The Survivor Benefit Plan (SBP) --

The "Negatives of SBP:  Are They Really?"

(This information is basic and introductory in nature.  See your Retirement Services Officer (RSO) for detailed literature, computer support and counseling.)

WARNING:  Retired pay stops when you die!
The Survivor Benefit Plan (SBP) is the sole means for you to continue a portion of your military retired pay to your survivors.  The decision must be made at retirement from military service and is a critical one, given its lifetime impact on your family's financial well-being.

Use this information to convert misinformation into information.  Too often, insufficient time and effort is devoted to gathering the facts needed to make an informed decision in the Plan.  Each of the following "most-often-discussed" features of SBP are offered to help prepare you (and your spouse) to make the best decision as it applies to your family's personal goals and needs.

* * * * * * * * * * * * * * * * * * * * *

The cost of SBP increases.  True, but relatively speaking, the cost remains constant.  Retired pay, SBP costs and SBP annuities are all increased at the same rate by the annual retiree cost-of-living adjustment (COLA).  Also important is the built-in government subsidy, or cost share, which is targeted at 60% retiree/40% government.

I can buy more insurance the first year cheaper than SBP.  The key phrase here is "in the first year."  What happens in the first year doesn't really mean much, however.  The SBP decision is for a lifetime.  The indexing of retired pay gives SBP a lost of value "down the road" which term insurance can't offer.  You can get a true picture of the long-term, extended costs and benefits by using the DOD Actuarial Disk, or asking your Retirement Services Officer to provide a print-out which you can use as a basis of true comparison.

SBP doesn't have cash value and I can't borrow against it.  True.  When a product offers you a cash value buildup, you pay plenty for it.  SBP is an income protection program that is often compared to term life insurance, which has no cash value.  Term insurance is temporary protection purchased to protect a known risk for a known period of time.  Its costs rise or the benefits decrease with age.  SBP should, in fact, be likened to permanent, increasing term protection at a constant relative cost which cannot be outlived by the spouse recipient.

SBP is taxed as an annuity.  True.  But, remember this important feature -- SBP premiums are tax-free.  You realize the tax-free benefit as you pay, since the premiums are deducted from your retired pay before taxable income is reported.  This lowers your income tax obligation at the time when family income (and tax burden) is normally highest - as a couple.  The annuitant's tax bracket is typically significantly lower than when the retiree was alive.  Which tax scenario is most advantageous?

No money is returned to me if my spouse dies first.  True.  However, you have gotten what you paid for -- protection -- in the form of a degree of financial security for your spouse had you died first.  Premiums are not returned by your auto insurer if no accident occurs, or by your home insurer if no fire occurs.  Why?  Because you paid for protection as it was received.  SBP is similar, but also is tax-advantaged, government-subsidized and inflation-adjusted.


If the possibility of getting no money back upon your spouse's death bothers you, there is one simple way to minimize or eliminate that - insure your spouse's life.  In fact, you can use the tax savings offered by SBP to purchase such a policy.


Also not to be forgotten is the fact that since SBP elections are "by category," the loss of your spouse suspends your costs until you remarry, at which time your previous coverage can be resumed at the same cost (6.5%).  With a commercial product, the new spouse's particulars (age, health, risk factors) would determine the cost of protection.

There is no residual estate for my children when my spouse dies.  True again. SBP was never intended to be a legacy, but a continuation of a portion of retired pay to a beneficiary, primarily a spouse.  However, eligible children can be designated as primary or alternate beneficiaries.  If you wish, you can provide assets for a residual estate using products designed for that purpose:  insurance, savings, and investments.  It's been our experience that SBP offers the best gift you can give your children - a financially independent parent.

Spouse costs are excessive when compared to benefits received.  Generally, all SBP costs are recovered through annuity receipt within three years of the retiree's death.  Some commercial plans have a "termination" date - maximum period for which benefits will be paid.  Others have a "fixed starting date" - a date before which no benefits will be paid.  SBP has neither of these restrictions.  One of the most important features of SBP is that is provides an annuity that cannot be outlived.  Consider these statistics based on a male retired officer, aged 45, with a spouse aged 42.  Forty percent of the surviving spouses will survive 22 years following the retiree's death; 50% will survive 19 years; and 70% will survive 15 years.  If no portion of retired pay continues (through SBP), it is likely there would be a period of time when the surviving spouse would have insufficient income to meet basic needs.  SBP is guaranteed for a spouse's lifetime, however long (although it is suspended if remarriage occurs prior to age 55.)  NOTE:  female retirees should consult with an RSO to determine how their mortality prospects compare to their husband's.

SBP is rigid and cannot be tailored to meet my individual needs.  Continual attention under SBP is not necessary because SBP automatically increases annuities payable through receipt of COLAs.  Tailoring to individual needs was already accomplished when the soldier's retired pay was established, as that is the product being protected.  Since SBP is an extension of retired pay, the tailoring is built-in, and is enhanced by the tie to COLAs.  Flexible, tailored plans for individuals often cause confusion and make comparisons of two or more plans difficult.  Whereas commercial plans require continual adjustment and review as the economy changes, SBP requires no review because of COLA-adjustment or retired pay.   NOTE:  More flexibility was added effective 17 May 1998.  Since that date, a participant may terminate coverage between the 25th and 36th month following commencement of retired pay.  Spouse concurrence is required; no costs are refundable; no future enrollment is permitted.  Otherwise, the permanence of SBP guarantees protection for beneficiaries, which is the intent of the Plan.

I paid for a 55% benefit which is reduced to 35% at age 62.  Not so.  The 6.5% spouse cost is based on the post-62 benefit amount of 35%.  The Plan's intent is to build upon the retiree's Social Security entitlement, which is, in part, based on active military service.  The second tier (post-62) reduction is more than made up by the retiree's government-subsidized Social Security benefit (which the surviving spouse is entitled to in most cases).
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