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Memorandum to Department TSP Coordinators

FROM: Pamela-Jeanne Moran <7££Ez;" o
Director, Office of Benefits Services

SUBJECT: Introduction of the Thrift Savings Plan L Funds

Very shortly, we will announce the implementation date for
the new TSP lifecycle (L) funds. Information about the L Funds
is available from the TSP Web site, www.tsp.gov, and is included
in the pguly 1sSue of _the TSP Highlights (copy attached). In ad-
dition, we will send all participants an advance postcard about
the L Funds and, at implementation, we will send all partici-
pants a DVD. The DVD will contain a short presentation, the L
Funds Information Sheet, and Questions and Answers. The Infor-
mation Sheet and the Questions and Answers will also be avail-
able from the Web site. Participants may elect to invest in the
L Funds by using the contribution allocation and interfund
transfer options on the Web site or the ThriftLine, or by using
the new Investment Allocation form (TSP-50 or TSP-U-50).

Although we are sending information directly to partici-
pants, we have also developed materials for the agencies and
services to use to respond to questions and to incorporate into
TSP briefings. Most of the items will be available from the TSP
Web site, however, for the convenience of the agency and service
TSP representatives, we are producing another DVD that contains:

* Two versions of the presentation about the L Funds — one
for civilian employees and one for uniformed services mem-
bers.

* L Funds Information Sheet — This is the best source for

technical information about the L Funds.

* Questions and Answers — This iIncludes both common and
technical questions.



* Quick Reference Guide — This card addresses common ques-
tions that we think participants will ask, and as such, may
be a valuable resource for TSP representatives.

* L Fund poster — We will be sending both large and small
versions of the L Fund poster to agencies and services
through our normal distribution service. (You’ll receive
the same number of L Fund posters as you did the open sea-
son posters.) However, if additional copies are needed,
the small poster is being provided on the DVD.

* DVD package — The package explains how to use the DVD and
also summarizes the key features of the L Funds.

The DVDs are designed to work in all DVD players — TV as
well as computers with DVD drives. All of the materials may be
downloaded from the DVD and printed locally or added to an
intranet.

The hallmark of the L Funds is their simplicity, and we
have tried to reinforce that concept in our communications mate-
rials to both participants and agency or service TSP representa-
tives. We hope that the DVD approach will make it easier for
TSP representatives to respond to questions about the L Funds
and to incorporate L Fund information into their TSP programs.

Please let us know how many of the DVD training packages
you would like for your TSP representatives. To do so, you may
complete the pttached "Request Form For L Funds DVD Training |
Package” and telefax 1t to Emma Key at 202-942-1451, or you may
reply to this e-mail with the information requested by the form.
We will ship the training packages directly to you for further
distribution as soon as they are available. Because of the size
of the files, we are not planning on sending the packages elec-
tronically. Depending upon demand, additional copies may be
available, and we will announce this on our Web site under the
section "Info for TSP Representatives.™

IT you have any questions about this package, please con-
tact us at 202-942-1450.

Attachments



Request Form For L Funds DVD Package

Date:

Agency or Service:

Name:

Address:

Phone Number:

Number of L Fund DVDs for TSP Representatives:
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*
*

*
*
*

*

Announcements

No More Open Seasons —
You can change the amount
of your contributions at any
time. (See page 4.)

ThriftLine — Make sure you
have our correct telephone
number.

1-TSP-YOU-FRST
1-877-968-3778
(toll-free)

If you are calling from out-
side the U.S. and Canada,
call:

404-233-4400
(not toll-free)

TSP Information — The
most current information
about the TSP is available on
our Web site:

www.tsp.gov

¢ | HicHLIGHTS

L Funds Offer a New Approach

Dear TSP Participant,

[ am delighted to announce a new investment opportunity that can help you
feel more secure about your retirement — the TSP L Funds.

We have established five “lifecycle funds” based on different time horizons.
All you have to do is choose the year (after you leave Federal service) that you will
need the money in your TSP account. Then move your money into the appropri-
ate L Fund. Once you have selected your L Fund, you don't need to worry about
managing your investments. They are now on “cruise control” and everything is
done for you.

If you prefer to make your own investment decisions and manage your
account, you can continue to invest directly in the G, F C, S, and | Funds. But if
you would like to have the benefit of professionally designed funds, which are
automatically adjusted as you get closer to your time horizon, then the L Funds
may be right for you.

[ hope that you will take the opportunity to read about the L Funds in this
newsletter and view the DVD that is being sent to you this month. The TSP Web
site offers additional information.

e

Gary A. Amelio, Executive Director
Federal Retirement Thrift Investment Board



Choosing Your Investment Approach

The TSP offers you two approaches to in-
vesting your TSP account:

¢ Choose one of the new L Funds. The
L Funds are “lifecycle funds” that are
invested according to a profession-
ally determined mix of stocks, bonds,
and securities. Select one of the five
L Funds based on your time horizon
(that is, when you expect to need the
money in your account).

¢ Choose your own investment mix
from the individual TSP funds (the G,
F C, S, and I Funds) and manage your
own account.

The TSP investment options are designed
for you to choose either the L Fund that
is appropriate for your time horizon, or a
combination of the individual TSP funds
that will support your personal invest-
ment strategy. However, you are permit-
ted to invest in any fund or combination
of funds. Just keep in mind that the

L Funds are made up of the five individ-
ual funds (G, F, C, S, and I). If you invest
in an L Fund as well as in the individual
funds, you will duplicate some of your
investments, and you may find that your
allocation is not what you wanted.

If you decide to invest your entire ac-
count in one of the L Funds, you are
done making your investment decisions.
The TSP will do the rest for you.

If you choose your own investment mix
from the G, F C, S, and [ Funds, remem-
ber that your investment allocation is
one of the most important factors affect-
ing the growth of your TSP account. If you
prefer this “hands-on” approach, keep the
following points in mind:

e Consider both risk and return. The
F Fund (bonds) and the C, S, and
I Funds (stocks) have higher potential
returns than the G Fund (Government
securities). But stocks and bonds also

carry the risk of investment losses that
the G Fund does not. On the other
hand, investing entirely in the G Fund
may not give you the returns you need
to meet your retirement savings goal.

¢ You need to be comfortable with the
amount of risk you expect to take.
Your investment comfort zone should
allow you to use a “buy and hold”
strategy so that you are not chasing
market returns during upswings, or
abandoning your investment strategy
during downswings.

¢ You can reduce your overall risk by
diversifying your account. The five
individual TSP funds offer a broad
range of investment options, including
Government securities, bonds, and do-
mestic and foreign stocks. Generally,
it's best not to put all of your eggs in
one basket.

e The amount of risk you can sustain
depends upon your investment time
horizon. The more time you have be-
fore you need to withdraw your ac-
count, the more risk you can take. (This
is because early losses can be offset by
later gains.)

¢ Periodically review your investment
choices. Check the distribution of your
account balance among the funds to
make sure that the mix you chose is
still appropriate for your situation. If
not, rebalance your account to get the
allocation you want.

Take this opportunity to review your ac-
count and make sure that your money is
allocated according to your investment
strategy. If you aren’t sure, or if you would
like to take some of the stress out of mak-
ing these investment decisions, consider
investing in one of the L Funds. They are
described in detail on the next page.



The L Funds Initial
Allocations
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More About the L Funds

How do I choose the right L Fund for
me? All you have to do is determine
your “time horizon” by answering this
question: “After [ leave Federal service,
when will [ need the money in my TSP
account?” (Depending on your age and
your other assets, your time horizon may
be later than your retirement date.)

Now choose the TSP L Fund that
matches your time horizon.

e L 2040 - 2035 and later

e L 2030 - 2025 through 2034
e L2020 - 2015 through 2024
e L2010 - 2008 through 2014

¢ L Income — Currently (or before 2008)
withdrawing from your account

Once you choose your time horizon, the
rest is done for you.

How do the L Funds work? Investment
experts have combined the individual
TSP funds (G, F, C, S, and | Funds) in per-
centages that are appropriate for each

L Fund’s time horizon. The pie charts on
the left show the initial proportions of
the G, F, C, S, and I Funds contained in
each of the L Funds.

L Funds with farther time horizons (for
example, L 2040) are focused on growth,
and therefore are invested more aggres-
sively, with higher percentages in foreign
and domestic stocks (the C, S, and

[ Funds) and lower percentages in Gov-
ernment securities (the G Fund). As each
L Fund matures, its mix gradually shifts
to more conservative investments with a
higher percentage of Government securi-
ties and lower percentages of domestic
and foreign stocks. This more conserva-
tive mix is designed to preserve assets
while still providing protection against
inflation.

When an L Fund reaches its time horizon,

it will roll into the L Income Fund, and a
new fund will be added with a more dis-
tant time horizon. For example, when

L 2010 rolls into the L Income Fund, a
new L 2050 Fund will be created.

Because it is important for each L Fund
to maintain its target investment mix, the
TSP will rebalance each L Fund automati-
cally — generally each business day — to
adjust the mix as a result of price changes
in the underlying funds. Then, each quar-
ter, the TSP will shift the investments in
each L Fund to a slightly more conserva-
tive mix. In addition, experts will periodi-
cally review the investment mixes of each
L Fund to be sure they are still appro-
priate.

Will I own shares as I do in the other
TSP funds? When you invest in one of
the L Funds, you are purchasing shares,
just as you do in the five individual TSP
funds. The daily change in each L Fund'’s
share price will reflect the daily change in
the share prices of the underlying G, F, C,
S, and [ Funds.

Can I lose money in an L Fund? The

L Funds’ asset allocations are based
upon expected investment performance.
The asset allocations of the L Funds are
designed to produce (over time) the best
possible return for the level of risk taken.
However, because L Funds include the
same stocks and bonds contained in the
individual TSP funds, they will have peri-
ods of gain and loss, and returns are not
guaranteed.

Will I have to pay higher fees? There are
no additional fees associated with the
L Funds. Each L Fund’s expenses are that
fund’s proportional share of the expenses
of the underlying individual TSP funds.

How can I learn more? Later this month,
you should receive a DVD in the mail ex-
plaining the details of the new L Funds.
In the meantime, the L Fund Information
Sheet and the Qs and As on the TSP Web
site provide additional information.

(Continued on page 5)



(Continued from page 4)

How do I put my money into the fund(s) I want? Once
you decide on your investment approach — L Funds or
the individual TSP funds — you can take either or both of
the following actions to put your money in the fund(s) of
your choice:

e Make a contribution allocation to direct how new mon-
ey coming into your account (payroll contributions,
transfers into the TSP, loan payments) will be invested.
A contribution allocation has no effect on your exist-
ing account balance.

e Make an interfund transfer to move your existing ac-
count balance into the funds you choose. An interfund
transfer is a one-time transaction that affects your ex-
isting balance. It has no effect on new money coming
into your account.

Use your Social Security number and your TSP PIN to
make these transactions on the TSP Web site or the
ThriftLine. You can also submit an Investment Alloca-
tion form to the TSP, The form is available from your
agency or service.

Open Seasons Eliminated

TSP open seasons were eliminated as of July 1. This
change will benefit you in a number of ways:

e You can now make an election to adjust the amount

of your contributions at any time. This is especially
helpful to those employees who wish to maximize
their annual contributions, or to FERS employees
who wish to distribute their contributions over

the course of the year in order to maximize agency
matching contributions.

If you are a new hire, you can begin contributing to
the TSP at any time. (However, there is still a wait-
ing period before FERS employees may receive
agency contributions).

If you must terminate your contributions for any
reason, you are not required to wait for the second
open season to restart them; you can restart at any
time.

Rates of Return

G F LBA Bond C S&P 500 S DJW 4500 | EAFE
Fund Fund Index Fund Index Fund Index Fund Index
Monthly — 2005

January 0.4% 0.6% 0.6% -2.4% -2.4% -3.4% -3.4% -1.9% -1.8%
February 0.4 -0.6 -0.6 2.1 2.1 2.0 1.9 4.3 4.3
March 0.4 -0.5 -0.5 -1.7 -1.8 -1.9 -1.9 -2.5 -2.5
April 0.4 1.4 1.4 -1.9 -1.9 -3.7 -3.7 -2.3 -2.4
May 0.4 1.0 1.1 3.1 3.2 6.0 6.0 -0.4 0.0

Annual 1995 - 2004

1995 7.0% 18.3% 18.5% 37.4%  37.6% — 33.5% - 11.3%
1996 6.8 3.7 3.6 22.8 23.0 - 17.2 - 6.1
1997 6.8 9.6 9.7 33.2 33.4 - 25.7 - 1.5
1998 5.7 8.7 8.7 28.4 28.6 - 8.6 - 20.1
1999 6.0 -0.8 -0.8 21.0 21.0 - 35.5 - 26.7
2000 6.4 11.7 11.6 -9.1 -9.1 - -15.8 - -14.2
2001 5.4 8.6 8.4 -11.9 -11.9 =2 0% -9.3 —-15.4* -21.4
2002 5.0 10.3 10.3 -22.0 -22.1 -18.1 -17.8 -16.0 -15.9
2003 4.1 4.1 4.1 28.5 28.7 42.9 43.8 37.9 38.6
2004 4.3 4.3 4.3 10.8 10.9 18.0 18.1 20.0 20.2

Compound Annual 1995 - 2004
5.7% 7.7% 7.7% 12.0% 12.1% - 11.9% - 5.6%

The returns for the TSP funds represent net earnings after deduction of accrued administrative expenses and, in the cases of the F, C, S, and I Funds,
after deduction of trading costs and accrued investment management fees. The returns for the four indexes shown do not include any deduction for

administrative expenses, trading costs, or investment management fees.

*The S and | Funds were implemented in May 2001; therefore, there are no returns for these funds for earlier periods. Returns shown for 2001 are for

May through December.
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