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DISCLAIMER

This study represents the views of the authors and

does not necessarily reflect the official opinion of the

Air War College or the Department of the Air Force. In

accordance with Air Force Regulation 110-8, it is not

copyrighted but is the property of the United States

government.

Loan copies of this do.:ument may be obtained

through the interl ibrary loan ciesk of Air University

Library, Maxwell Air Force Base, :"A bama 36112-5564

(telephone (205) 293-7223 or AUTOVON 875-7223).

ii



EXECUTIVE SU1MARY

TITLE: Analysis of Survivor Benefit Plan (SBP)--Acceptance

and Comparison With Private Sector. AUTHORS: John R.

Adams, Lieutenant Colonel, USAF; Daniel 3. Kohn, Lieutenant

Colonel, USAF; Susan K. Nielsen, GM-15.

The Survivor Benefit Plan is a voluntary program to

provide financial support for a surviving spouse (or

children) of a retired military member. The SBP provides

cost of living increases and income tax exclusion.

However, the participation rate has never reached the

original goal of 85 percent, especially for the lower

enlisted pay grades. Primary reasons for the lower

participation rate include: (1) lack of understanding by

the member, (2) perceived high cost, (3) Social Security

offset, (4) the need for additional training for SBP

counsellors, (5) outdated materials, and (6) no cash

surrender value in the case of divorce or when the spouse

dies. This study identifies SBP options available outside

the military program that should be considered for

inclusion in the military plan, and other recommendations,

that if adopted, could improve the program. Kl#W L, td Os
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CHAPTER 1

INTRODUCTION

Introduction

Only 53 percent of members, who retired in Fiscal

Year 198S, elected full or reduced coverage under the

Military Survivor Benefit Program (SBP). This is well below

the original Department of Defense (DoD) goal of 85 percent.

Three possible reasons for the lower than desired

participation rate are: (1) The retiree doesn't need

insurance, independently wealthy; (2) the retiree believes

commercial insurance is cheaper and/or better; or (3) the AF

and other military services do a poor job of promoting and

explaining the benefits of SBP. In an effort to improve

participation in SBP, legislation has recently been enacted to

increase the attractiveness of SBP.

This study discusses the history and characterisLics

of the SBP, including the provisions of this now legislation;

compares the SBP with private sector programs; assesses the

Air Force administration of SBP provisions and procedures; and

recommends changes to improve SBP and the administration of

the program.
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Assumptions and Constraints

The conduct of this study was based on several

assumptions and constraints which limited its scope. as

follows:

It was assumed that SBP offers better value than

private insurance. This assumption is based on the numerous

studies and articles which conclude SBP is the best deal. A

1987 study conducted by Hays/Higgins, under contract to DoD,

found in the short term that insurance provides about the same

protection as the SBP but, in the long term, insurance is way

to expensive to maintain. (1:1) An article in the 6 April

1987 Wall Street Journal states: "Life insurance strategy

will almost never mako sense for Federal employees and other

workers whose pension payments are indexed to inflation."

(2:23) In addition, on I September 1988 Ms Toni Hustead, then

Chief Actuary for the DoD, prepared an article for the Army

and Air Force Mutual Aid Association, the Navy Mutual Aid

Association, and the Retired Officers Association. This

article also states that, based on studies and in-depth

analysis, SBP cannot be matched by commercial life insurance

and refutes some of the common inaccuracies and misconceptions

concerning the benefits of SBP in comparison with life

insurance. (3:1-4) This article is contained in Appendi;: A.

It was also assumed that the ailable SBP publicity

materials are sufficient to provide ar, adequate understanding

by the member and spouse of the important benefits of the S8P.

2



This assumption is based on the 1987 DoD study of SBP

publicity materials and the resultant SBP information package

developed by contract with Resource Consultants and the

Hay/Huggins Company. (4:11-11114)

A constraint was placed on this study which prevented

surveying a representative sample of retirees, annuitants, and

retirement eligible or soon to be retirement eligible active

duty members. A set of questionnaires -for this survey was

prepard and sent to the Air Force Personnel Center (AFMPC)

for approval. The personnel at AFMPC, responsible for

administering the Air Force SBP, determined that the survey

was not needed. Instead, AFMPC provided information it

believed represented the responses we would have received if

the survey had been conducted. Appendix B contains the

questionnaires and AFMPC provided information.

Purpose of the SBP

Congress enacted Public Law 92-425, the Military

Survivor Benefit Plan, effective 21 September 1972, to provide

financial support for widows or widowers or the childron of a

member who diem after becoming eligible for retirement. The

SBP replaced the voluntary Retired Service Family Protection

Plan (RSFPP) which had been in existence since 1961. The

RSFPP was very costly and provided a low and fixed annuity.

its participation rata was less than 15 percent and it failed

to alleviate the problem of destitute survivors. The purpose

of the SBP was to overcome the shortcomings of the RSFPP by

3



providing an inexpensive, cost effective plan which was

indexed to increases in the cost of living consumer price

index.

Background

The SBP was modeled after the Civil Service Survivor

Plan with the government subsidizing 40 percent of the cost.

(5:IV-3) By 1984 the rate of subsidy had dropped to 28

percent. (5:1V-19) This problem was caused by applying cost

of living increases to retired pay but not adjusting, for

inflation, the subsidized cost for the base minimum amount.

This base minimum amount had been established as $300 in

1972. The cost for coverage on this base minimum amount was

only 2.5 percent while the cost for coverage above the base

minimum was 10 percent. This problem was brought to Congress's

attention by the Fifth Quadrennial Review and legislation was

passed in November 1985 to keep the situation from worsening.

This legislation provided for indexing the base minimum

amount to the same increases for inflation which are applied

to the retired pay after I 0ctobar 1985. (6:4-1) The Military

Survivor Improvement Act of 1989 eliminates the base minimum

amount and replaces the two step percentage computations with

a flat 6.5 percent of the base amount. Appendix C and D

contain additional information concerning legislated changes

to SBP and detailed SBP characteristics.
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Participation

At time of enactment in 1972, the anticipated

participation rate in the SBP was 85 percent. (5:IV-3) As of

the beginning of Fiscal Year 1989, this goal was far from

being obtained. The Department of Defense (DoD) and Air Force

participation rate in SBP was 45 percent for all enlisted

retirees. For officers the rate was 73 percent for DoD and 74

percent for Air Force. The participation rate for all

retirees on the rolls for both the DoD and Air Force was 53

percent. (7:222-225)

In 1985 the rate of participation for enlisted

personnel was 44 percent for DoD and 43 percent for Air Force.

For officers the rate was 72 percent for DoD and 74 percent

for Air Force. (8:222-225) The reasons the rates are slightly

higher in 1988 than in 1985 include increased emphasis by the

military services, legislation requiring the spouse's

signature for those members declining SBP coverage, and

legislation indexing the base minimum amount to the inflation

rate. Even with these efforts, however, the participation

rate is well below the desired rate when the SBP was enacted

by Congress. (Appendix E and F contain tables on Air Force

and DoD participation rates in SBP and information regarding

the number of military members receiving retired pay.)

Because of the low participation rates, there are a

lot of spouses and children who are not covered by SBP.

Another troubling aspect is that noncoverage of SBP is
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especially prevalent among lower income enlisted personnel.

The charts, in Figures I and 2, show that participation for

the lower ranking enlisted Air Force retiree is well below the

average for the rest of the retirees. Enlisted personnel who

retired in the lowest 3 grades (35,585 retirees or 2.5

percent of the total DoD military members receiving retired

pay as of 30 September 1988) have declined SBP coverage over

90 percent of the time. Only the top two grades (ES and E9)

of the enlisted retirees (217,900 or 15 percent of the total

DoD military members receiving retired pay as of 30 September

1980) elect SBP coverage over half of the time. Therefore,

the families of members, who already are in the lower level of

earnings and therefore doubtfully have a reliable estate plan

consisting of insurance and/or investments, are also the ones

who are least protected financially by SBP coverage.
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CHAPTER II

REVIEW OF NON-DOD RETIREMENT AND SURVIVOR BENEFIT PLANS

This part of the study addresses various survivor

benefit programs that are available in the civilian

community and how they compare to the military Survivor

Benefit Plan. A primary objective of this study is to

determine if any of the programs offered in the civilian

sector are better than the military's Survivor Benefit

Plan. If better programs are identified, then appropriate

legislative action might be initiated to improve the

military Survivor Benefit Plan.

Much of the data for this portion of the study is

derived from pamphlets and brochures produced by various

corpmrations, businesses, state governments, and

municipalities, which outline their respective retirement

programs. While limited in number, the plans reviewed

represent a wide variety of companies and government

programs.

Types of Retirement Plans

Retirement plans can be broadly categorized as

Defined Benefit Plans, Defined Contribution Plans/Capital

Accumulation Plans, and combination or hybrid plans.



Traditionally, the most prevalent form of retirement plan

in American industry is the Defined Benefit Plan.

According to a 1986 Hay/Huggins Benefits Comparison study,

91% of the plans reported were Defined Benefit Plans.

(11:45) However, since 1983, capital accumulation plans

have grown from less than 2% of the plans offered by large

and medium-size employers to 82% in 1988. (12:78)

In a Defined Benefit Plan the sponsoring employer

promises to provide a benefit. determined by a definite

formula, at the employee's retirement date. This is the

principal characteristic that distinguishes this plan from

other types of retirement programs. For most Defined

Benefit Plans (89%), employers defined the benefit in

relation to final average earnings over a period which

ranged anywhere from 3 to 10 years, with the most common

being from 3 to 5 years. This is done in an effort to

maintain retirement purchasing power. Defined benefit

plans provide the employer great flexibility in designing

the company's program. Benefits can be customized to

include past credits, make adjustments for future

compensation gains, and provide for cost of living

adjustments. Customizing also allows for providing early

retirement benefits to satisfy changing corporate business

strategies. Other advantages of this type of program for

the employer include: 1) gains from forfeitures realized
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due to employee termination are used to reduce future

employer costs; 2) investment gains reward management,

providing an option for reduced future contributions; 3)

overfunded programs provide the flexibility to take

advantage of asset reversions to reduce or eliminate annual

pension costs if financial circumstances require it.

(11:46) Disadvantages are: 1) Plan administration.

These plans are expensive and difficult to maintain. They

require periodic actuarial valuations of plan liabilities,

annual filing with the Pension Benefit Guarantee

Corporation, annual payment of a premium based on the

number of covered plans, as well as significant legislative

compliance requirements for maintaining a minimum funding

level and benefits security for covered employees. 2)

Plan communication. Defined Benefit Plans are difficult to

explain to employees since the benefit is based on some

future earnings which will be determined 20 or 30 years in

the future, and will be based on the situation at Lhe time;

i.e..% death, disability, early retirement, or other option

like survivor benefits that may be elected. 3) Employer

Cost. The cost is based on the benefits paid plus

adminisLrative expenses less investment earnings. These

plans generally cost more than other types of retirement

programs because of funding required for past service

credits and advance funding of anticipated salary

increases. (11:47)
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Defined Contribution Plans differ from Defined Benefit

Plans in that Defined Contribution Plans are based on a

fixed or known annual contribution as opposed to provision

of a known benefit. (11:47) Defined Contribution Plans

include: thrift or savings plans, stock purchase plans,

employee stock ownership plans, profit sharing plans, cash

or deferred plans (401k), Individual Retirement

Arrangements (IRAs), and Simplified Employee Pensions

(SEP). (11:48-50,53) Contributions to these plans are

made on a monthly, quarterly, semi-annual, or annual basis

to the participant's account and the account accrues

investment earnings. Normally, the account is converted

into an annuity that provides the retirement benefits at

the employee's retirement date. In these plans, ultimate

benefits are directly related to investment performance

with the employee retaining the investment risk and reward.

Advantages to the employer include: 1) Plan

Administration. Unlike Defined Benefit Plans, Defined

Contribution Plans are the easiest and least expensive for

the employer to administer. Primary reasons are: no need

for a plan actuary to value benefits, no Pension Benefit

Guarantee Corporation (PBGC) filing or premium payments,

and less legislative compliance than is required -for

Defined Benefit Plans. 2) Plan Communication. Plan

performance is easy to communicate to employees through
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.,nnual statements that show their share in the program.

These plans also tend to boost employee morale and

identity. (11:48) 3) Employer Cost. Defined

Contribution Plans are attractive to employers because they

have a fixed cost which is typically a percentage of

payroll. 4) Employee Demographics. Defined Contribution

Plans appeal to younger employees because of the

opportunity for significant investment gains ovejr a long

career. These plans also appeal to employees because of

their transferability from one company to another.

Following are highlights of difFerent types of

defined contribution/capital accumulation plans:

1. Thrift/Savings Plans. These plans

typically guarantee an employer contribution as a

percentage of the employee contribution. Fifty-six percent

of the companies in the J986 Hays/Huogins Benefits

Ccmparison Survey offered thrift or savings plans. (11:48)

2. Stock Purchase Plans/Employee Stock

Ownership Plans (ESOPs). In these plans the employer

contribution is typically a percentage of payroll given in

company stock. Sixty-four percent of the survey

participant stock companies sponsor stock purchase or

employee stock ownership plans. These programs provide an

excellent means of creating employee identity with the

company. (11:19)
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3. Profit Sharing Plans. In profit

sharing plans the employer's contribution is discretionary

based on corporate profitability. Eighteen percent of the

Hay/Huggins survey participants sponsor profit sharing

plans. The obvious disadvantage to profit sharing plans is

the lack of employer contribution when there are no

profits. This fact gives profit sharing plans the poorest

level of benefit security for covered employees., The

employee carries the entire risk/reward load. (11:49)

A third type of retirement plan is the combination

or combination hybrid plan. Combination plans are usually

retirement programs consisting of a basic fied benefit

retirement plan with supplemental capital accumulation

plans described above. Sixty-three percent of the

Hay/Huggins survey participants sponsored combination

programs. Combination plans offer the employer the

following advantages: 1) Benefit Levels. Employers have

the flexibility of both defined benefit and defined

contribution plans. 2) Plan Funding. The funding of

combination plans has the advantages of both defined

benefit plans (i.e., anticipating experience, amortizing

gains and losses, and establishing a funding policy to

conform with the company's financial experience) and

defined contribution plans (i.e., discretion in setting

13



contribution levels). 3) Employee Demographics.

Combination programs provide a balance in plan appeal to

both young and older employees. (11:50-51)

Combination Hybrid Plans. These plans are also

known as "cash balance plans" or "pension equivalent

reserve credits." They are defined benefit plans with many

cf the features of defined contribution plans. The typical

program guarantees a fixed benefit ex:pressed in the accrual

of dollars in an account. Each participant is allocated an

account that accumulates at a predetermined fi::ed rate of

interest. At retirement, the account is converted to an

annuity or distributed in a lump sum. Less than 1% of the

Hay/Huggins survey participants sponsored combination

hybrid plans. (11:52)

Examples of Retirement and Survivor Benefit Plans

The Hilton Corporation

The retirement program provided by the Hilton Corp.

i:i .n outstanding o-,ziple of a Defined Benefit Plan. The

general provisions o-F this plan are outlined below:

(13: 1-9)

A. Cost. Hilton pays the entire cost of

the retirement plan.

B. Eligibility and Participation.

Participation is automatic if you are at least 21-years-old

and have completed one year of full time service in which

youL ive worked 1 000 hours.

14



C. Prior Service Credit. If you leave

Hilton and are re-employed at a later date you will receive

credit for prior service. There are conditions which have

to be met and they are spelled out in the employee

brochure.

D. Final Average Salary. This is the

average salary of the employee's five highest paid

consecutive years in the 10 year period immediately

preceding the retirement, termination, or death, or the

average salary for the last 60 months of employment, if

greater.

E. Normal Retirement. Age 65 + 10 years

of service.

F. Early Retirement. Age 55 + 20 years of

service. If early retirement is elected, the normal

retirement benefit will be reduced to compensate for the

lcnger payout pariod.

6. Disability Retirement. Any age + 15

years of service. Provided if employee becomes totally and

permanently disabled while an employee of the Hilton Corp.

Like early retirement, the benefit is reduced if payments

are begun before age 65 to compensate for the longer payout

period.

H. Determining Benefit Payments. The

amount actually paid by the plan depends on several

factors:
15



- age upon retirement or termination

- earnings history

- length of service

- Social Security benefits

- other sources of pension benefits to

which Hilton has contributed.

(1) Benefit Formula. Assuming an

employee retires with 30 years of service with tJhe last 10

years in a nonunion position and the average monthly salary

over the last 5 years was $2,082 the benefit would be

calculated by taking 2% of the years of benefit service

(maXimum 50%) . the final average salary ($24082) - 50% of

primary social security benefit ($348.50) - 100% of

integrated benefits (union pension to which Hilton made the

contributions) ($120) = $572.50 monthly retirement from the

Hilton reLire-nerit plan.

(2) Early Retirement Benefit.

Retirement benefits for early retirement are calculated the

same way as normal retirement. However, benefits are

reduced 3:. -for each year of early retirement between the

ages of 60 and 64. Retirement prior to age 60 calls for an

additional reduction of 5% per yeai- to account for earlier

commencement of benefits. Therefore, individuals who

choose to retire at age 62 would receive 91% of their

16



normal retirement benefit. Using $572.50 as the base from

the example outlined in para. H. (1) the formula to

determine the early retirement benefit would be: $572.50

(normal retirement benefit at age 65) x 91% (reduction

factor/3 years early) = $520.98 monthly retirement beneFit

at age 62.

I. Disability Retirement. If an

individual retires due to total and permanent diosability

after 15 years of credited service, the benefit will be

calculated as though the individual had retired early. It

is the individuals choice whether to begin benefits at age

65 or earlier at a reduced rate.

J. Deferred Vested Benefits. Once 10

years of credited service are accumulated, the individual

is vested in the program and can receive a benefit even if

th--y leave the company before being eligible to retire.

K. Benefit Payment Options. The Hilton

retirement program offers three benefit payment options:

(1) Straight Life Annuity. This

option pays a monthly amount for life and is primarily

designed for the unmarried employee. A married employee

may select this option but both the employee and the spouse

must sign a waiver form in order to receive the full

straignt life annuity.

17



(2) 50% Joint and Survivor

Annuity. The 50% Joint and Survivor Annuity pays a monthly

benefit slightly lower than the Straight Life Annuity and

then pays the s, rviving spouse a benefit equal to 50% of

the reduced benefit in the event of the employee's death.

If the spouse dies first, the employee continues to receive

the reduced benefit. The amount the benefit is reduced

depends on I) the difference between the employee's age and

the spouse's age and 2) the employee's age when benefit

payments start.

(3) 66 2/3% Joint and Survivor

Annuity. This option pays the spouse 66 2/3% instead of

only 50% of the reduced monthly benefit.

NOTE: Once a payment option has been selected and the

first payment made, the retiree may not later change to any

other payment option.

The above provides a comprehensive outline of a

standard defined bene.Fit pension plan. Details of

additional Defined Benefit Plans will not be as extensive.

American Air].ines, Inr.

Another example of a Defined Benefit Plan is The

Retirement BeneFit Plan oF American Airlines, Inc. for,

Officer, Management and Specialist, and Non-Management

Salaried Personnel. A fixed benefit plan, American Air-

lines pays the entire cost. This program provides vesting

beginning with only 5 years of employment, benefits if

18



permanently disabled, pre-pension spouse benefits, post-

pension death benefits, early commencement of benefits at

age 50, and late commencement of benefits to age 70 1/2.

This program also has an extensive Joint and

Survivor Annuity provision. A married employee's benefit

is automatically paid as a joint and survivor annuity.

Under this plan, a spouse is the employee's husband or wife

to whom the participant has been married for at least I

year at the earlier of the participant's date of death or

the date benefits begin. Under the normal program, the

participant receives a reduced benefit payment every month

for life. In the event of death, the employee's Spouse

continues to receive 50% of the monthly benefit for the

rest of his or her life.

An employee may select survivor benefit payments of

50%, 66 2/3%, or 75%. The amount of an employee's monthly

retirement benefit is reduCed as determined by the option

selected and the age of the beneficiary. The following

table was extracted from the American Airlines Employee

Handbook.

19



Percentage of Benefit Payable

Under a 50%, 66 2/3 or 75% Survivor Option

Age of Beneficiary

Age of 5 Years Same 5 Years 10 Years

Participant Older Age Younger Younger

Annuity Continuing at 50% Rate to Beneficiary

65 89.94% 86.90% 83.79X 8O.81%

60 91.22% 88.77% 86.29% 83.90%

55 92.46% 90.51% 88.54% 86.65x

Annuity Continuing at 66 2/3% Rate to Beneficiary

65 8703% 83.29% 79.52% 75.98%

60 88.63". 85.58% 82.53% 7?.64%

55 90.20% 87.74% 85.29% 82.97"

Annuity Continuing at 75% Rate to Beneficiary

65 85.65% 81.59% 77.551 73.78%

60 87.40% 84.07% 80.77% 77.67%

55 89.11% 86.42% 83.76% 81.25Z

20



Using the chart and assuming a normal monthly retirement

benefit of $1,000, a retiree at age 65 whose beneficiary

was the same age who selects the 50% survivor annuity would

receive a monthly retirement benefit of $1,000 - 86.90% =

$869. Upon death of the retiree, the spouse would continue

to receive $434.50. To provide a 75% survivor benefit

under the same circumstances, the retiree would receive

$1,000 - 81.59% = $815.90. The survivor benefit would be

$611. 93.

Another unique option of the American Airlines plan

is the Guaranteed Period and Life Option - 120, 180, or 240

Payments. Under this option, the retiree selects the

number of guaranteed payments desired; i.e., 120 (10

years), 180 (15 years), or 240 (20 years). If the retiree

dies before all payments are made, the beneficiary receives

the same monthly income until all the payments are made.

The following chart outlines the percentages payable under

this option.

Percentage of the Age 65 Benefit Payable

Under the Guaranteed Period and Life Option

Age of Participant Percentage of

at Date Benefit Otherwise Payable

Payments Begin at Age 65 or Earlier

21



120 Months 180 Mlonths 240 Months

65 90,29% 82.58% 74.60%

64 91.15% 84.00% 76.35%

63 91.96% 85.34% 78.04%

62 92.69% 86.59" 79.65%

61 93.371* 87.75% 81.18%

60 93.98% 88.84% 82.64%

59 94.53% 89.84%, 84.011

52 95.03% 90.76% 85.307.

57 05.48% 91.61% 86.50%

56 95.89% 92.38% 87.62%

55 96.25% 93.09% 88.67%

Selection of this option would provide the retiree a larger

monthly benefit and a larger bene-Fit for his survivor but

for a specified period as opposed to a guaranteed payment

for li Fe.

This program also provides for Pre-Pension Spouse

Benefits. Unless specifically waived, the spouse is

entitled to a monthly benefit payable for life beginning on

what would be the retiree's early benefit commencement date

under the program. The amount payable to the spouse is

equal to one-half of the amount the employee Would have

22



received. Cost For t,'is benefit is minimal and is based on

the employee's total years of coverage, age, and credited

service. Payment is made through a permanent reduction in

the monthly retirement benefit.

The numerous benefit payment options offered by the

American Airlines retirement plan distinguish it among

similar plans. (15:RI-R22)

South Central Bell

In contrast to the American Airlines program is the

program provided by South Central Bell. The survivor

benefit option provided is a straight 50% of the retiree's

monthly benefit. The cost is a flat 10% of the retiree's

full monthly benefit. (14:1)

Dow Chemical Co & The Associates Corp of North America

The survivor benefit options provided by Dow

Chemical Company (16:67) and The Associates Corp of North

America (17:17-18) are similar in that they both provide

the option to Eelect a survivor benefit of 100%, 75%, or

50% oF the retiree's normal monthly retirement benefit.

The formulas used by these companies to calculate the cost

of providing a 75 or 100 percent option were not available.

State and Municipal Government Proqrams

The retirement programs offered by state, county,

and city governments differ significantly from those

offered by commercial enterprises. All of the state and
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local government programs reviewed were Defined

Contribution Plans in which the individual and the

government agency make contributions to the retirement

program. Since these programs are usually established by

public law, they tend to be complicated and cumbersome in

the way they are presented in pamphlets and brochures.

State of Alabama

The Employee's Retirement System of Alabama

provides a retiree four options under which retirement

benefits could be calculated tc provide a survivor benefit.

1. Option 1. This option provides -for a

lump sum payment to a beneficiary. The amount of lump sum

payment is what i: left in the retiree's annuity reserve.

Thu cost of this option to the retiree is minimal.

2. Option 2. Option two provides a 100%

survivor benefit of a reduced regular monthly benefit. The

re tilree's ma ii uM monthly beneFit would be reduced

appro.imately 25%. Therefore, if a retiree's normal

montihly bmne-fit is $10,'00 then he would receive $750 p-er

month for thu rest of his life and the designated

beneficiary would receive $750 per month for life.

Option 3. This is the 50% option. The

retiree's mornthly benefit is reduced approximately 14%.

This option provides the retiree a monthly benefit of $860

and the designated survivor $430 per month.
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4. Option 4. This option is unique in

that it offers the retiree the opportunity to write his own

retirement benefit that would be the actuarial equivalent

of the regular retirement allowance if appro~ved b/ the

retirement system control board. (18)

Montgiomery Count\/

In contrast to the four options provided under the

Alabama statE plan., the Montgomery County retirement system

provides only one option for a retirec- to select for

survivor benefits. This option provides -for a 75%. monthly

benefit to the beneficiary. The retires receives 907. of

his normal monthly banefit. ( 19: 50 t -502) Other programs

reviewed provide only a 50%. monthly benefit -for a 107"/

raeduction in the retiree's monthly check.

State of Louisiana

The Statce caf Louisiana's retiraiment system is

similar to Alabama's in that it offers a number of options

for the retiree to choose From.~ Survivor bene'fit options

range from 100% to 507. of the retiree's monthly benefit.

One significant difflerence with the, Louisiana plan im its

Option IV-P) and IV--B. Option IV--A provides the retiree a

90%. monthly allowance and the mpouse r:ce:_ivras a 55%. benefit

provided the retiree and spouse are married at least 2

years at time of retirement. Most retirement programs only
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r-eqUire the retiree t 'Le married I year at time of

retirement. Option IV-13 also provides the designated

beneficiary of 55%. of the retiree's benefit after the

retiree's death. The retiree receives a redutced benefit

based on the ages of the re~iree and beneficiary as shown

below:

Difference In Age Member receives X

Menbers & Beneficiary Of Maximum Benefit

Older or 0 to 4 years younger 907.

5 to 9 years younger 85%

10 to 14 years younger 807.

IS to 19 years younger 757.

20 to 24 years younger 70%

25 to 29 'years younger 65%.

30 or more years younger60

The above chart cle=i-ly shows the actUarial costs of

p-roviding a 55%. suirvivor benefit when the designated

beneficiary is considerably youinger than the retiree.

('20:12) This makes selection of this option a very

expensive chujic-r-. (Note.- The beneficiary may be the

26



spouse to whom the retiree is married less than 2 years at

the time of retirement or any other designated person. The

beneficiary may not be changed after retirement.)

State of Nevada

The retirement system provided for teachers in the

state of Nevada has provisions for seven different options

to choose from at retirement. Apart from the normal

choices of providing survivor benefits at the retiree's

death, this program includes options which provide survivor

benefits which begin at age 60 for the beneficiary as

opposed to beginning at time of death of the retiree.

Following are the options under the Nevada program.

Percentages assume a 60 year old retiree and a 55 year old

beneficiary:

1. Option 1. Retiree receives maximum

allowed benefit but provides no protc-Lion for beneficiary.

2. Option 2. Monthly bene-fit reduced

18.6%. Provides beneficiary same allowance for life upon

retiree's death.

3. Option 3. Monthly benefit reduced

10.5% for lifetime of employee. Provides survivor benefit

of 50% for- life upon retiree's death.

4. Option 4. Retiree's monthly allowance

reduced 17.9%. Provides same allowance to beneficiary when

he/she reaches age 60.
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5. Option 5. Retiree's monthly allowance

reduced 9.8%. Provides 50% of retiree's monthly allowance

when beneficiary reaches age 60.

6. Option 6. Provides the retiree the

option of identifying a specific sum to be provided the

beneficiary upon death o-F the retiree.

7. Option 7. This is the same as option 6

except that benefits begin upon the beneficiary.reaching

age 60. (21:9-13)

Stai't- of Texas

The Teachers Retirement System of Texas is another

program that offers , variety of options for the retiree to

provide survivor benefits for a designated beneficiary.

Following are the options under che Tecas program.

1. Standard Ainnuity. Retiree receives

maximum monthly benefit with payments ending upon deatn.

2. Option 1. 100% Joint Li.re Annuity.

Retiree's monthly benefit is acuariall', reduced to reflect

the retiree's age and the age oF the designated

beneficiary. For example, a 61 year oli ret.iree with a 61

year old beneficiary would receive 87.87% of the standard

annuity. Of special note is the provision of a "pop-up"

feature. If the primary beneficiary dies before the

retiree, the retiree's future monthly payments will

increase to the amount of the standard annuity as if the

member had elected it at retirement.
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3. Option 2. 50% Joint Life Annuity.

Provides the survivor 50% of a reduced monthly benefit.

This option would provide our 61/61 example 93.54% of the

standard annuity. This option also provides the "pop-up"

feature.

4. Option 3. Guaranteed Payments - 60

Months. Provides guaranteed monthly payments to the

retiree for 60 months. If retiree dies before 60 months,

payments continue to the beneficiary until remainder of 60

payments have been made.

5. Option 4. Guaranteed Payments - 120

Months. Same as Option 3 except that payments continue for

10 years as opposed to 5. (22:12-13)
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CONCLUSIONS

A review of the Survivor Benefit Plans offered by

the private sector-, state governments, and municipalities

reveals a few options that are not available to the

military. These include:

a. Greater flexibility in selecting a

higher percentage of retired pay for SBP. For ex ample, the

most a military member can provide a spouse is 55 percent

of total retired pay. As shown above, it is not uncommon

for an individual to be able to select percentages of 100,

75, 66 2/3, 60, or 50 percent. One plan outlined even

allowed the retiree to designate a date other than the

retiree's death upon which to start S3, payments.

b. All of the plans reviewed contained

some k;ind of ,esting provision,. The most common vesting

provision being 10 years in which the individual was fully

vested. T;e military member does not become invested until

a minimum of 20 years are served.

c. No Social Security offset. Many

retirement programs and SBPs do not have Social Security

offsets. At age 62, the monthly benefit provided the

surviving spouse of a deceased retiree decreases to 35

percent.
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d. Guaranteed Period Payments. An option

that some may find attractive is the Guaranteed Period and

Life Option Payments. This payment option allows a retiree

to select a designated period of time to receive benefits.

Choices are normally 10, 15, or 20 years. If the retiree

dies prior to completion of the designated period, the

payments continue to the spouse until the period is

completed.

In summary, there are only a few survivor benefit

plan options available outside the military that should be

considered for inclusion in the military Survivor Benefit

Plan. Utmost of these is the opportunity to provide a

larger benefit than the current 55 percent. Nex:t should be

olimination of the Social Security offset.

in Chapter !I! we continue our analysis of SF3 L,

assessing the current progrztm as it is administered by

CBPO.



Chapter III

ASSESSMENT OF THE CURRENT PROGRAM

The objective of this portion of the assessment is to

look at the Air Force SBP program and to suggest actions

that would improve the participation rate. In talking with

MPC, it was their contention that the problem did not center

with the handout materials. In 1987, DoD had contracted

with Resource Consultants, Inc., (RCI) to complete a study

of the effectiveness of 'BP informational and publicity

materials. Deficiencies were found, and a new pamphlet

written and studied. Therefore, we have not included this

area in our study. It should be mentioned, however, that

several base CBPOs in our survey did feel that the topic of

handout materials needs to be addressed, with the focus

being on making them easier for the member to understand.

Having eliminated resource materials from consideration

we focused on the administration of the SBP program. In

general, we found the service to be good, especially from

the Retiree Activities Branch at MPC (AFMPC/DPMARA). Air

Force participation rates fared well when compared to the

other services (see Appendix F). We attempted to conduct a

survey of active duty members, retirees, and annuitants, to

access their knowledge, preferences, and motivations toward

SBP. Three questionnaires were prepared. Each was tailored

to a specific group: the active duty member near retirement
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or retirement eligible, the retiree, and the annuitant.

After discussions with the Retiree Activities Branch and the

Personnel Measurement Division (Air Force questionnaire OPR)

at MPC, they disapproved our request to conduct the surveys

based on the results of the 1987 contract study and the fact

that they have a retiree council that brings in retirees

from around the United States to advise them on retiree

concerns and suggestions, including SBP. MPC felt that

through this council and their frequent contact with the

base CBPOs, they already had a very good understanding of

the results these surveys would produce, and felt that there

would be marginal benefit from the effort. The Retiree

Activities Branch at MPC did complete our surveys using the

information they have received from that retiree council.

The survey and results are in Appendix B. We have included

their conclusions as a basic assumption of this study and

have not pursued this issue.

A second survey was directed to local CBPOs involvement

with and commitment to SBP (Appendix G). Fourteen CONUS

CBPOs were randomly selected and a telephone interview with

an individual in the Personnel Affairs Office was conducted

between 19-22 December 1989. In each case the interviewer

asked to speak with the SBP "expert" of the office. The

telephone method was selected to expedite the completion of

the survey and to have the opportunity to get a feel for the

knowledge and interest of the interviewee.
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In all cases the interviewees were knowledgeable. As

would be expected, that knowledge varied with the experience

of the individual. There was also a wide range of interest

and commitment to SBP expressed or implied by the interview-

ees. The range went from not committed (the interviewee

felt that other options, such as insurance, were as good as

or better than SBP and stated that he would not select SBP

for himself if he was retiring) to very committed. The

majority felt that SBP was good, but that the level of

coverage selected depended on the individual's personal

situation.

The interviewer felt that some respondents were very

strongly committed to be "unbiased." It sounded as though

they were unbiased almost to the point of being negative, as

though they didn't want to promote SBP. They gave the

impression that after they fulfilled their commitment to

present information about SBP through the periodic retire-

ment briefings or the personal counseling session that their

job was finished and the member would have to actively work

to get needed additional information or clarification from

them. Happily, these were a small minority. Most counsel-

ors appeared to represent SBP well.

A strong theme with all the interviewees was the feel-

ing that the Retiree Activities Branch at MPC was doing a

great job, especially in terms of telephone support. All

felt that they got great service from MPC when they called
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with questions or problems. When asked to compare the

support they received from their MAJCOM and MPC, MPC was the

strong favorite. Most interviewees saw their MAJCOM as

primarily interested in their enrollment statistics, but not

involved or interested with the actual work of the SBP

counselor.

Our research has produced several findings and recom-

mendations we feel will be valuable to MPC in their efforts

to improve their service to the member. Findings will be

addressed in this chapter and the recommendations will be

addressed in Chapter IV.

Finding: Training SBP counselors and keeping them

informed and up-to-date on the program is a continuing

challenge. SBP counselors all had duties other than SBP. In

fact, none claimed SBP as their primary duty. Several

stated that they felt they needed additional SBP training.

The tzaining they did receive was mainly on-the-job-training

(OJT). Some mentioned their initial technical training, and

some had been to a seminar. Most wanted to be brought up-

to-date on the SBP program and to receive refresher train-

ing. Potential training topics include: why SBP has no cash

surrender value, the government subsidy, the tax break,

Insurability guarantee, lifetime income, relation to infla-

tion, comparison to commercial insurance, techniques for

presentation, the counselor's role--are they a salesman or

provider of information, etc.
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Finding: The SBP regulation is outdated. Therefore,

associated with training is the need to update the SBP

regulation and eliminate a large volume of messages and

newsletters that provide updates to the old regulation.

Many Personnel Affairs Offices are keeping this clumsy and

difficult file as their primary reference file (others have

discarded them in favor of handouts from an SBP workshop).

They need an up--to-date reference manual free of clutter

from the many updates.

Finding: Another major deficiency is the lack of

understanding of SBP by the active duty member. Few members

come to Personnel Affairs Offices with a good understanding

of SBP. Generally they know little to nothing. Often what

they do know is incorrect or outdated. Frequently members

come with a decision to not take SBP. This decision is the

result of bad or misinformation received from friends or

insurance agents. Often a member will change his mind and

elect some level of SBP after discussions with the SBP

counselor. Typically, a member finds SBP too difficult to

quickly understand and decides to wait until he puts in his

retirement papers. However, at that time the member finds

himself with several other tough decisions and problems:

trying to find a job, deciding how to adjust to the lower

retirement income in the interim, where to live, financing

children in college, etc. What is needed is a career long
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effort to correctly inform the member about SBP and help

them compare SBP with insurance and other options.

Finding: At some bases the retirees provide a valuable

service through their Retiree Affairs Office. This assis-

tance has taken the form of briefings on SBP in the periodic

retirement briefing, and in some cases personal counseling.

It seems as though this service is contingent upon finding a

willing and knowledgeable retiree. Even with this limita-

tion, its success would warrant an attempt to export this

idea to the other bases.

Finding: Interviewees in our survey were not sure If

the Air Force had a policy on whether they should try and

"sell" the prospective retiree on SBP. A few were excited

with SBP and were very positive about it. Most just tried

to present the pros and cons. Some were negative or ap-

peared to be negative.

Finding: One interviewee had just returned from a tour

overseas. Her feeling was that overseas offices don't get

the current information or material as quickly as CONUS

bases. It was her strong feeling that SBP was not given

much priority overseas.

Finding: All of the interviewees stated that they did

not provide separate counseling to spouses unless they were

specifically asked. We were surprised that this is the case

in light of the emphasis on the spouse's concurrence. If
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this is working well then no change is recommended, but this

fact should be noted.

Finding: When asked which factors were obstacles for a

potential retiree in electing full SBP coverage several were

listed. Cost was the most prominent factor given, although

several thought that the new Glenn Amendment increasing the

government subsidy would encourage mote officers to partici-

pate. They did not expect much improvement in the statis-

tics for enlisted members, especially those retiring at the

lower grades. The second most noted obstacle was the lack

of a cash surrender value when the spouse died or divorced.

This perception is the result of a lack of understanding and

could be minimized through education. The third obstacle

was the Social Security offset. This is perceived as a loss

in benefit. Potential retirees feel that they pay into

Social Security and also into SBP, and that it isn't right

that SBP be reduced. Apparently explanations that SBP is

paying for a 35% rate, with an added bonus of 55% up until

the time the spouse qualifies for Social Security doesn't

change this negative opinion. Increased efforts at educa-

tion might improve this perception.

Finding: There was almost universal concern that with

the Glenn Amendment many of the lower ranking enlisted

members would not take SBP or would take a small amount of

coverage. The crux of the problem centered around the cost

of the coverage, the reduction of income from active duty
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pay, the uncertainty of getting a new job in retirement, and

the necessity of making a firm decision before retirement.

The next, and final chapter, presents the recommenda-

tions that resulted from the research and findings presented

in Chapters II and III.
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Chapter IV

RECOMMENDATIONS

Our research produced several. recommendations we be-

lieve would be valuable to MPC, SBP counselors, and the Air

Force community. Education is a serious concern for most of

the SBP counselors. The changes produced by the passage of

the Glenn Amendment underscores the need to update the SBP

regulation and training materials. We recommend either a

workshop that would bring representatives from all CBPOs to

MPC, or two regional workshops at MPC, USAFE and PACAF.

Attendees should be sent home with material that they could

use to then provide training to others in their office and

use In their briefings and counseling.

SBP counselors need an up-to-date reference manual free

of cluttur from the many updates that update the current

manual.

Another major deficiency is the lack of understanding

of SBP by the active duty member (and many retirees). What

is needed is a career long effort to correctly inform the

member about SBP and help them compare SBP with insurance

and other options. We recommend that a 30 to 90 second

segment be devoted to SBP in every "Air Force Now" film.

This would provide an opportunity to have short, high quali-

ty presentations made regularly to Air Force members, espe-

cially the enlisted member (our lowest rate of participa-
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tion). Over time, they would have a fairly good understand-

ing of its benefits and comparison to other options and

would gain a positive attitude about SBP. In addition,

articles should be published in the Airman Magazine end news

clips sent out through the Air Force News Service (AFNS).

The topics should include: myths about SBP (i.e., continue

to pay premiums even though there is no longer a spouse),

facts versus fiction (insurance is better because it has a

cash surrender value), strengths of SBP (government subsidy,

tax advantage, inflation protection, lifetime income, etc.).

We could also show how SBP is doing what It was designed to

do (success stories), and the sad situations that result

from not electing to take SBP through actual stories.

An aid to help reduce the gap between the complex SBP

program and the member's understanding would be the develop-

ment of an Expert System. An Expert System is a very user

friendly computer program using the principies of artificial

intelligence that is built from input provided by a number

of "experts." We recommend using experts from all of DoD,

and making the final product available to them. This pro-

gram is then used by a non-expert, a potential retiree, and

through simple English language questions and answers,

produces easy to understand SBP information that is tailored

to the potential retiree. Besides providing the information

that is available now, it would be able to take data provid-

ed by insurance agents and others and make proper compari-
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sons with SBP, matching apples with apples rather than the

typical oranges. We have contacted the Air Force Cost

Center, who build Expert Systems, and explained the problem

and our ideas for building an Expert System on SBP. We were

told that SBP is an excellent candidate for an Expert System

and they would be very interested in working with MPC to

develop one. If MPC is interested, we have prepared a

letter, Appendix H, that would make the official request and

begin the process of developing an SBP Expert System. This

Expert System would then be made available for use in CBPOs

world wide. It runs on an IBM compatible personal computer

(PC), which most Personnel Affairs Offices already have.

The cost would be limited to a small one-time fee to use the

software and possibly the cost to purchase additional hard-

ware, depending on the configuration of the PC on hand.

Not only do we need to inform the member on active

duty, we also need to continue to inform the retiree of the

benefits and advantages of SBP. This could be through

notices on their monthly pay statement, or separate mail-

ings. This could be especially effective in helping them

feel good about their decision if they were notified after

they passed the break even point with term Insurance and

where SBP is less expensive. This campaign would reduce the

bad information retirees pass on to their friends still on

active duty, and also help them feel better about their

selection of SBP.
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The value of the active involvement of interested and

enthusiastic retirees has proved to be very beneficial at a

few bases. CBPOs at all bases should be strongly encouraged

to recruit similar volunteers, and information about suc-

cessful programs shared between CBPOs.

SBP Counselors were unsure if the Air Force had a

policy outlining the extent they are allowed to "sell" SEP

to potential retirees. If the Air Force goal is to increase

the SBP participation, if SBP is that good and the benefit

needed, then the Air Force should establish a policy of

"selling" it. This would allow the SBP counselor, when

asked by the member, to say that they would personally take

SBP and would recommend that the potential retiree strongly

consider it for themselves. This is not intended to be a

"hard" sell, but an advocacy of SBP. In any case, SBP

counselors should be telling prospective retirees, in clear,

firm and positive terms, that commercial insurance is always

more costly than SBP (per the DoD actuary). If this policy

is already established it was not understood by the SBP

counselors we interviewed.

Some SBP counselors overseas feel as though they aren't

being serviced as Well as they should, or as well as when

they are in the CONUS. This might be a case where more

involvement by the MAJCOM/DP should be encouraged. It might

also be advisable for the overseas MAJCOMS to develop unique

materials.
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None of the CBPOs surveyed were providing individual

counseling to spouses unless specifically asked. If this is

intended to be the case no recommendation is offered. If

the intent of requiring their signature is not best served

with this procedure we would recommend a separate counseling

session be scheduled as a routine part of the program.

The effects of the Glenn Amendment and the pressures

that surround retirement make it hard for many to select

SBP, especially the lower ranking enlisted members. It

seems that If we really want families to sign up for SBP,

preferably at the maximum amount, then we would be willing

to change the law and reduce the financial pressure of

paying for SBP during the stressful transition from active

duty to retirement. We propose that the law be changed so

those members that select SBP would be covered by SBP at no

cost (like was the case when they were on active duty) for a

period of time commensurate with their active duty service.

We would suggest a month of free SBP for every full year of

active duty for those who sign up to take SBP. This would

give retirees who enrolled in SBP 20 to 30 months of SBP

coverage free before the first premium payment. There would

be a loss of revenue, but this suggestion would give retir-

ees time to adjust to their retirement and get settled

before they start paying for their SBP coverage. This would

remove a major obstacle for many, especially lower rank

enlisted members, who do not now elect to take SBP.
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In light of the many good Survivor Betlefit Plans of-

fered outside DoV, we recommend a nation-wide survey of

state and municipal governments and the private sector to

determine if there are additional variables in SBP that

would be appropriate for inclusion in DoD's SBP. This

study, although limited in scope, identified enough vari-

ables to justify a complete nationwide review.
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pp. 61-14.

17. Associates Corporation of North America. Empi1oyee Benef its.
Retirement Securi ty, Pension Plan., Revised May 1, 1963,
pp. 1-25.

18. State of Alabama. Empooees' Retirement Systmo lbm
Questions and Answers, October 1, 1988.

19. Montgomery County, State of Alabama. "Exctracts of County
Retirement System." pp. 499-505.

20. State of Louisiana. Louisiana State Employees Retireme~nt
System Ce rt if icate of Member5.hiA, undated.

21. State of Nevada. Public Employment Retirement System of
The State of NvdRulrMember sh ipouet
undated,

22.. State of Texas. TahrRetirement in Texas, September
1989.
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DOD ACTUARY ARTICLE

On 1 September 1986, the a-ttached article was sent by

Toni HUStead, C2hief Actuary, DoD Office of the ActUary, to the

Or-my and Air Forc)-(e Mutual Aid Association, the Navy MUtUal Aid

At o-. i ationn, -md thL-- Reti red Officers Associ ati on. Thi S

i c.ct e s-taAte-s th.-4t StP c:annot be mTHAtched by commercial life

fl:)U1' .mrle ~and re+UtCeS some of the common inaccuri'acies and

M' Sconf(-e[(:epJ ns concerningj the benefits of the SBP in

comparison with commer-cial. life insurance.
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BEWARE OF ALTERNATIVES TO SBP

We firmly believe that the Survivor Benefit Plan (SBP) is
the best insurance that a retiring military member can buy.
SBP is guaranteed, protected against inflation, and is heavily
subsidized. There is simply no way that an insurance policy
can beat this deal. Nevertheless, insurance agents have spent
a good deal of effort trying to convince newly retiring members
of the Armed Services to decline SBP and purchase their plan.

The responsible agent will offer supplemental insurance
that builds on SBP. The irresponsible agent will try to direct
all of those SBP dollars to his company. The high commission
received for each transaction paid from your premium may
influence the presentation.

The agent is required under law to present the guaranteed
arrangement. This compares so unfavorably to SBP that your
attention will quickly be directed to optimistic projections
that depend on interest rates never declining. Additionally,
the agent typically obscures the drawbacks of the commercial
product through half truths and by ignoring critical facts.

A favorite area of attack is the CASH VALUE front:

"Unlike SBP, my product builds large cash
values over time. So, if the little woman
dies before you, or if you both live to a
ripe old age (as I expect since you have
been classified as a good risk by my
actuaries), you will have something to
pass on to those ,lovely children of yours.
Under SBP you could pay hundreds of
dollars for practically nothing if you
both live to your life expectations."

Anytime you buy insurance with cash values you pay for this
option. Nothing is free. If the insurance has a cash value
then it came from your own money. SBP is comparable to term
insurance. There is no cash value and this reduces the cost of
the plan. If the beneficiary becomes ineligible before the
member's death, premiums have not been in vain. The member was
insured against death in those years. When you buy term life
insurance and do not die or car insurance and do not crash do
you look back with resentment? Do you add the past premiums
and complain that you've received nothing for your money? Do
you look at your life expectation and decide not to buy
insurance since you don't plan to die in the near term? SBP
guarantees that a portion of your retired pay will continue to
your spouse should you die at any time. That amount is not
dependent on the cash value levels of a side fund.
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A critical fact is that SBP IS GUARANTEED PROTECTION
AGAINST INFLATION. You and your spouse do not have to worry
about the subjective speculation of inflation and interest used
by the actuaries or the insurance salesperson. This feature is
not available in the marketplace because no company can afford
to sell a product that transfers the risk of inflation and
interest income from the customer to the corporation. Go ahead
and try to purchase the coverage. Ask the agent to sell you
the same benefit that the "Government force feeds on the
military family." Why isn't this benefit out there? Why can't
you buy this guaranteed benefit at any cost, be it less than or
greater than "the absurdly high SBP premium reductions?" The
commercial product assumes the risk of death but won't assume
the risk of inflation because it simply can not afford to. Can
you afford to turn down coverage that is so good that it is not
available in the marketplace?

Another area of attack is the SPOUSE REDUCTION AT AGE 62,
better known as the Social Security Offset.

"Unlike SBP, my product does not reduce the
benefit to the spouse at age 62 when she
most needs that protection. The SBP benefit
is reduced by 36% to 40%."

Most agents will raise the specter of the offset without
showing you how much effect the offset has. There is a good
reason for this. When even a low rate of inflation is factored
in, the SBP benefit after the offset, is higher than the
private insurance benefit in almost everV year. If, for
instance, inflation is as low as 4% a year, the typical SBP
benefit will be 2.3 times greater than the initial benefit in
the year before the offset. Since the insurance benefit does
not grow at all, your widow would be receiving less than half
the SBP benefit under the insurance plan.

In the year after the offset, the indexed SBP benefit will
be about 1.5 times greater than the insurance benefit. The
distance between the two benefits will increase with each
additional inflation increase of the SBP benefit.

Because of the SBP inflation protection, the initial face
amount of term insurance necessary for 4 typical new retiree to
replace SBP would range between 299 to 310 times the initial
monthly survivor benefit. The next surprise is that these face
values must increase each year until the member and the spouse
are in their mid-seventies. Consequently, one would need
increasing term insurance for about thirty-five years to
replace SBP. In your mid-seventies, even after the spouse
reduction at 62 has kicked in, the annual benefit to the spouse
will be 2.2 times greater and the necessary face amount of
insurance 1.2 times greater than they were at retirement. Will
the agent sell you guaranteed increasing term insurance for
these amounts cheaper than you can purchase SBP?

A-3



SBP is a subsidized program. The government picks up the
tab for about 44% of the benefits. SBP premiums are not taxed,
so the government subsidy increases to well over 50% when this
is considered. No private benefit is subsidized. As a matter
of fact, the insurance industry has commissions, other
expenses, taxes and profits that must be built into the
premiums.

Recently, we have seen all kinds of inaccurate propaganda
being used to persuade the military member to buy other
products. One "good old buddy" is even sending cassettes and
letters to all General Officers packed full of the half truths
and with the omissions that we have outlined. We like to think
that those trying to sell alternatives to SBP are unaware of
the true value of the benivit. SBP can be supplemented with
other insurance and finar: e vehicles, but it can never be
replaced.

If you are approached by an agent, and are not willing to
accept the simple truth that a subsidized inflation-protected
annuity cannot be replaced, then try this simple step. Have
the agent write down and sign a one-page letter stating the
terms of the guaranteed benefits and premi ms in'black and
white.' No ifs, ands or buts. Now compare this guarantee to
the guaranteed terms of the SBP plan. Because the benefits and
terms of the guaranteed insurance plan will fall far short of
those of SBP, the agent will try to camouflage the facts with
much hand waving and speculation. In every policy we have
seen, we have easily found ten situatiops in which SBP is
better for every one situation in which',the insurance plan
would be better - even if we were to accept the speculative
assumptions about the future.

SBP provides guaranteed lifetime protection that is much
higher and much less expensive than the guaranteed protection
offered by any insurance company. If your spouse is dependent
on your income then you should make this guaranteed protection
the cornerstone of your estate. If you can afford and need
more protection then by all means buy a supplementary policy.
But, do not throw away the most valuable insurance you can buy
for insurance that might some day in some situation provide
better income.

Do not make a mistake that you wifl regret beyond a
lifetime.

Authors:

Toni S. Hustead
Chief Actuary
Department of Defense

Edwin C. Hustead
Senior Vice President & Actuary
Hay/Huggins Company
The Hay Group

September 1988
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SURVIVOR BENEFIT PLAN SURVEY

1he attached surveys were intended to be sent to a

'epresntative sample of A ir Force retirees, annuitants, and

-etiremen1 eLigibl e or soon to be eligible active duly

members. However , personnel at AFMPC, responsible .1-or

administering the Air Force SBP, determined that the survey

was not needed. Instead, AFMPC provided the information

4nnotated in bold on the attached survey. They believe this

inform- ,t ")n tepreso'nts the respunses we would have received

h --d -he survey been conducted in November 1989.
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RETIREE
SURVIVOR BENEFIT PLAN (SBP) SURVEY

November 1929J

Please circle applicable ans~wer (Yes (Y) oir No) (N)) or enter
in-Ic.rmation as appro.priaten, Use back. of survey if additional

spcis needed 'to resparic.

GRADE/DATE OF RETIREMENT: 1. RD
D(3R - __ __ - -

CBPO PRESENTATION ON SBP:

Y.7 N.3 2. Were you provided helpi u) and easy to Understand
i nformnati on oin SBP'? Were th-.e -f ollowing hel:futl:

Y.5 N.5 a. 1ri ef in g"

Y.7 N..3 b. HandoutS?

Y. 6 N. 4 3.Did 'the prcesentati on su+ficir-ntiy cover the
i nf oimati an and alternative-:s for providing +or
Lhe financial concerns of your surviving dependents
and the rolp of SOP?

Y. 6 N. 4 4. D~id I.he per sonneJ in the CECPO ansmor your- cueLstions
correcti y" If not, expl ain:

Yna Nna ~.Did t1he presentation explain cleza-rly the ta.
bene-fi s oif 813P?

Y.6 N. 4 6. Di d Ithe COPO personnel offer -Advi ce concerni ng your
partbipaticin in the S~~

Y. 2 N.8S 7. If thr, answer to "6" js yes, did they dlscour, #gt
p-ar-t .LC:tIpti(:)n in SOP" If what reason did they
gjive: -Cost, age 62 reduction.

Y. 7 N. 3 (3. Di1d YOU get i.n~ orma:.t~i on on SOP from oither sour cps?
If yes, what were the sourC-Cs, (i(C. +rienod)?' Other
retirees, insurance agents.

Y. 75N. 25 9.)1 fo'u eel YOU fhAd GInOUqh informo1.1on tcn I o~
ii n a f o I doc :,-Ic on 1 'I ec L i ny or I nt e I ot t 1 11(

11, not , wI,-k .:tdcli (i i(31ih- I i if r i,t orn wouId( 'ok I Ii '
Better guidance in- comparing with comme-cial
alternatives.

J C. Ojther' cugestins or commcernts concerni rc o rin tqo
avai lable f rum the Cr-i-I om- ewhere: -na

SBP ELECTJON:

Y N It.- At time cif retirement did yuz' cier': SE{Pcoc-*g-<
(See Appendix I for stcitisical information)

12'.. J+ you( did riot eloct covuragp Wha w~~1 as itie ca .. j

(MWar: oi Ihat cu appJ ic'>ibl e
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.75 Po ~i Elved ( verage too costlIY.-

. t7 b.- NO: -,POU15e, Lhi 1 lren , fome -~-SPOUSF, c.C
.8 C. Prnrvi di n for- dependents usinrg othur means. i f

so, what' Term insurance
.5 di. Cnuicern about reduction to the -.nnuity, such as

soci al F-:curi 1-y at age 62, Dependency Indemnity
Comnipen s,. t i on.

.05 r.F'ruJ4'f1tur e hanqes to the progqram w~oLldc
rodcuq. e the b ene+f i t

.7 f . COUld inot Eaf4for d cciverngte.

.4 g . Advi sed not to by friends or co-wor-kers.

.1 h. (Odvised niot to elect cover-age by personnel in
the CFJFO or other military organization. Who?

.6 i. (tr:Iurnesalesman advised against

J3. If you elected SEIP, what type (enter code from

(a) SpLtUS on) y; (b) SPOUSP and childreni; (C)
Former spouse only; (di) Former spouse And chi ldren",

() ISUrablR Interest (See Figure 1 for statisical
information

V N I I. Di d YOU el ect SFIP f ullI coverage? If not, enter
dol lar amount or- percenwtage of retired pay: (See
Figure 1)

15. If /OU Look GETr coverage, what were the main
re- ason(s) (Mark all that are applicable)'?

C? Ra. Provided coverage not available elsewhere:
.5 b. More cost e+fecti ye than pri vate 1 i~e ins' trance.
.01 c. Spouse WOUJ d not sign waiver- for noncover ;A.
.9 di. Supplemonted private inSUrance coverage.

e. Olther:

Y.8 N.2 16. DO YOU believe YOU made the correct decision to
elec~t or not elect SEW? Wily"'

17. What changes would you like to see to the SEIP? Lower
cost, no age 62 reduction

Y.5 N.5 i r, Is there any area of SBP YOUI would like to have
known about be-fore making the decision or now after
par-ti cipati ng i.n the S8F? If so, what i n'formati on
andi how would i t have ifnpacted Your deci si on? Would
have taken more coverage if I had known high cost of
commercial alternatives as I aged.

i, %-: n " t h r r- ,n i t y wo' a.c yo0U -0'4 Co charigZ"CI' Lcu
-overage: f f so., how (MarI: letter 4s

app rop r ia te) '
.75 at. Start cover age. If so, for who (irp. Spouse):
.1 b. Stop coverage. Wy----
.15 c. Increase base amount of coverage.

d. Dc---crcase b;isp AMnOUI-t Of coverage.Wh?
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2 0. What do yOu like about the SBF:' Lifetime cuverage of
spouse and COLAs.

21. What do you dislike about the SBPF?_Age 62

reductiont

Y,5 N.5 22, Would you recommend SPB to you friends?

Y.35N.65 23. Did you discuss SBP coverage with an insul-Eanwie or
investment counselor? If yes what did they
recommend: Taking minimum coverage and buying their
product

24. Other comments:

B-4
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ACTIVE DUTY
SURVIVOR BENEFIT PLAN (SBP) SURVEY

November 1989

Please circle applicable answer (Yes (Y) or No (N)) or enter
information as appropriate, use back of survey if more space is
needed to respond:

GRADE/DATE OF RETIREMENT: 1. GRADE Planned DOR

% . Y.75N.25 2. Have you received the presentation or other
information on SBP -from the CFPC)? If so,
please complete the following section,
otherwise go to the section on SBP election.

CBPO PRESENTATION ON SBP:

Y.5 N.5 3. Were You provided helpful and easy to understand
information on SDP? Were the following helpful:

Y.7 N.3 a. Briefings?
Y.6 N.4 b. Handouts?

Y.6 N.4 4. Did the presentation sufficiently cover the
information and alternatives for providing for the
financia] concerns of your surviving dependents and
the role of SBP?

Y.6 N.4 5. Did the personnel in the CBF'O answer your questions
correctly? If not, explain: Couldn't adequately
compare with commercial alternatives.

Yna Nna 6. Did the presentation explain clearly the ta,
benefits of the SP deduction?

Y.6 N.4 7. Did the CBPO personnel offer advice concerning your
par-ticipation in the SBP?

Y.1 N.9 S. If the answer to "7" is yes, did they discourage
participatlon in 1BF? If yes, what reason did they
give? Cost, age 62 reduction

Y.7 N.3 9. Did you get in.f.ormation on SBP from other sources?
If yes, what were the sources (ie. friend)? Other
retirees and insurance agents.

Y.8 N.2 10. Do you feel you have enough information to make an
informed decision on electing or not electing SOP?
]f not, what additional information would you like
to receive'? More information on SBP's estate value

11. Other suggestions or comments concerning information
available from the CBPO or elsewhere: How do I know
it really is a good buy?------------------

SBP ELECTION:
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Y. 4 N.3 12. At time of retirement do you intend to elect SBP
cov er ag e

Don't know .3

1 T. +f you are not planning to elect coverage, what is
the reason? (Marls all that are applicable)

.6 a. B elieve coverage too costLy.
b. No spouse, children, +ormor spouse, e I*c.

.8 c:. Provide for dependents using other means. Jr

so what" (ie., insurance, private investment,
etc) :

.6 d. Concern about reduction to the annuity, such as
social securi ty at age 62, Dependoncy Indemnity
Compensation.

.05 el. Fear future changes to the program would reduce
the benefit.

.6 +. Can not afford coverage.
g. Advised not to by friends or co-workers.
h. Advised not to elect coverage by personnel in

the CBPO or other military organizatLon. Who?

. Other:_Spouse is on his or her own.

14. if you elect SBP, what type (enter code from
below)?
(a) Spouse only; (b) Spouse ond children; (c)
Former spouse only; (d) Former- spouse and children;
(e) Insurable Interest (See Figure 1)

Y N 15. Did you elect SBP fuLJ 1 coverage? If not, enter
dollar amount or percentage of retired pay: (See
Figure 1)

16. If you plan to elect, SBP coverage, what are the main
reason(s) (Circle all that are applicable)?

.9 a. Provide coverage not availabJe elsewhere:

.5 b. More cost effective than private life insurance.

.01 c. Spouse will not sign waiver for noncoverage.

.9 d. Supplement private insurance coverage.
e. Other:

17. What changes would you like to see to the SLP? Lower
cost, level 55% benefit

Y.5 N.5 Ifl. A-re there any areas of SBP you would like to know
more ,tbout before making the decision to

r t i p a t e j n th t 3 I f so, what i nformatIrlo''
Cost of commercial alternatives in comparison with
SBP.

Y.3 N.7 19. Woul( you be w II rg to py more For addi t i onaI
(-uveiage" If yes, how much'_.% of base amount for
55% continuous coverage.

2). What do you like about the SEP 'o Lifetime coverage
for spouse and COLAs.
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1. Whal. do yoU di slil-.e about the 3BI1? _Ag 62
reduction.

Y.3 N.2 '22. Would you recommend SBF' to a 'riend'
Don't know .5

Yna Nna 27. D;d yo3u disr s S'LIF coverage wi tlh an I nsuranc, or
nvepstment (:LU'ncelor '  I-f'l: what: did they

recomnend: Taking minimum coverage and buying their
product.

2A. fOtlhr-.r comments:
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ANNUITANT
SURVIVOR BENEFIT PLAN (SBP) SURVEY

November 1989

Please clrcle applicable answer (Yes (Y) or No (N)) or enter
in-forration as appropriate, USe back of survey i-f more space is
rieeded to re!-pond"

CBPO PRESENTATION ON SBP:

Y. O5N.95 I. Did you attend a brie-fing in the CFP'O If the arswer
is yes, then please answer- questions 2-10)

Y.5 N.5 2. Were you provided he]pful and easy to understand
in'formation on SBI-? Were the Following helpful:

Y.4 N.6 a. Bri e-fi ngs?
Y.6 N.4 h. HandCuts'

(Doubtful if annuitants could answer questions 3-10. Deceased
spouses probably made their elections years ago at which time
spouse attendance at briefings wasn't stressed. Even though
spouses are now encouraged to attend theses briefings, few do.)

Yna Nna .. Did the presentation sufficiently cover the
in f rmation and alLernatives For providing For the
Ifinancial conrc-ern5 as a surviving dependents and the
role of SBP?

Yna Nna 4. Did the personnel in the CBPO answer your questions
(-.orrectly? If not, explain:

Yna Nna -. Did the presentation explain clearly the ta%
cons tderat 1 ont, of the SBEP deduct ions and annl 1.

Yna Nna 6. Did the CBPO personnel. offer advice concerning your
spouses participation in the SBP?

Yna Nna 7. If the answer to "6" is yes, did they dIscourage
parLi' ilpaLion in SOP'"' I f yes, whal reason did they
g i ve& :'. .. . . . ... . . . .. . . . . .. . . .

Yna Nna 8-. Did you get inf'ormatio n on SJ:;F' from other sour -F'
If yes, what were the SOurces (0 e. 'riend)?

Yna Nna 9. DO yOu f:e0l you had enr.)uqh i nformat.lon to ma|; -n
informed decis-ion on electing or not electing CDP?
If noi, what additionaJ i. Crorma!t:ion would you have
liked Lo re(-eive?

iO. Ltner siuggst 1 ons or comments r oncerni ng i nformation
1vai L -b1e .f ,rom -he CF:'O or el sewhere:.

SBP COVERAGE:
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IJ. What wer- the main r'easons your spouse elected to
cover YoU on IMP.': (Mark all that are applic(able):
a. Provided coverage not ava lable elsewhere:
h. Mre c'osi: ef fect tve than private ] fe i nsurance.
c. I would not sign waiver .For- nonroveraqe.

1 ci . SUpp Jemented pr'ivate inFuran:e coverage.
E l 0 ( h e r . - -: .... . . . . .. .. . . . . . .. . .. . . . . . . .. ..

.9 f. Don't know.

Y.98N.02 12. Du you hr~lieve you made the correct decision to
elect or riot elect SBEP? Why'?

13. What changes woul d you l i ke to see to the SBP' Level
55% annuity for life.

Y.5 N.5 1q. 15, Lhr: any area of SEBP you wou d Li i:ed to have
I. nowr) ah-iut: b(Fore making the decision or now af:I:er
part cipating r'n ihe SO"F'? If so, what inforrmfation'"
Age 62 reduction.

Y.4 N.6 I -. If given th oppotunity would you roW rhange your"
S- coverage' I-1. so, how (circle lett.er as
appropriate):

1.0 a. Increase base amount of coverage. How
much? Maximum

b. Decr-ease base amount of (:cover'age.
1-. Other

16. Wha do you ] ke about the SBi-.

17. What do you dislike about the SBP?_..........

Y.98N02 18. Would yCou r-ecommend SBP to a -friend'?

Y. 1 N.9 19. Did you discuss S3BP c.overage with an insurance or
inves; tment counselor? If yes what did they
recommen i d? My spouse made all the financial
decisions.

20. 0-her comments:
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SBP LEGISLATION

Le gis lsati on Estabi sh i ng. SEP

Public Law (PL) 92-425 established SBP with the

-following major provisions: The SaP annuity, payable to the

surviving spouse, was set at 55 percent of the base amount

until age 62. At age 62, the annuity entitlement was reduced,

dollar for dollar, by the amount the Spouse was entit.ed to

Social Security payment based on active duty wages of the

deceased retiree. Cost of living adjustments wore applied to

the base amount, premium (cost of coverage to the retiree),

and the annuity. The spouse was required to be notified of

the SBP options and benefits. Coverage was automatically

provided -for surviving spouses of retirement eligible members

who died on active duty. Remarriage of an annuitant be-Fore age

60 suspended the annuity payments. There was a 2 year waiting

period for coverage under the program for a spouse acquired by

the retiree after retirement.

C9h .azRt.

Since initial enactment of the SDP there have been

numerous legislated changes to the SBP, most of which were

intended to improve the program and increase participation.

The -Following are some of the major provisions of -this

i e isation:

PL. 93-406, 2 September 1974, exempted SEP costs from

the Federal income tax.

C-i
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FL 94-496, 14 October 1976, effective I October 1976,

suspended SBP cost coverage for a spouse if the retiree got

divorced or the spouse died. The waiting period for starting

coverage .for- a new spouse was reduced to 1 year. This PL

allowed children to be covered without spouse coverage even if

the retiree was married.

PL 95-397, 30 September 1978, eliminated the social

security offset for those spouses who were working and not

drawing socia] security. This PL allowed spouses, who had

been receiving payment from the Veterans Administration (VA)

instead of SBP but lost that VA entitlement due to remarriage,

to receive SBP if the remarriage occurred after age 60. This

PL also provided SBP coverage for retirees from the military

reserve components, such as the Air Force Reserve and the Air

National Guard.

PL 96-402, 9 October 1980, limited the social

security offset to 40 percent of the annuity entitlement.

This PL allowed totally service related disabled retirees to

withdraw from SBP coverage; since the surviving spouse would

receive payments from the VA, based on the retirees grade,

which are usually as much as the 8BP annuity entitlement.

PL 98-94, 24 September 1983, allowed members to elect

to cover former spouses under the same provisions as that

allowed for insurable interest coverage.

PL 98--525, 19 October 1984, allowed SBP annuity to be

paid on coverage of retirees presumed to be dead. The

C-2



Thurmond amendment eliminated or significantly reduced the

social security offset, if the Surviving spouse was entitled

to social security in his or her own behalf.

PL 99-145, 8 November 1985, effective 1 March 1986,

provided for SBP coverage for former spouses, with a court

order, of members who died on active duty. This law also

allowed for coverage of former spouse and children. It

provided former spouses with coverage under the same

provisions as spouses rather than the insurable interest

coverage provisions. The Thurmond amendment, in PL 98-525,

was repealed. The minimum base, for computing premiums at the

reduced rate, was indexed to the cost of living increases

applied to the base, premium, and annuity. In addition, the

retiree was given the option to resumne, increase, or decline

coverage within 1 year of remarriage. Perhaps the most

important provision in this law required the signature of the

spouse if the member declined or elected coverage for the

spouse at less than the maximum amount.

PL 99--661, 14 November 1986, suspended coverage if

the annuitant spouse remarried before age 55.

PL 100-180, 4 December 1987, allowed retirees to

voluntarily withdraw from the SBP, during the period 3 March

1988 through 2 March 1989, if they had remarried prior to

I Marth 1986 and had been required to reinstate spouse

coverage. (This law provided a grandfather option for the

associated provision in PL 99--145.)
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Military PLI-io eei mprovement Act of 1989 (MSSIA)

The MSBIA contains a number of provisions intended to

improve the participation rate in SBP. The MSBIA attacks two

of the most often heard objections to the SBP; the cost of the

SBP coverage and the offset to the annuity entitlement for

Social Security at age 62. The following are some of the key

provisions of the MSBIA of 1989: (9:14786-14787)

Cost COMPUtati on

The two step cost computation, 2.5 percent of the

first $337 covered and 10 percent on the remaining amount of

coverage, is replaced by a flat 6.5 percent premium. This

provision is intended to restore the Government subsidy to 40

percent. The prior computation formula was geared more to

providing assistance to the lower income retiree or those who

elected a reduced annuity. This new formula applies the same

percentage across the board and favors the retiree who has a

higher coverage level. However, less than 5.5 percent of the

retirees will see an increase in the cost for SBP. (10:4-5)

Unfortunately this increased cost applies to the lower level

enlisted personnel, who already are participating at

unacceptably low levels. The cost for reservists may also

increase. The charts in Figures 3 and 4, provided by Lt Col

Dave Oles, AG/DPXEL, depict the change in coverage cost

between the prior formula and the new MSBIA formula. This

provision is scheduled to become effective on 1 March 1990.

Social S ,curity jOffst--Ltpp_p mental Coverage-.
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This provision allows the retiree to elect a

supplemental coverage which adds a flat 20 percent to the SBP

annuity base entitlement when the annultanrt reaches age 62.

The cost for this supplemental coverage is to be borne by the

retiree with no government subsidy. The cost is determined

based on the retiree's age and base amcrunt. Cost of living

adjustments -for inflation are applied against the supplemental

portion at the same rate as applied to the SBP annuity.

Election +or this supplemental coverage is voluntary and does

not require signature of the spouse. The decision concerning

participation in this program is irrevocable and must be made

at time of retirement, This provision is not scheduled to

take effect until 1992. This is to aliow the services time to

evaluate the impact and feasibility of this provision.
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PROVISIONS OF SBP

General

The fol]owing information is based on the provisions

if te SBP cow-red in the DoD Directive 1373.2.27, Survivor

Benefit Plan for Members o the Uniformed Services, draft I

June 1989, as wel l as the provisions and changes contained in

the 1990 Authorization Bill, the Military Survivor Benefit

Improvement AA of 1989 (MSBIA). The SBP provisions are very

L0mp Ie Y. This r-apter highlights some of the more important

A;pects o.F the 13W.

r I c b i on

Just prior to retirement, service members are allowed

to elect not to participate or to participate at less than the

maximum level but above the minimum- level. The minimum level

is $300 plus increases -factored in to cover the inf-lation

inde;; since 1 October 1986. However, if married and the

retiree elects not to cover the sp-juse at the maximum Level,

Uhe spouse must concur in writing or the retiree must prove to

the 7,4 stjsFActiun of the Service Secretary that the spouse

cannot be located or it is otherwise inappropriate to require

the signature. Otherwise, the election is automatic for the

spouse at -full coverage. The privilege to elect into the S9P

progr-am is provided to all member's who are retirement

Ci J G' "j &,SS Of tihei' Current heal th, age, or- age of

-ne, r zpou-e.
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Changes in Election

The election is irrevocable with just a few

exceptions. For instance, if at the time of retir'ement, there

is no spouse or dependent children, but a spouse and/or

children are acqtired after retirement, the retiree can,

within I year, elect SBP coverage. Coverage and payment stops

if the spouse dies or in case of divorce. Upon remarriage the

member can elect not to cover the new Spouse or the spouse

coverage can be reinstated or increased, itp to the maximum,

within I year of the remarriage. (However, if increased

coverage is elected, the retiree owes the difference in the

cost fo'r the original reduced coverage and Lhe new coverage

amount since the date of first participation in SBP.-) In

addition, there have been several instances where Congress has

passed special legislation allowing retirees to elect into the

SBP durinq special "Open Season" periods. Recall to active

duLy does not entitle the retiree to change the SBP election.

The coverage for a child or children stops when the

voingest eligible child marries or reaches age 18 or, if

, t".- i ng schol ful1-time, age 22. However, iF the c-hild

= ber-omes 3ncapacitated vlhile covered by S8P, 98P coverage

t ontinue* as long as the person is incapable of self-support.

A member who is considered totally disabled by the VA

r-an elect to withdraw from the SEP. In this case, a refund of

c,.':s paiJ into the plan is given to the surviving spouse upon

the death of the retiree. If the retiree elects to discontinue

D-2
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tLover-aje and is later- deemed by the VA~ to be less than totally

di,;ahled, tLhr, retiree can resume participation in the 913P.

H-0ri'v4I tht!- rr 3iroe is r-eqUire0d to pay premiums -for -pri or

per iodI-; for whichI premium payments were E5USpendE-d Or refunlde-d.

AmffoLunt

The r-etire(: can designate any amount as the base -For

the SD~P coverage that is equal to or greater than the minimum

(which is $300 Plus indexed increases for inflation since

I October 1966) or equal to or less than the maximum (which is

the monthly reti.red gross pay entitlement of the member).

Coverage Categories

a~use or Spouse and Children, or Chil-dren

There are a number of dif-Ferent categories of

cover-age. The most common is spouse coverage ai: the maximum or

reduced base amount levels. Also fairly common is coverage

for both the spouse and children at the maximum or reduced

base level. There also is a provision for child coverage only

at the m1a,1Ium or at a reduced base? amount. The election for

spouse or children must be made at the time of retirement if

the re~iree is married or has dependent children. Otherwi se,

1:he retiree has 1 year after acquiring a spouse or dependent

crhildren to elect SEP cov/erage. If the retiree is married and

has chl idr-ri and rilects to cover onl.y the children or no

cover age, the s~pouse must sign a consent -form.

Former- Spotise or lFormer Spouse and Children
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There are several provisions for voluntary and

invUluntary coverage of -former Spouses. The legislation in

this area i -nificant and complex. The -following are some

of the more important provisions for former spouse coverage.

After 1 March 1986, all elections -for former spouse or former

spouse and children are subject to the same provisions as

those for spouse coverage. For voluntary election, the

retiree must elect the coverage at time of retirement, if

,lreAdy divorced, or must have elected coverage for the spouse

which can be converted to former spouse coverage upon divorce.

A retiree can elect to change a former spouse election to

spouse election, with the concurrence of the former spouse. A

court order- requiring coverage -for a former spouse under SBP

is considered a deemed election which applies to the retiree

regardless of his nonelection of former spouse coverage.

Insurable Interest Person

Another type of coverage is for a person with an

insurable interest. This option is available to unmarried

members with no dependent children or with only one child and

the insurable interest is for that child. The coverage must

be at the maximum level.

Cost Computations

Costs for SE are normally deducted directly from the

retirees pay. If the retiree has insufficient retired pay,

due to offset for VA compensation, etc., then the retiree must

directly reimburse the government for the cost. Cost of

D-4
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1ivi ng adjUStments are applijed to the base amount u~sed in

coniputing 1th-e coA~ for 613F. Thie base? amount and costs are

rounded to the near-st penny.

SpIoLSe or Fo'rmer- SpOUSe

CLrst for the SPOLISO or for-mer spouse coverage was

.0fil-)Lit:~? QCJ I-I tVhree si eps using the b~ase amount. The first step

m1U] I ipl 3 P the inimumtfl base amounlt (X-300 plus increases based

on t he inde:-,ed inflation fac.tors since I October 1.9t6) times

2~ 1/2 percent. In step two, the base amfount (of coverage

elecztecl by the% r-ireo less; the miiimum base iS mul U p11 ed by

10 percent. The amountrs computed in stop one and two are then

acided together- for the total monthly cost of SBP. Under thce

MSFSTA a4 198'?1, effective 1 March 1990, the Lost computation is

chnge~d to a one step., -fl,;zt 6.5 percent of base..

Gha Id ori- 1 c1rvr

fh1-i cost +or the ch.-1dr or children is based on the

age of th~j r-etirane and thp date of buirth of the Youngest

11thi id. Thxs actuariali /' detertnined factor is mfultil]ied

gain~t the base amount to deti-rm-ine the cost of the election.

A rOUgh eskjimate of the :o-t can be computed as follows.

D~ividie the base : mcunt by 100 an-d multiply by 5 percent.

S..patnse or Former SPOUse and Chilc' or Children

The cost of this type of coverage includes the crst

for the _,POUse or -former spouse, is discus~sed above, plus an

ditinn A1 cost which is based on the ugL o-F th, ret;.ree and

5pij7e or former spo'ise ai~d the date of ,)ir"-h of the yOUngest
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child. This additional cost, for the child or children, is

computed using this actuarijally determined factor ,'ultiplied

by the base amount of coverage. This additional cost for

child or children stops when the youngest child is no longer

eligible. When there is no longer an eligible child the

retiree's premium For SBP is based only on the cost for spouse

or f ormer spouse coverage.

Tnsurable Interest Person

The cost for insurable interest is computed by

multiplying the base amount (the amount of- the retiree's gross

pay) by 10 percent plus 5 percent for each 'full 5 years age

dif erence between the retiree and the insurable interest

persor if this person is younger than the retiree. The total

cosh cannot exceed 40 percent of the base amount.

Tax es

Cost For SBP Coverage

SDP cost is deducted -From the retirees pay prior to

computation of ta-es. Therefore, the portion of the retirc.'s

entitl ement to gross retired pay, which is used to cover the

cosi: for .n3F., is not taable income For e ither state or

Federa) income ta;'es.

(InnU ity Ernef its

Amounts pa d to -the annuitant are subject to both

o aae #ind Federal income taxe. . However, the value of the SBP
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iF usually not sUbject to Federal estate taxes, unless the

payinent was made directly by the deceased retiree rather than

a dedurtion from the retired pay entitlemient.

Ar nui .fi Eniemen f

1he standoird entitlement is 55 percent of the base

maount rounded down to the nearest dol]ar. However there are

, number of conditions which effect or" reduce this

c--nOLtIFment. The following are some of the. conditions which

can affect the annuity entitlement.

If a surviving spouse remarries prior to reaching the

age of 55 then entitlement to SBP terminates. If the annuity

n Li - 1 ement i. 5 termi nated due to remarr i age and that marriage

is later terminated due to death or divorce, then the annuLty

entitlement is reinstated. If the annuity is reinstated and

Lhe annuitant is eligible For another annuity, the spouse must

eiect the annuity to be received. (The reinstated annuitant

is only eligible for one annuity.) This remarriage provision

does not pertain to insurable interest annuitants.

D pendent Chii dren

IT the spouse is no longer eligible or the election

was for children only, then the dependent children or child is

eligible for the annuity benefit. The annuity for a child or

:.hiLden i stops when the youngest eligible child mrries or

reaches age 18, or 22 if attending school ffu]l-time. However,

i.f the child becomes incapacitated while covered by SBP, SBP
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entitlement continues as long as the person is incapable of

self-support. If there is more than one dependent child, the

annuity is divided equally among the eligible dependent

children.

Dependaty and Indemnity Compensation (DIC)

The spouse or former spouLe SBP annuity is reduced by

the amount of payment of DIC by the VA. However, if the

amount of DIC ever exceeds the amount of SBP, the SBP

entitlement is suspended and only reinstated if the DIC

entitlement is terminated. If the SBP annuity is reduced or

terminated by DIC, a refund is given to the annuitant based on

the amount of costs actually deducted and what would have

been deducted based on the recalculated annuity, SBP reduced

by DIC entitlement. If the SBP annuity is terminated because

of DIC, all costs for SBP are refunded to the surviving or

former spouse without interest. If the DIC is terminated and

the SBP cost has been refunded to the annuitant, the annuitant

must repay the applicable portion of the refund to reinstate

the SBP coverage. If the annuitant is receiving SBP and DIC

on behalf of different members there is no offset. Also, if

the surviving spouse remarries or dies and is no longer

eligible for SBP or DIC, and the election for SBP had included

children, then the full amount of the SBP annuity is payable

to the children.

D-8
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Social Security Offset

At age 62, the spouse or former spouse SBRP annuity

is reduced from 55 percent to MI percent. However, there are

provisions for a most favorable annuity which can provide for

a smaller reduction of SBP by social security. The amount of

reduction should not exceed the entitlement to social security

based solely on the member's post 1956 active military service

or 40 percent of the SBP annuity payable after required DIC

reduction, which ever is less. Also, the social security

offset amount will not be more than the social security widow

or widower's benefit amount to which the surviving spouse is

entitled. The offset to SBP is proportionately reduced if a

working spouse is disqualified from receiving some or all of

the social security payment.

Cost of Living Adjustments

The SbP annuity is increased by thc same Tactor As

would have been applied to retired pay and cost, if the member

had still been living. This provision- is important becauso it

protects the annuity from inflation erosion.
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AIR FD'RCE - SBP ELECTION BY GRADE

Th t Lach~rd TablIes contain detail eci i nf-crmcktion

regarding Air Forrc retiree's participation in the SBP. The

Tables ar-c generated from information ex-,trafzted -from the AF

retired ray -file5 by AFAFC/RF, Denver, Colorado. The -first,

atL~tkhffent contains SE~P election information 4-or all current

Al r ForcP retirees. The second attachment contains

rnorn Ation -for 1:h-ose members who retired in Fiscal Year 19.~?

-rhe rows contLain iniformati on by grade: NUmber- of

participants and percentage. The columns conta.±n infoirmation

regardling type of SBP election: Spoamse or former spouse full

...OY rAge; SPOUlie or 'former spouse rpduceci coverage; Spoutse or

'fo~rmer spouse and child FUll coverage; spotuse or former spouse

and child reduced coverage., child onldy -Full coverage; child

Afld total

Gfrades 01 Io 10 arre officrs, ell t'hrough 2AJ ar;-

w~~r ~~nI u FCerS., I. hrc'0qh 3 1niStC, Z4 ar: nJ. 15te

E -1.
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AIR FORCE - SBP ELECTION BY GRADE (ALL RETIREES)
as of 30 Septemper 1988

SPOUSE SPOUSE SPOUSE SPOUSE CHILD CHILD INSURABLE DECLINED
FULL REDUCED & CHILD & CHILD FULL REDUCED INTEREST

FULL REDUCED PERSON
GRADE TOTAL
1 .1368 37 134 5 17 1 0 559 1121
1. 0.328278 0.033006 0.119536 0.00446 0.015165 0.000892 0 0,4986619 1

02 992 257 327 47 20 1 6 1304 2954
% 0.335816 0.087001 0.110697 0.015911 0.00677 0.000339 0.002031 0.4414353 1

03 1721 1167 1078 606 615 30 ..11 3968 9196
% 0.187147 0.126903 0.117225 0.065898 0.066877 0.003262 0.001196 0.431492 1

04 11751 5923 5179 2954 2153 208 79 12927 41174
. 0.280399 0,143853 0.125783 0.071744 0.05229 0.005052 0.001919 0.3139603 1

05 24446 11965 8931 4450 2436 344 166 15013 67751
% 0.360821 0.176603 0.131821 0.065682 0.035955 0.005077 0.00245 0.2215908 1

06 9482 5639 4022 1733 674 81 63 4417 26111
7 0.363142 0.215963 0.154035 0.06637 0.025813 0.003102 0.002413 0,1691624 1

07 427 133 151 29 8 0 5 101 854
% 0.5 0.155738 0.176815 0.033958 0.009368 0 0.005855 0.118267 1

08 413 129 105 18 9 1 1 71 747
% 0.552070 0.172691 0.140562 0.024096 0.012048 0.001339 0.001339 0.0950469 1

09 113 24 32 2 1 0 0 15 187
% 0.604278 0.128342 0.171123 0.010695 0.005348 0 0 0.0802139 1

10 44 7 7 1 0 0 0 7 66
7 0.666667 0,106061 0.106061 0.015152 0 0 0 0.10606 

OPFICER 49757 5).91 g 996P 985 5933 666 331 3930? 15 AIl

. 0.331358 0'. 168359 0.132964 0.065563 0.,039511 0.004435 0.002204 0.2556056 1

21 314 68 79 8 4 0 0 432 905
% 0.346961 0.075138 0.087293 0.00884 0.00442 0 0 0.4773481 1
22 264 96 50 11 2 0 3 264 690
% 0,362609 0.13913 0.072464 0.015942 0.002899 0 0.004348 0.3826087 1
23 36 162 81 24 3 0 3 293 902
% 0.372506 0,179601 0.0898 0.026608 0.003326 0 0.003326 0.3248337 1
24 787 517 171 75 10 6 4 504 2074
% 0.37946 0,249277 0.082449 0.036162 0.004822 0.002893 0.001929 0.2430087 1

OFFICER 51458 26124 20347 9963 5952 672 341 39875 154732
TOTAL % 0.332562 0.168834 0.131498 0.064389 0.038467 0.004343 0.002204 0.2577036 1

0
31 14 0 16 0 9 0 6 412 457

% 0.030635 0 0.035011 0 0.019694 0 0.013129 0.9015317 1
32 37 1 39 0 12 0 12 1727 1828
% 0.020241 0.000547 0.021335 0 0.006565 0 0.006565 0.9447484 1
33 169 10 172 6 83 0 30 4259 4729
% 0.035737 0.002115 0.036371 0.001269 0.017551 0 0.006344 0.9006132 1
34 606 56 549 20 305 5 36 6575 8152
% 0.074338 0.006869 0.067345 0.002453 0.037414 0.000613 0.004416 0.8065505 1
35 6726 1202 5704 687 1342 79 35 31485 47260
% 0.142319 0.025434 0:120694 0.014537 0.028396 0.001672 0,000741 0.6662082 1
36 16772 8294 14463 5525 4545 421 59 68304 118363
7 0.141676 0,070061 0.122171 0.046671 0.038392 0.003556 0.000498 0.5769747 1
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37 22785 16257 14591 9422 7485 497 107 76845 147989
% 0.153964 0.109853 0,098595 0.063667 0.050578 0.003358 0.000723 0.5192616 1
38 7160 7188 3977 3239 1991 174 26 19812 43567
% 0.164345 0.164987 0.091285 0.074345 0.0457 0.003994 0.000597 0.4547479 1
39 5622 5994 2386 2047 1000 100 28 10353 27530
% 0.204214 0.217726 0.086669 0.074355 0.036324 0.003632 0.001017 0.3760625 1
51 0 0 0 0 0 0 0 11 11
% 0 0 0 0 0 0 0 1 1
52 0 0 0 0 0 0 0 0 0
% 0 0 0 0 0 0 0 0 0

ENLISTED 59891 39002 41897 20946 16772 1276 1339 219783 399906
TOTAL 0.149763 0.097528 0.104767 0.052377 0.04194 0.003191 0.000848 0.5495867 1

GRAND 111349 65126 62244 30909 22724 1948 680- 259656 554638
TOTAL 0.20076 0.117421 0.112225 0.055728 0.040971 0.003512 0.001226 0.4681576 1
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AIR FORCE - SBP ELECTION BY GRADE (RETIRE IN FY 1988)

SPOUSE SPOUSE SPOUSE SPOUSE CHILD CHILD INSURABLE DECLINED
FULL REDUCED & CHILD & CHILD FULL REDUCED INTEREST

FULL REDUCED PERSON
GRADE TOTAL
01 0 0 0 1 0 0 2
% 0 0 0 0 0.333333 0 0 0.6666667 1

02 1 0 1 0 3 0 0 8 13
% 0.076923 0 0.076923 0 0.230769 0 0 0.6153846 1
03. 2 52 71 62 55 1 1 127 401

0.0798 0.129676 0.177057 0.154613 0.137157 0.002494 0.002494 0.3167082 1
04 147 176 226 261 238 6 6 363 1423
% 0.103303 0.123682 0.158819 0.183415 0.167252 0.004216 0.004216 0.2550949 1

05 325 250 333 322 212 3 2 371 1826
9 0.177985 0. 136911 0.182366 0.176342 0,116101 0.001643 0.001095 0.2075575 1
6 202 205 167 132 43 2 2 167 920

i1.219565 0.222826 0.181522 0.143478 0.046739 0.002174 0.002174 0.1815217 !
07 17 3t3 0 0 0 0 3 6

. .472222 .A0.08 33 3 0 36 1111 0 0 0 0 0,0833333 1
018 12 4 0 0 0 1 1 27
' 0.703704 0.074074 0.148148 0 0 0 0.037037 0.037037

'09 6 0 3 0 0 0 0 0 9
7 0.666667 0 0.333333 0 0 0 0 0

10 1 0 1 0 0 0 0 0 2
% 0.5 0 0.5 0 0 0 0 0 1

OFFICER 75W 688 819 777 552 !2 12 1050 4660
% 0.160944 0.147639 0.175751 0.166738 0.118455 0.002575 0,002575 0.2253219 1

21 0 0 0 0 0 0 0 0 0
1 0 0 0 0 0 0 0 0 0

22 0 0 0 0 0 0 0 0 0
2 0 0 0 0 0 0 0 0 0

23 0 0 1 0 0 0 0 0 1

% 0 0 1 0 0 0 0 1
24 1 0 0 0 0 0 0 0 1
% 1 0 0 0 0 0 0 0 1

OFFICER 751 688 820 777 552 12 12 1050 4662
TOTAL % 0.16109 0.147576 0.17589 0.166667 0.118404 0.002574 0.002574 0.2252252

31 2 0 0 0 1 0 0 1 4
% 0.5 0 0 0 0.25 0 0 0.25 1
32 3 O" 0 0 0 0 0 11 14
% 0.214286 0 0 0 0 0 0 0.7857143 1
.3 5 4" 3 1 5 0 3 100 121
% 0.041322 0.033058 0.024793 0.008264 0.041322 0 0.024793 0.8264463 1
34 18 7 32 0 26 0 2 147 232
% 0.077586 0.030172 0.137931 0 0.112069 0 0.008621 0.6336207 I
35 62 39 170 24 115 1 2 237 650
% 0.095385 0.06 0.261538 0.036923 0.176923 0.001538 0.003077 0.3646154 1
36 220 136 451 177 362 4 1 776 2127
%V 0.103432 0.06394 0.212036 0.083216 0.170193 0.001881 0.00047 0.3648331 1
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37 592 557 883 596 901 12 7 2132 5680
% 0.104225 0.098063 0.155458 0.10493 0.158627 0.002113 0.001232 0.3753521 1
38 221 245 243 222 243 5 1 621 1801
x 0.12271 0,136036 0.134,:5 0,123265 0.134925 0.002776 0.000555 0.3448084 1
39 197 22! 128 128 105 2 2 302 1085
% 0.181567 0,203687 0.117972 0.117972 0.096774 0.001843 0.001843 0.27e341 1
51 0 0 0 0 0 0 0 0 0
% 0 0 0 0 0 0 0 0 0
52 0 0 0 0 0 0 0 0 0
% Q 0 0 0 0 0 0 0

ENLISTED !1320 1209 1910 1148 1758 24 ..18 4327 11714
TOTAL 0.112686 0.10321 0.163053 0.098002 0.150077 0.002049 0.001537 0.3693871 1

GRAND 2071 1897 2730 1925 2310 36 30 5377 16376
TOTAL 0.126466 0.11584 0.166707 0.11755 0.14106 0.002198 0.001832 0,3283464 1
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DEPARTMENT OF DEFENSE PARTICIPATION INFORMATION

The attachwd Tables are etracted from the "Department

of Defense ReporL on the Military Retirement System" for 1986

and 1988. They contain information concerning the SBP

participation of service members, both enlisted and officers,

For 1985, 1986, 1907, and 1988.
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SURVIVOR BENEFIT PLAN (SBP) PARTICIPATION RATES OF ALL MILITARY

RETIREES FOR ALL RETIREES ON ROLLS AS OF SEPTEMBER 30. 1988

Army Navy Marines Air Force Total

Nondisabled Enlisted .50 .44 .40 .46 .46
Without Reserve Ret

Nondisabled Officers .71 .65 .63 .72 .69
Without Reserve Ret

Disabled Enlisted .27 .31 .15 .31 .27

Disabled Officers .64 .56 .55 .66 .63

Reserve Retired .86 .80 .80 .86 .84
Enlisted Only

Reserve Retired .89 .81 .88 .87 .87
Officers Only

All Enlisted .47 .44 .31 .45 .45

All Officers .76 .69 .65 .74 .73

All .57 .50 .40 .53 .53

FOR ALL RETIREES ON ROLLS AS OF SEPTEMBER 30, 1987

Arm Navy Marines Air Force

Nondisabled Enlisted .50 .45 .41 .45 .46
Without Reserve Ret

Nondisabled Officers .71 .66 .63 .71 .69
Without Reserve Ret

Disabled Enlisted .26 .31 .15 .31 .27

Disabled Officers .64 .57 .56 .66 .63

Reserve Retired .86 .80 .79 .86 .84
Enlisted Only

Reserve Retired .89 .81 .87 .87 .87
Officers Only

All Enlisted .47 .45 .33. .44 .44

All Officers .76 .70 .65 .74 .73

All .57 .51 .40 .53 .53

Numerous automated pay records contain a deduction for SBP, but do not
indicate a SBP election. Starting in FY 87, these records were assumed
to have a SBP election and have been included in the totals. Prior
year figures are displayed for comparison purposes.
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RATIO OF BASE AMOUNT SELECTED FOR SBP TO GROSS AMOUNT OF RETIRED PAY

FOR ALL RETIREES ON ROLLS AS OF SEPTEMBER 30, 1988

Army NaL Marines Air Force Total

Nondisabled Enlisted .86 .83 .86 .83 .84
Without Reserve Ret

Nondisabled Officers .85 .78 .77 .78 .80
Without Reserve Ret

Disabled Enlisted .93 .90 .93 .91 .92

Disabled Officers .93 .87 .87 .89 .90

Reserve Retired 1.00 .98 .98 .98 .99
Enlisted Only

Reserve Retired .98 .97 .97 .97 .98
Officers Only

All Enlisted .88 .84 .87 .84 .85

All Officers .88 .82 .79 .81 .84

Al .88 .83 .82 .82 .84

FOR ALL RETIREES ON ROLLS AS OF SEPTEMBER 30, 1987

Army Navy Marines Air Force Total

Nondisabled Enlisted .87 .84 .86 .83 .85
Without Reserve Ret

Nondisabled Officers .85 .79 .78 .79 .81
Without Reserve Ret

Disabled Enlisted .93 .90 .93 .92 .92

Disabled Officers .94 .88 .87 .89 .90

Reserve Retired 1.00 .98 .98 .99 .99
Enlisted Only

Reserve Retired .98 .97 .97 .97 .98
Officers Only

All Enlisted .88 .85 .87 .84 .86

All Officers .89 .83 .80 .82 .84

All .88 .84 .83 .83 .85

Numerous automated pay records contain a deduction for SBP, but do not
indicate a SBP election. Starting in FY 87, these records were assumed
to have a SBP election and have been included in the totals. Prior
year figures are displayed for comparison purposes.
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SURVIVOR BENEFIT PLAN (SBP) PARTICIPATION RATES OF ALL MILITARY

RETIREES FOR THOSE RETIRED IN FISCAL YEAR 3988 ONLY

Nvrmy N Marines Air Force Total

Nondisabled Enlisted .53 .37 .34 .62 .53
Without Reserve Ret

Nondisabled Officers .73 .62 .63 .77 .72

Without Reserve Ret

Disabled Enlisted .43 .3? .40 .45 .41

Disabled Officers .48 .42 .41 .63 .50

Reserve Retired .85 .83 .83 .84 .84
Enlisted Only

Reserve Retired .85 .89 .88 .80 .85

Officers Only

All Enlisted ,56 .41 .38 .63 .54

All Officers .76 .68 .67 .78 .75

All .62 .48 .47 .67 .60

FOR THOSE RETIRED IN FISCAL YEAR 1987 ONLY

Army Navy Marines Air Force Total

Nondisabled Enlisted .52 .41 .39 .62 .53
Without Reserve Ret

Nondisabled Officers .72 .62 .58 .76 .71
Without Reserve Ret

Disabled Enlisted .39 .40 .39 .49 .41

Disabled Officers .49 .58 .52 .55 .53

Reserve Retired .86 .87 .79 .83 .85
Enlisted Only

Reserve Retired .83 .89 .83 .82 .84
Officers Only

All Enlisted .54 .45 .41 .62 .54

All Officers .74 .70 .61 .76 .73

All .60 .52 .47 .66 .60

Numerous automated pay records contain a deduction for SBP, but do not
indicate a SBP election. Starting in FY 87, these records were assumed
to have a SBP election and have been included in the totals. Prior
year figures are displayed for comparison purposes.
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SURVIVOR BENEFIT PLAN (SBP) PARTICIPATION RATES OF ALL MILITARY

RETIREES FOR THOSE RETIRED IN FISCAL YEAR 1988 ONLY
Army N Marines Air Force Total

Nondisabled Enlisted .53 .37 .34 .62 .53
Without Reserve Ret

Nondisabled Officers .73 .62 .63 .77 .72
Without Reserve Ret

Disabled Enlisted .43 .37 .40 .45 .41

Disabled Officers .48 .42 .41 .63 .50

Reserve Retired .85 .83 .83 .84 .84
Enlisted Only

Reserve Retired .85 .89 .88 .80 .85
O.ficers Only

All Enlisted .56 .41 .38 .63 .54

All Officers .76 .68 .67 .78 .75

All .62 .48 .47 .67 .60

FOR THOSE RETIRED IN FISCAL YEAR 1987 ONLY

Army Navy Marines Air Force Total

Notdisabled Enlisted .52 .41 .39 .62 .53
Without Reserve Ret

Nondisabled Officers .72 .62 .58 .76 .71
Without Reserve Ret

Disabled Enlisted .39 .40 .39 .49 .41

Disabled Officers .49 .58 .52 .55 .53

Reserve Retired .86 .87 .79 .83 .85
Enlisted Only

Reserve Retired .83 .89 .83 .82 .84
Officers Only

All Enlisted .54 .45 .41 .62 .54

All Officers .74 .70 .61 .76 .73

All .60 .52 .47 .66 .60

Numerous automated pay records contain a deduction for SBP, but do not
indicate a SBP election. Starting in FY 87, these records were assumed
to have a SBP election and have been included in the totals. Prior
year figures are displayed for comparison purposes.
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RATIO OF BASE AMOUNT SELECTED FOR SBP TO GROSS AMOUNT OF RETIRED PAY

FOR THOSE RETIRED IN FISCAL YEAR 1988

Army Navy Marines Air Force Total

Nondisabled Enlisted .75 .63 .77 .75 .73
Without Reserve Ret

Nondisabled Officers .68 .57 .60 .62 .63
Without Reserve Ret

Disabled Enlisted .94 .84 .95 .91 .91

Disabled Officers .88 .75 .83 .81 .83

Reserve Retired .99 .98 .99 .98 .99
Enlisted Only

Reserve Retired .98 .95 .97 .96 .97
Officers Only

All Enlisted .81 .68 .82 .77 .77

All Officers .75 .64 .65 .05 .69

All .78 .66 .72 .71 .72

FOR THOSE RETIRED IN FISCAL YEAR 1987 ONLY

Arm Navy Marines Air Force Total

Nondisabled Enlisted .75 .64 .76 .73 .72
Without Reserve Ret

Nondisabled Officers .68 .60 .53 .60 .63

Without Reserve Ret

Disabled Enlisted .92 .86 .94 .93 .91

Disabled Officers .84 .77 .77 .86 .82

Reserve Retired .99 .97 .98 .99 .99
Enlisted Only

Reserve Retired .98 .96 .97 .98 .97

Officers Only

All Enlisted .81 .70 .81 .75 .76

All Officers .75 .67 .58 .63 .68

All .77 .68 .69 .69 .72

Numerous automated pay records contain a deduction for SBP, but do not
indicate a SBP election. Starting in FY 87, these records were dssu.med
to have a SBP election and have been included in the totals. Prior
year figures are displayed for comparison purposes.
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SURVIVOR BENEFIT PLAN (SBPI PARTICIPATION RATES OF ALL MILITARY RETIREES

FOR ALL RETIREES ON ROLLS AS OF SEPTEMBER 30, 1986

Army Navy Marines Air Force Total

Nondisabled Enlisted .48 .45 .41 .44 .46
Without Reserve Ret

Nondisabled Officers .67 .67 .63 .71 .68
Without Reserve Ret

Disabled Enlisted .25 .31 .14 .31 .26

Disabled Officers .60 .58 .56 .66 .61

Reserve Retired .82 .80 .79 .86 .82
Enlisted Only

Reserve Retired .83 .81 .87 .87 .84

Officers Only

All Enlisted .44 .45 .31 .44 .44

All Officers .71 .70 .65 .- .72

All .54 .52 .40 .52 .52

FOR ALL RETIREES ON ROLLS AS OF SEPTEMBER 30, 1985

Army NaM Marines Air Force Total

Nondis~bled Enlisted .48 .46 .41 .44 .46
Without Reserve Ret

Nondisabled Officers .68 .67 .64 .71 .69
Without Reserve Ret

Disabled Enlisted .25 .31 .14 .30 .26

Disabled Officers .61 .59 .57 .66 .62

Reserve Retired .82 .79- .77 .85 .82
Enlisted Only

Reserve Retired .84 .81 .87 .87 .84
Officers Only

All Enlisted .44 .46 .32 .43 .44

All Officers .72 .70 .65 .74 .72

All .54 .52 .40 .52 .52

NOTE: A policy change was made in FY84 to include all retirees entitled
to retired pay. Prior year tabulations did not include retirees entitled
to but not receiving retired pay from DoD.
For comparison purposes current and prior fiscal year figures are shoav .
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RATIO OF BASE AMOUNT SELECTED FOR SBP TO GROSS AMOUNT OF RETIRED PAY

FOR ALL RETIREES ON ROLLS AS OF SEPTEMBER 30, 1986

Arbm E Marines Air Force Total

Nondisabled Enlisted .87 .84 .87 .84 .85
Without Reserve Ret

Nondisabled Officers .86 .80 .78 .80 .82
Without Reserve Ret

Disabled Enlisted .93 .91 .93 .92 .92

Disabled Officers .94 .88 .87 .89 .91

Reserve Retired .99 .98 .98 .98 .99
Enlisted Only

Reserve Retired .98 .97 .97 .97 .98

Officers Only

All Enlisted .88 .85 .88 .85 .86

All Officers .89 .83 .81 .82 .85

All .89 .84 .84 .83 .85

FOR ALL RETIREES ON ROLLS AS OF SEPTEMBER 30, 1985

AM Navy Marines Air Force Total

Nondisabled Enlisted .88 .85 .87 .84 .86
Without Reserve Ret

Nondisabled Officers .87 .81 .79 .80 .82
Without Reserve Ret

Disabled Enlisted .93 .91 .93 .92 .92

Disabled Officers 94 .88 .87 .89 .91

Reserve Retired .99 .98 .98 .98 .99
Enlisted Only

Reserve Retired .98 .97 .97 .97 .98
Officers Only

All Enlisted .89 .86 .88 .85 .87

All Officers .90 .84 .81 .83 .85

All. .89 .85 .84 .84 .86

NOTE: A policy change was made in FY84 to include all retirees entitled
to retired pay. Prior year tabulations did not include retirees entitled-
to but not receiving retired pay from DoD.
For comparison purposes current and prior fiscal year fUgar;s are shown.
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SURVIVOR BENEFIT PLAN (SBP) PARTICIPATION RATES OF ALL MILITARY RETIREES

FOR THOSE RETIRED IN FISCAL YEAR 1986 ONLY

ArMY Navy Marines Air Force Total

Nondisabled Enlisted .48 .39 .37 .55 .48
Without Reserve Ret

Nondisabled Officers .69 .65 .61 .73 .69

Without Reserve Ret

Disabled Enlisted .40 .40 .36 .45 .40

Disabled Officers .51 .55 .52 .51 .52

Reserve Retired .87 .89 .89 .84 .87
Enlisted Only

Reserve Retired .83 .89 .88 .81 .85
Officers Only

All Enlisted .51 .46 .39 .56 .51
T

All Officers ,72 .75 .65 .73 .73

All .58 .55 .47 .61 .57

-FOR THOSE RETIRED IN FISCAL YEAR 1985 ONLY

NvMY yy Marines Air Force Total

Nondisabled Enlisted .46 .36 .28 .46 .43
Without Reserve Ret

Nondisabled Officers .68 .63 .53 .67 .66
Without Reserve Ret

Disabled Enlisted .38 .36 .37 .40 .38

Disabled Officers .48 .57 .52 .52 .51

Reserve Retired .80 .87 .84 .83 .83
Enlisted Only

Reserve Retired .78 .90 .91 .85 .84
Officers Only

All Enlisted .48 .44 .35 .48 .46

All Officers .71 .75 .62 ,73 .72

All .55 .54 .43 .56 .54

NOTE: A policy change was made in FY84 to include all retirees entitled
to retired pay. Prior year tabulations did not include retirees entitled
to but not receiving retired pay frcm DoD.
For comparison purposes current and prior fiscal year figures are shown.
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RATIO OF B3ASE AMOUNT SELECTED FOR 
SBP TO GROSS AMOUNT OF RETIRED PAY

FOR TiOSE RETIE IN FIEI CAL YEAR 1986

Army a v Marines Air Force Total.

Nondisabled Enlisted .74 .65 ".78 ,74 .72

Without Reserve Ret

Nondisabled officers .71 .64 .62 .63 .66

Without Reserve Ret

Disabled Enlisted .91 .86 .96 .90 .90

Disabled officers .86 .81 .74 .85 .84

Reserve Retired .99 .98 .99 .99 .99

Enlisted Only

Reserve Retired .99 .97 .98 .98 .98

officers Only

All Enlisted .80 .71 .82 .76 .76

All officers .77 .73 .66 .66 .72

All .78 .72 .73 .71 .74

FOR THSE RETIRED IN FISCAL YEAR 1985 ONLY

Amy Navy Marines Air Force Total

Nondisabled Enlisted .76 .63 .75 .72 .72

Without Reserve Ret

Nondisabled officers .74 .63 .58 .61 .66

Without Reserve Ret

Disabled Enlisted .90 .82 .95 .91 .88

Disabled officers .88 .81 .86 .90 .86

Reserve Retired .99 .97 .96 .99 .98

Enlisted Only

Reserve Retired .98 .96 .98 .96 .97

officers Only

All Enlisted 1.81 .71 .81 .74 .76

All officers .79 .73 .66 .68 .73

A.L.1 eg0 .72 .73 .71 .74

NOTE: A policy change was made in FY84 to include 
all retirees entitled

to retired pay. Prior year tabulations did not include retirees 
entitled

to but not receiving retired pay from DoD.

For comparison purposes .urrent and prior 
fiscal year figures are shown.
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Survey - CBPO

This survey was developed to access local CBPOs

involvement with and commitment to SBP. Fourteen CONUS

CBPOs were randomly selected and a telephone interview with

an individual in the Personnel Affairs Office was conducted

between 19-22 December 1989. In each case the interviewer

asked to speak with the SBP "expert" of the office. The

telephone method was selected to expedite the completion of

the survey and to have the opportunity to get a feel for the

knowledge and interest of the interviewee. The questionaire

with a summary of -the results is presented below.
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Base: Individual:

Date: 19-22 December 1989 Time:

1. How long have you been in Personnel Affairs? - Ave 8.7

years, range 1.5 to 25 years

2. How long have you been working with SBP? - Ave 6.7

years, 9 months to 17 years

3. What: kind of training have you received in SBP?

OJT

Tech School

Seminar/Workshop (for some)

4. How qualified do you feel you are to compare SBP with

insurance programs offered by insurance agents and

investment counselors?

Most felt qualified. The determinant was the

amount of experience they had.

5. What advantages are there in SBP?

Inflation proof - 64%

Tax advantage - 64%

Government subsidy - 14 %

Other - Lifetime income - 64%

Can't cancel

G-2
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No health requirement

6. What kind of material on SBP do you have:

Resource material for you?

RCI Study on SBP handouts - one mentioned

DoD Office of the Actuary memo on

alternatives to SBP - none

Other: Regulation, MPC letters/messages,

brochures, material acquired on their own.

Handouts for prospective retirees?

TROA, "SBP Made Easy"

Other: SBP: "It's Your Choice"

Homemade packages

How effective are these handouts? Response varied

from very effective to out of date. The general opinion was

that they are okay, but require personal counseling by them

to be fully useful. Some recommended that a simple handout

or brochure be made. One individual wanted a shorter video

that was strictly oriented to SBP. Since they are competing

with private companies they felt that the handouts should be

of higher quality material.

7. Which computer programs do you have to assist the

prospective retiree make the SBP decision?

Office of the Actuary 8/88 - 71% were using, some

didn't understand how to use it, or didn't understand or

G-3
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couldn't explain the product, one didn't have the computer

available.

Others - one base had another program they were

using

8. What other kind of information do you provide

prospective retires and their spouses?

Briefings - Typically given monthly

Personal counseling - 79% required all to attend

personal counseling

Other - Most were willing to work with the member

or spouse as much as necessary

9. Is yOUL service in helpful to the prospective retiree

and spouse in making their SBP decision? All felt that they

were doing a good job.

What would help improve your service? (If the

"world were perfect") Most didn't seem to have thought much

about it. The largest number said that they felt they needed

better training and periodic workshops to keep them up to

date. Several wanted better, more professional looking

materials and video. Several recommended more effort be

expended on educating the military population. One wanted

training on insurance so they could better help members

compare.

G-4
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10. What obstacles do you see that discourages a member

from electing full SBP coverage?

SS offset - 50% mentioned this obstacle

cost - 71% mentioned this obstacle

Complexity of the program - none mentioned this

No cash surrender value - 57% mentioned this

11. Do you feel that members come to you with their mind

already made up about SBP? All mentioned that some did

12. What factors influence prospective retirees' SBP

decision? This question was asked in the context of question

11. Friends with bad or outdated information was most

frequently mentioned. Insurance salesmen were also

mentioned, but some said that they are now finding some

salesmen that recommend minimum or some SBP coverage in

addition to their insurance.

Salesmen/agents

Friends

13. Are you asked whether you recommend SBP? Only one base

answered no. What recommendation do you give? The

majority of respondents stated that they provided the pros

and cons of SBP, leaving the members to make their own

decision. Some were oriented toward "selling" SBP while

there were those who seemed to take special care not to
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appear as selling. One individual would tell the member

that SBP wasn't for everyone, that there are better

commercial alternatives available.

14. What other kind of support do you feel you need from

MPC or your MAJCOM?

Generally the MAJCOMS were not credited with much

interest or involvement in SBP. MPC received high marks for

help and assistance. Several thought that MPC couldn't do

more to help them. Recommendations were: 1) Give us more

and better formal training. 2) Recognize progress and

success in addition to statistics (directed to MAJCOM). 3)

Develop better pamphlets (easier to read and understand,

shorter). 4) Update the regulation, consolidate the many

messages and newsletters. 5) Provide better computer

support. 6) Provide more and better general information to

the member over their career so they can be better informed

about SBP.

15. What instructions has your supervisor or others in your

chain of command given you in regard to SBP?

Generally the answer was that they were given

little to no instruction. One felt pressure to increase the

number enrolling, to meet goals. Others were instructed not

to "sell" SBP.
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16. How has your command shown interest in SBP? ie on IG

inspection item? MAJCOM interest was limited to inspections

and interest in statistics. AFAFC was mentioned as being on

top of things to ensure that the administrative aspectsi were

correct.

17. Does your command support you with SBP material?

Or with personal assistance?

Other than statistics, HAJCOMS were not credited

with providing bases much support. Almost all stated that

they referred questions to MPC rather than their HAJCOM.

18. How do your local retirees show an interest in SBP?

Generally retirees were not getting involved with

the Personnel Affairs offices in supporting SBP. In some

cases they were helping with the monthly briefings. When

asked they seemed to support SBP.

19. What other jobs do you do beside SBP?

In all cases, the SBP counselors were involved in

other duties. Typically, SBP was only a secondary duty.

20. How much time a week are you able to devote to SBP?

12-15 hours a week average.

21. Who takes over you job when you are away? Another
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person in the office

How well trained are they? Generally les,

trained. In some cases it was the person that pro A d 'JT

to the SBP counselor.

22. Have local insurance agents or financial counselors

advised you regarding SBP?

Generally they had not been contacted. Some had

been contacted to get information on SBP.

23. Now that spouses are requirud to sign the SBP form,

what do you provide to the spouse to help them make their

decision?

Typically a letter is sent explaining retirement

processing and providing SBP information. A large

percentage of spouses attend the monthly briefings and the

individual counseling.

Do you do this separately? No, not unless asked

to.

Who briefs?

24. If you were retiring, would you elect SBP? All said

yes except two. One would not, the other wasn't sure. With

what coverage? The coverage would typically be the max,

with some getting the minimum and others something less than

G-8
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max.

25. Generally speaking, do you feel a member should elect

SBP? At what coverage?. They felt that generally a member

should elect SBP. The amount of coverage should be

determined based on the family's situation.

G-9
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FROM: AFMPC/

SUBJECT: Development of an Expert System for the Survivor
Benefit Plan (SBP)

TO: AFCSTC/CC (Col Olsen)
1111 Jeff Davis Highway
Arlington, VA 22202

1. Air Force participation rates in the SBP program are
below the level planned when Congress established the pro-
gram. At our request, a study on this problem was conducted
by students at the Air War College. One of the key defi'o
clencies discovered during their research is a difficulty In
providing prospective retirees easily understandable SBP
information that is tailored to the individual. During
their research, the students contacted members of your staff
about the applicability of an Expert System to this problem.
The conclusion was that it would be an excellent prospect.

2. Our objective would be to develop an Expert System that
provides tailored SBP information to an individual potential
retiree. The output would be easy to understand benefits
and cost information, along with options for the member to
input data on commercial insurance and investments that
would be compared with their SBP costs and benefits. The
value of this output is that DoD actuarial factors could be
used, and the comparisons with SBP would be accurate and not
slanted to a salesman's product. This program would be run
on IBM compatible personal computers in every CBPO world-
wide. The audience is every member who is preparing for
retirement. The potential benefit is great.

3. We request that you develop, in concert with my staff,
an Expert System on SBP for use in Personnel Affairs Offices
worldwide. My point of contact is Ms Mary Holter, AUTOVON
487-4861, AFMPC/DPMARA.
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