tax contributions, tax-free withdrawals of 
contributions and qualified earnings 

■​ Agency Contributions: Automatic 1% and matching contributions (traditional 
tax treatment) 

■​ Earnings: Investment gains and losses on all contributions 

Account Types: 

■​ Civilian Account: For federal civilian employees 
■​ Uniformed Services Account: For military members 
■​ Beneficiary Account: For survivors of deceased participants 

 

 



2. In-Service Withdrawals (While Still Working) 

In-service withdrawals allow access to TSP funds while you're still employed, but 
they come with significant restrictions and potential long-term consequences for your 
retirement savings. 

Critical Warning: In-service withdrawals can seriously impact your ability to 
accumulate sufficient retirement savings. Consider all alternatives before proceeding 
with these withdrawals. 

Types of In-Service Withdrawals: 

■​ Financial Hardship Withdrawals: Limited to employee contributions only, must 
demonstrate severe financial need 

■​ Age-Based Withdrawals: Available at age 59½, access to entire account balance 
■​ Loans: Borrow against your account (not technically a withdrawal) 

Hardship Withdrawal Requirements: 

■​ Must demonstrate immediate and heavy financial need 
■​ Limited to employee contributions and earnings only 
■​ Cannot exceed the amount needed to satisfy the financial need 
■​ Subject to mandatory 20% federal tax withholding 
■​ May be subject to 10% early withdrawal penalty 

3. Post-Employment Withdrawals (After Separation/Retirement) 

Once you separate from federal service, you gain access to your full TSP account 
balance with expanded withdrawal options. Your withdrawal strategy should align 
with your income needs and tax situation. 

Timing Considerations: 

■​ No early withdrawal penalties if you separate at age 55 or later 
■​ Full access to all account components after separation 
■​ More flexible withdrawal options than during active employment 
■​ Required Minimum Distributions begin at specific ages 

 



4. Types of Withdrawal Options 

The TSP offers several withdrawal methods that can be used individually or in 
combination to create your optimal income strategy. 

Partial Withdrawals 

■​ One-time withdrawals: Take a specific dollar amount while leaving remaining 
balance invested 

■​ Minimum amount: $1,000 per withdrawal 
■​ Frequency: Limited number of partial withdrawals per year 
■​ Tax treatment: Subject to income tax and potential penalties 

Monthly Installment Payments 

■​ Fixed dollar amount: Receive same amount each month 
■​ Life expectancy payments: Amount calculated based on IRS life expectancy 

tables 
■​ Flexibility: Can change payment amount annually 
■​ Duration: Continues until account balance is exhausted 

Total Withdrawal 

■​ Single payment: Withdraw entire account balance at once 
■​ Tax impact: May push you into higher tax brackets 
■​ Rollover option: Can roll over eligible portion to avoid immediate taxation 
■​ Finality: Cannot be reversed once processed 

Life Expectancy Annuities 

■​ Guaranteed income: Professional insurance company manages payments 
■​ Survivor options: Various survivor benefit levels available 
■​ No investment risk: Insurance company bears market risk 
■​ Irreversible decision: Cannot change once annuity is purchased 

Need Personalized TSP Guidance? Contact JustAskBFS at 877-477-8004 or email 
info@federalrifresources.com for expert guidance tailored to your specific situation. 

 



5. Tax Implications and Withholding Rules 

Understanding the tax treatment of TSP withdrawals is crucial for effective retirement 
planning and avoiding unexpected tax bills. 

Federal Tax Withholding 

Withdrawal Type Required 
Withholding 

Can You Change? 

Eligible Rollover Distribution 20% mandatory No (unless directly rolled over) 

Monthly Installments Based on tax tables Yes, within limits 

Required Minimum 
Distributions 

10% default Yes, can request different 
amount 

Hardship Withdrawals 20% mandatory No 

State and Local Taxes 

■​ No withholding: TSP does not withhold state or local taxes 
■​ Your responsibility: Must pay state taxes if required by your state of residence 
■​ Reporting: TSP reports all payments to your state of residence (if state has 

income tax) 
■​ Planning consideration: Consider moving to tax-friendly state before major 

withdrawals 

Early Withdrawal Penalties 

■​ 10% penalty: Generally applies to withdrawals before age 59½ 
■​ Exception: No penalty if you separate from service at age 55 or later 
■​ Hardship withdrawals: May be subject to penalty even after separation 



■​ Roth contributions: Contributions can be withdrawn penalty-free, but earnings 
may be subject to penalty 

6. Required Minimum Distributions (RMDs) 

Federal law requires you to begin taking minimum distributions from your TSP 
account at specific ages, regardless of whether you need the income. 

RMD Age Requirements 

Date of Birth RMD Age First RMD Deadline 

Before January 1, 1951 70½ Already required 

January 1, 1951 - December 31, 1959 73 April 1 following year you turn 73 

After December 31, 1959 75 April 1 following year you turn 75 

RMD Calculation Rules 

■​ Traditional balances only: RMDs calculated only on traditional (pre-tax) money 
■​ Roth exception: Roth money in TSP is not subject to RMDs during your 

lifetime 
■​ Annual recalculation: RMD amount changes each year based on account 

balance and life expectancy 
■​ Automatic distributions: TSP will automatically distribute RMD if you don't 

take sufficient withdrawals 

Employment Status Impact 

■​ Still working: RMDs begin April 1 of year after you both reach RMD age AND 
separate from service 

■​ Already separated: RMDs begin April 1 of year after you reach RMD age 



■​ Penalty for missed RMDs: 50% excise tax on amount that should have been 
withdrawn 

7. Traditional vs. Roth Considerations 

If you have both traditional and Roth money in your TSP account, you can control 
which type of money funds your withdrawals, providing valuable tax planning 
opportunities. 

Withdrawal Source Options 

■​ Traditional only: Withdraw from pre-tax contributions and earnings 
■​ Roth only: Withdraw from after-tax contributions and earnings 
■​ Pro rata: Withdraw proportionally from both traditional and Roth balances 

Strategic Considerations 

■​ Low tax years: Consider traditional withdrawals when in lower tax brackets 
■​ High tax years: Consider Roth withdrawals to avoid additional taxable income 
■​ Legacy planning: Roth balances provide tax-free inheritance for beneficiaries 
■​ Required distributions: Only traditional balances count toward RMD 

requirements 

8. Rollover Options and Eligibility 

Rolling over TSP funds to other qualified accounts can provide continued tax-deferred 
growth and expanded investment options. 

Eligible Rollover Destinations 

Account 
Type 

Traditional TSP Roth TSP Tax Treatment 

Traditional 
IRA 

✓ Eligible ✓ Eligible (with tax 
consequences) 

Tax-deferred 
continues 



Roth IRA ✓ Eligible (with tax 
consequences) 

✓ Eligible Tax-free continues 
for Roth 

Employer 
401(k) 

✓ If plan accepts ✓ If plan accepts Depends on 
receiving plan 

Other TSP 
Account 

✓ Eligible ✓ Eligible Same treatment 
continues 

Direct vs. Indirect Rollovers 

■​ Direct rollover: Funds transfer directly between institutions, no taxes withheld 
■​ Indirect rollover: You receive check, must deposit in new account within 60 

days 
■​ Withholding impact: Indirect rollovers subject to 20% withholding on eligible 

distributions 
■​ Recommendation: Always choose direct rollover to avoid complications 

9. Payment Methods and Processing 

Understanding TSP's payment processing procedures helps ensure smooth receipt of 
your withdrawals and proper account management. 

Payment Delivery Options 

■​ Direct deposit: Electronic transfer to your bank account (preferred method) 
■​ Paper check: Mailed to your address of record 
■​ Wire transfer: For international payments or urgent needs 
■​ Direct rollover: Payments sent directly to receiving financial institution 

Processing Timeline 

■​ Partial withdrawals: Processed daily on business days 
■​ Monthly installments: Issued on 15th of each month (or next business day) 
■​ Total withdrawals: Processed daily on business days 
■​ Processing time: Allow few days for payment processing and delivery 



Security Requirement: Payment destinations (bank accounts or addresses) must be on 
file for at least 7 days before receiving funds. Plan ahead when updating payment 
information. 

Questions about TSP processing? Call JustAskBFS at 877-477-8004 or email 
info@federalrifresources.com for personalized assistance. 

Lost or Stolen Payments 

■​ Check replacement: Can take 6 weeks or longer to replace lost checks 
■​ Direct deposit advantages: More secure and faster than paper checks 
■​ Address updates: Keep your address current to avoid misdirected payments 
■​ Account monitoring: Regularly check your TSP account for payment status 

10. Account Holds and Restrictions 

Various circumstances can place holds on your TSP account, preventing withdrawals 
until the issues are resolved. 

Types of Account Holds 

■​ Court orders: Divorce decrees awarding TSP funds to former spouse 
■​ Child support orders: Legal processes enforcing support obligations 
■​ Federal tax levies: IRS collection actions against your account 
■​ Criminal restitution: Court-ordered restitution under Mandatory Victims 

Restitution Act 
■​ Fraud protection: Suspected fraudulent activity on your account 
■​ Administrative holds: Account corrections or adjustments in progress 

Voluntary Account Lock 

■​ Extra protection: You can voluntarily lock your account for security 
■​ Unlock key required: Must use your unlock key before requesting withdrawals 
■​ RMD exception: Required minimum distributions will still be processed 
■​ When to use: Consider during identity theft concerns or major life changes 

 

 



11. Spouses' Rights and Requirements 

Federal law grants specific rights to spouses regarding TSP accounts, which vary 
depending on your retirement system and the type of withdrawal you're requesting. 

FERS and Uniformed Services Participants 

■​ Partial withdrawals: Spouse must provide notarized written consent regardless 
of account balance 

■​ Total withdrawals over $3,500: Spouse entitled to joint life annuity with 50% 
survivor benefit 

■​ Waiver requirement: Spouse must sign notarized waiver to choose other 
withdrawal options 

■​ Separation status: Rules apply even if separated but still legally married 

CSRS Participants 

■​ Notification requirement: Agency must notify spouse in writing of withdrawal 
elections 

■​ No consent required: Spouse consent not required for CSRS participants 
■​ System transfers: Moving from CSRS to uniformed services account changes 

spouse rights 

Spousal Rights Table 

Retirement 
System 

Partial Withdrawals Total Withdrawals > $3,500 

FERS Notarized spouse consent 
required 

Spouse entitled to survivor annuity or 
must waive 

CSRS Spouse notification required Spouse notification required 



Uniformed 
Services 

Notarized spouse consent 
required 

Spouse entitled to survivor annuity or 
must waive 

12. Strategic Withdrawal Planning 

Developing an optimal TSP withdrawal strategy requires careful consideration of your 
total retirement income picture, tax situation, and long-term financial goals. 

Key Planning Factors 

☐ Total retirement income needs and sources (FERS annuity, Social Security, TSP) 

☐ Current and projected future tax rates and brackets 

☐ Healthcare costs and Medicare premium implications 

☐ Legacy and inheritance planning objectives 

☐ Inflation protection and purchasing power preservation 

☐ Longevity expectations and long-term care needs 

Common Withdrawal Strategies 

■​ Systematic withdrawal: Regular monthly or annual withdrawals to supplement 
other income 

■​ Bucket strategy: Combine different withdrawal methods for various time 
horizons 

■​ Tax-efficient sequencing: Coordinate TSP withdrawals with other taxable 
income 

■​ Bridge strategy: Use TSP to bridge gap until Social Security or pension begins 
■​ Roth conversion ladder: Strategic conversions to manage future tax obligations 

Integration with Other Benefits 

■​ FERS annuity coordination: Time TSP withdrawals around pension payments 
■​ Social Security optimization: Consider impact on Social Security taxation 
■​ Medicare considerations: High income can increase Medicare premiums 

(IRMAA) 
■​ Healthcare planning: Coordinate with FEHB continuation and Medicare 

decisions 



Market Timing Considerations 

■​ Sequence of returns risk: Poor early returns can devastate withdrawal 
sustainability 

■​ Dollar-cost averaging: Regular withdrawals help smooth market volatility 
impact 

■​ Flexible withdrawal amounts: Adjust withdrawals based on market conditions 
when possible 

■​ Rebalancing opportunities: Use withdrawals as rebalancing mechanism 

Withdrawal Rate Guidelines: Financial research suggests withdrawal rates of 3-4% 
annually may be sustainable for 30+ year retirements, but your specific situation may 
warrant different approaches. Consider working with a financial professional to model 
various scenarios and stress-test your withdrawal strategy. 

Common Mistakes to Avoid 

■​ Taking too much too early: Depleting accounts faster than sustainable 
■​ Ignoring tax implications: Not considering total tax picture in withdrawal 

decisions 
■​ Failing to plan for RMDs: Being forced into large taxable distributions 
■​ Not updating beneficiaries: Ensuring proper inheritance planning 
■​ Emotional decision-making: Making withdrawal changes based on market fears 

Expert TSP and Federal Retirement Guidance 

Bodwin Financial Solutions 

Specializing in Federal Employee Benefits and TSP Optimization 

Your TSP withdrawal decisions will impact your financial security for decades. The 
complex interplay between TSP distributions, taxes, Medicare premiums, and other 
retirement benefits requires specialized expertise to navigate successfully. 



Our comprehensive understanding of federal retirement systems helps you develop 
withdrawal strategies that maximize your income while minimizing taxes and 
preserving your long-term financial security. 

About Your Federal Retirement Specialist 

Gigi Bodwin, CFEI, FRC​
Federal Retirement Specialist, Bodwin Financial Solutions 

Gigi Bodwin is the president and founder of Bodwin Financial Solutions 
(BFS), a trusted name in federal retirement planning for over a decade. As 

a Federal Retirement Specialist and Certified Financial Education Instructor (CFEI), 
Gigi brings extensive understanding of federal benefits to every client she serves. 

With a focus on creating personalized financial strategies, Gigi works closely with 
federal employees to ensure their retirement plans are both comprehensive and 
adaptable. Her commitment to a fiduciary standard means that she always prioritizes 
the best interests of her clients. 

Whether through one-on-one consulting or speaking to groups of federal workers, 
Gigi's mission is to empower federal employees to make informed, confident 
decisions about their financial futures. 

Website: justaskbfs.com and federalrifresources.com   

http://justaskbfs.com
http://federalrifresources.com


Ready for Personalized TSP Guidance?​
Call JustAskBFS at 877-477-8004​

Email: info@federalrifresources.com 
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