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Lifecycle Funds

An L fund provides a turn-key approach to

\ I BLENDED RETIREMENT SYSTEM

retirement investing.

Each fund that the TSP offers has an investment
objective—whether growth, income, or preserva-
tion of principal. But no funds are more specific
about their objective than the family of lifecycle,
or L, funds. Their collective goal is to build and
then preserve an account value that will help
provide the income that fund investors need for
a financially secure retirement.

Each L Fund’s time horizon is the number
of years until the fund’s investors plan to begin
withdrawing from the fund, usually after they turn
62 but sometimes later. The time horizon largely

SHIFTING THE FOCUS

An L Fund’s portfolio is typically adjusted in a
gradual, planned reallocation four times a year,
at the end of each quarter. The fund is also
rebalanced each business day to ensure its
assets are in line with the allocation it intends.
Rebalancing occurs in response to changes in
market conditions, such as an exceptionally
strong stock market performance or an increase
in interest rates.

The pace of the reallocation is known as the
fund’s glide path and determines the allocation
at the designated, or target, date.

The logic for adjusting the allocation is that a
stock-heavy portfolio, even if it is well diversified,
as is the case with C, S, and I Funds, tends to be

determines how the portfolio is allocated—
specifically the weights assigned to the five
individual TSP funds it holds.

For example, in the L2060 Fund, 99% of the
assets are in stock funds (C, S, and I), 0.44% in
the government fund (G), and 0.56% in the fixed
income (F) Fund.

But in the L2025 Fund, with its short time
horizon, the emphasis has shifted so that 48%
of the assets are in the C, S, and I Funds, 46%
in the G Fund, and 6% in the F Fund.*

*Allocation targets as of December 2020

more volatile than a portfolio with larger alloca- )

tions to the G and F Funds. Volatility increases /
the risk of your account losing some of its Vﬂtl |
especially in the short term. That becomes less

and less appealing as the time you're pla ning toji‘
start withdrawing from your account-approaches.

That’s why L Funds shift their allocaﬂons over

time away from stocks and mte government funds.

But you have to remember that returns on
government securities, while. mt volatile,
expose you to 1nﬂat10n risk and the
possibility of inadequate income.
The longer you live in retirement,
the greater this risk becomes.

BEYOND THE TARGET DATE

When your retirement is years in the
ask is what happens when your L Fund

/,,itbon orts to an income fund and keeps

GW’ILQI‘S withdraw money over time.

income and

future, one question you may not think to

reaches'its target date. The answer is that
(your aSSets invested as you and other fund
_For example, the current TSP Income

/" fund, formerly the L2020 Fund, has
\ 77.5% of its assets in fixed

government securities and 22.5% in stocks.
Even more conservative lifecycle funds
eliminate stock holdings entirely at the
target date. On the other hand, some
more aggressive lifecycle funds maintain
substantial stock holdings for 30 years
or more beyond the target date, only
gradually reducing the allocation to 20%.
It's an important difference, since the
way a fund is invested has a major impact
on the amount that’s likely to be available
each year for the rest of your life.

MAKING SMOOTH MOVES

If you change your mind after investing your assets, you can move money out of an
L Fund and into individual TSP funds at any time by making an interfund transfer
(IFT) request. The only exception is that after you've made two IFTs in a month,
additional transfers in that month must go into the G Fund. However, making
multiple changes in quick succession rarely if ever improves the performance of

your portfolio.

Any transaction fees you incur
and significant penalties charged

A STANDALONE CHOICE?
The customary approach to investing in an L Fund
is to make it your only TSP investment. Because
the fund is regularly and professionally reallocated
to suit the approximate number of years until you
begin withdrawing, you avoid the responsibility of
having to do the reallocation yourself.

As an alternative, you might want to use an
L Fund for part of your portfolio while diversifying
into other funds. For example, suppose you're
willing to take on more investment risk to realize

be offered, such as fixed, variable,

Transfers work the other way as well. If you allocate your contributions to
individual funds when you begin to contribute to your TSP account, you can
always move your account balances into an L Fund at any point in your career.

for an IFT are nominal, unlike the high fees
by some other retirement investments you may
or index annuities.

a potentially higher return than the L Fund may
provide, especially as it nears its target date.
In that case, you might allocate part of your
contribution to the appropriate L Fund and the
rest to a combination of stock funds.

It’s a good idea to discuss investment
decisions with an experienced professional,
such as an accredited military financial counselor,
who can help you evaluate the risk involved so
you can determine what'’s best for you.
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