Here are the questions: What is a retirement from the Navy really worth?  What’s a career worth in dollar terms? And, what would I have to do to replace Navy retirement income with my own savings?

Using the scenario of a First Class Petty Officer that retires at 20-years, let’s calculate the value of the retainer (retirement) check over his or her lifetime.  In our scenario John Q. Sailor joins the Navy at 18, works for 20 years, then retires at 38.  John then lives to age 88, spending 50 years in retirement.  Although John was originally under the REDUX retirement plan, he opted to join the “high three” retirement plan when that plan became available to him.  Under this plan John receives 50% of the average of his highest 36-months of pay as a retirement check each month, beginning the month after he retires.  The payments are protected with a full cost-of-living-allowance (COLA) adjustment.

Based on the CY-2004 pay chart, John’s final 36-months of pay equals:

12 months x $2790 per month from the 17th to 18th year
=
33,480

12 months x $2809 per month from the 18th to 19th year
  =
33,708

12 months x $2809 per month from the 19th to 20th year
  =
33,708








36-month total:    100,896








divided by 36
  2,802








divided in half
$1,401

John’s retainer is $1,401 each month (in today’s dollars) for the rest of his life. As stated earlier, John retires at 38 and lives until 88; therefore, he receives his annual retirement income of $16,812 for 50 years.  The value of John’s retirement over his lifetime is a minimum of $840,600 in today’s dollars.  The amount would be higher taking into account COLA adjustments each year.

As food for thought and a decent “guesstimation,” what is an approximate value of John’s total payments throughout his career?  

Let’s assume that John makes First Class at the ten-year mark, is single, and has five years of sea duty.  Let’s further assume that this pay is representative of John’s average income over the course of his career; in the first half he makes less, in the second half he makes more, but it averages out in the middle.  Also, none of John’s SRB payments are included here.  Here’s John’s gross pay:

Pay component




Monthly

Annually

Basic pay (PO1 over 10 years)


$ 2596

$ 31,152

Single BAH (2004 rate, Norfolk VA)

$    919

$  11,028

Sea pay (over five years)



$    315

$   3,780











$ 42,495

John’s income over his 20-year career is $ 849,900.  Add that to the value of John’s retirement pay and John rakes in more than $ 1,690,500 for working 20 years with the Navy.  That averages out to $84,525 for each year John serves on active duty with the Navy.

Now, back to the retirement issue.  An interesting question that any of us might ask (and which we’ll answer for John) is, how much would I have to save on my own to replace the value of my retirement from the Navy?

By using an annuity calculation that calculates the amount of money John would need to draw each month for the rest of his life in inflation-protected dollars, John would have to amass over $300,000 by age 38 when he retires from the Navy.  If he did, he could withdraw the equivalent of his retainer for the remaining 50 years of his life(. 

Assuming that John chooses this option and can get an 8% return on his money every year, he needs to save between $625 - $635 each month between age 18 and 38.  If he gets out and does it, fine… but is that really likely?  Think about this: What if John stays in the Navy and saves that amount of money?  And what if he also continues with the Thrift Savings Plan, too?

Based on this very modest scenario, anyone with half of their wits can see that from a financial point-of-view the Navy offers great opportunity.  That's not mentioning the boundless opportunities for travel, camaraderie, education, training, and service that our Navy offers.

� Assumes 4.1% pay raise in January 2003


� Assumes 3.0% pay raise in January 2004





( Year 2004 values.





Prepared by NCCM(SW/AW) Paul Pierce

NPDC

Updated Feb 2004


