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mum total of 20 years.  Although the bonus is taxable, a por-
tion of the payment may be sheltered through contributions
to both IRA and Thrift Savings Accounts.

Phase Two.  At the date of retirement, the service member’s
retirement benefit is calculated using the average monthly
basic pay received during the highest three years (36 months)
of active duty.  However, the percentage multiplier that is
initially used is lower then those used in the other formulas.
The table to the right compares the retirement percentage
factors under all three formulas.  This table shows that for 20
years of service, members retiring under the CSB/REDUX
Plan receive a 40% retirement factor versus a 50% retirement
factor for comparable service under the Final Pay and High–
3 retirement plans.  For each additional year of service be-
yond twenty, the CSB/REDUX retirement factor increases
by 3.5%, reaching a maximum factor of 75% after thirty years
of service.  While the annual percentage increase under the
CSB/REDUX Plan is higher, the plan’s lower percentage for
twenty years of service results in members initially receiving
less retirement income for each year before thirty years of
service.

Phase Three. At age 62 the retirement percentage factor that
would have applied under the High–3 Formula is now ap-
plied to the CSB/REDUX retiree.  This recomputation is com-

monly referred to as the Catch–Up aspect of the CSB/REDUX
system.  If the member retires with less than thirty years of
service, the Catch–Up computation will increase the member’s
retired pay.  However the new retirement factor is not retro-
actively applied to previous retirement payments.

In summary, the computation of retired pay under the CSB/
REDUX system is a four step process:
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01–O 495,5 478,5 451,6 434,6 317,6 077,7 180,8 293,8 307,8 410,9 423,9 01–O
9–O 201,5 753,5 396,5 259,5 833,6 633,7 798,7 102,8 405,8 808,8 211,9 9–O
8–O 438,4 670,5 944,5 796,5 449,5 088,6 551,7 034,7 607,7 189,7 652,8 8–O
7–O 273,4 095,4 908,4 820,5 642,5 270,6 743,6 195,6 538,6 970,7 323,7 7–O
6–O 394,3 866,3 449,3 321,4 414,4 901,5 475,5 887,5 300,6 712,6 134,6 6–O
5–O 750,3 902,3 464,3 126,3 877,3 373,4 845,4 327,4 898,4 370,5 842,5 5–O
4–O 076,2 308,2 739,2 170,3 402,3 907,3 758,3 500,4 451,4 203,4 154,4 4–O
3–O 782,2 204,2 615,2 036,2 447,2 771,3 403,3 134,3 855,3 586,3 218,3 3–O
2–O 186,1 567,1 948,1 339,1 710,2 533,2 824,2 225,2 516,2 907,2 208,2 2–O
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Step 1: Determine the retirement factor for years of service
by referring to the “CSB/REDUX” column of the Retirement
Factor Table.

Step 2: Determine the average monthly base pay received
during the highest paying three years (36 months) of active
duty.

Step 3: Multiply the appropriate retirement factor (Step 1)
by the average monthly base pay (Step 2) and round the
amount down to the nearest whole dollar.

Step 4: At age 62, recompute the entitlement using the re-
tirement factor that would have applied under the High–3
system.

Since both options have their advantages, the choice between
the HIGH–3 and CSB/REDUX formula is not easy.  Ulti-
mately each member must make their own decision based
upon their personal preference and individual circumstances.
To assist with the decision process, a retirement calculator is
available at http://dod.mil/militarypay.

The table on page 23 provides an approximation of the re-
tired pay that will be received by members retiring in 2005.

3–4.  RETIRED PAY INCREASES.  To prevent an erosion
of military retired pay, Congress authorized a system of an-
nual Cost of Living Adjustments (COLAs) which are tied to
inflation changes measured by the Consumer Price Index
(CPI).
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Members whose retired pay is computed by the Final Pay and
High–3 methods receive COLAs that equal the percentage
increase in the CPI.  The chart above provides the retired pay
COLAs that have been authorized over the last ten years.

Under the CSB/REDUX formula, the COLA increase until
age 62 is the CPI rate of inflation minus one percentage.  At
age 62 there is a one–time COLA adjustment designed to
provide full CPI coverage for every year past retirement.  This
recomputation together with the adjustment of the retirement
percentage factor previously discussed results in the same
retirement benefit for both High–3 and CSB/REDUX retir-
ees at age 62.  However, CSB/REDUX COLAs after age 62
are again set at the CPI index minus one percentage.

3–5.  ENLISTED PERSONNEL RETIREMENTS.  In order
to qualify for voluntary retirement, enlisted members must
generally have completed at least 20 years of active military
service.  They are normally retired in the active duty grade
held at the time of retirement.  However, if a member’s ac-
tive service plus service on the retired list totals 30 years, he
or she may be advanced on the retired list to the highest grade
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satisfactorily held on active duty and receive retired pay based
on that higher rank.

If an enlisted member held a commission as a reserve officer
and at least ten of the member’s qualifying years for retire-
ment were served as a commissioned officer, he or she may
retire and receive retired pay based upon the commissioned
rank held.

3–6.  OFFICER RETIREMENTS.  Military officers are nor-
mally eligible for voluntary retirement upon completing
twenty years of Total Active Federal Military Service
(TAFMS), at least ten years of which were active commis-
sioned service.  Unless the officer is entitled to retire at a
higher grade under some other law, retirement is usually at
the highest grade satisfactorily held on active duty provided
certain time–in–grade requirements are met.  Officers hav-
ing twenty years of active service who desire to retire before
completing ten years of active commissioned service, must
normally retire in an enlisted status.  If their DIEMS date
places them in the High–3 category, only their enlisted basic
pay will be used to calculate the average of their highest three
years of basic pay.  Officers who do not complete the time–
in–grade requirement will normally be retired at their previ-
ous grade.  However, those who are eligible for the High–3

formula may count their service at their highest grade for
purposes of determining the highest 36 months of basic pay.

Mandatory Retirements.  The mandatory retirement of mili-
tary officers is based on a variety of factors and circumstances
including grade, age, type of commission (Reserve or Regu-
lar) and promotion status.  Except for a few special cases,
regular officers holding the rank of Major General and be-
low (O–8 and below) are required to retire upon reaching
age 62.  Officers in the grades above Major General (O–9
and O–10) usually have a mandatory retirement age of 62,
but this can be extended to age 64.

3–7.  THE VALUE OF MILITARY RETIREMENT PAY.
The Defense Department periodically publishes a table indi-
cating the amount of money that an individual would need
to have “on hand” when they retire to pay their projected
retired pay.  The table below is based upon a nondisability
retirement occurring in 2005.  The computations are based
on the final pay formula and assume an annual inflation rate
of 3.0%.  While the data contained in the table is predicated
upon several assumptions, it nonetheless provides dramatic
evidence of the monetary value of military retired pay.
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