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Section A Pur pose and Scope

This Instruction provides i nformati on concerning the Retired Serviceman's Famly
Protection Plan under which certain retired officers are receiving reduced
retired pay in order to provide a percentage of their retired pay for a
survivorship annuity (see Section C for background on the Pl an).

Section B. Statutory Authority

Subchapter | of chapter 73, title 10, United States Code, authorizes the Retired
Serviceman's Fam |y Protection Plan. The provisions of law are inplenmented by
regul ati ons approved by the Secretary of Health, Education, and Wl fare, on
February 10, 1969. 1/

Section C. Backaground

The Retired Serviceman's Family Protection Plan was authorized by |egislation
enacted in 1953. The legislation, originally known as the Unifornmed Services
Contingency Option Act, was later codified as chapter 73 of title 10, United
St ates Code. It was anmended and renamed the Retired Serviceman's Fanily
Protection Plan in 1961. The Plan was changed in March 1966 by Public Law
89- 365, to exclude the cost of the coverage fromthe officer's taxable incone and
to exclude the value of the survivor annuity fromthe officer's gross estate for
Federal estate tax purposes. The Plan was significantly changed by the enact nent
of Public Law 90-485 on August 13, 1968. It was then discontinued for all
officers retiring on and after Septenber 21, 1972, which was the effective date
of the new Survivor Benefit Plan established by Public Law 92-425 (see
I NSTRUCTI ON 5 of this Subchapter). The Plan, however, continues in effect for
those of ficers who retired before Septenber 21, 1972, and chose to continue their
cover age. The Plan, as it applies to these officers, is stated in this
I nstruction.

1/ These regul ati ons are on file with t he Enpl oyee Rel ati on
Branch, OPM OAM
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Section D. Responsibilities

1. Commi ssioned Personnel Operations Division. This Division is responsible
for:

a. Advising the surviving beneficiaries about their entitlement to the
annuity and furnishing them with the application form for claimng
payment .

b. Requesting verification of the beneficiaries entitlenment to dependency
and indemity conpensation in the case of the officers referred to in
par agr aph 4, Section I.

2. DHEW Central Payroll Division. This Division is responsible for

a. Notifying a retired officer of the anpunts to be deposited and when
deposits are to be made during any period in which he is not receiving

retired pay or active duty pay (ref. Section H, paragraph 6).

b. Determ ning and refunding the amount due an officer when he is renpved
fromthe tenporary disability retired list for any reason other than
permanent retirenment (ref. Section H, paragraph 5).

c. Paying the annuity to surviving eligible beneficiaries.

d. Obtaining docunentary evidence of children's continued eligibility for
the survivor annuity after age 18 (ref. Section |, paragraph 3).

Section E. Types and Ampunt of Annuities

1. An officer participating in the Plan had the choice of electing any one of

the following options. He could also elect a conmbination of Options 1 and
2, provided the total of the annuities was not nore than naxi nrumal | owed for

a single option.
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a. Option 1 is an annuity payable to or on behalf of the surviving spouse
until death or renarriage.

b. Option 2 is an annuity payable to or on behalf of surviving eligible
children until there is no longer a child eligible to receive the
annuity. The annuity is payable in equal shares to or on behal f of the
surviving children remaining eligible at the tinme paynent is due.

c. Option 3 is an annuity payable to or on behalf of the surviving spouse
and children. The annuity is payable to the spouse until death or
remarriage and thereafter paynent of the annuity is payable in equal
shares to or on behalf of the surviving children remaining eligible at
the tine paynent is due. (Oficers nmay allocate a part of the annuity
under this option for paynent to surviving children who are not children
of the surviving spouse eligible for the annuity.l/ The allocation may
not, however, exceed the equal share which the children would receive if
there were no surviving spouse.)

2. Amount of Annuity. The anmpunt of the annuity depends on the anmpunt el ected
by the officer and when heretired.

a. Oficers who retired before August 13, 1968, were permitted to el ect
annuities in amounts of 1/8, 1/4, or 1/2 of their reduced retired pay
(i.e., the ampunt of retired pay renai ning after deduction of the cost).

1/ Achild loses eligibility for an annuity under the Plan if he is adopted by
a third person before the parent-officer's death. His eligibility is not
affected if he is adopted by a third person after the parent-officer's death
(36 C. G 325).
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b. Oficers who retired on and after August 13, 1968, were permtted to
specify either a dollar ampunt or a percentage of their retired pay as
t he amount of the survivor annuity. However, the anmount of the annuity
could not be nmobre than 50% nor |ess than 12 1/2% of their full retired
pay (and in no case, less than $25 a nonth).

Section F. FEligible Beneficiaries

1. Eligible beneficiaries under the Plan include--

a. The lawful spouse of an officer who was married to the officer at the
time of retirenent.

b. A child who was living on the date of the officer's retirenment and who
nmeets the follow ng requirenents:

(1) Alegitimate child under 18 years of age and unmarried.

(2) A stepchild, under 18 years of age and unmarried, who is in fact
dependent on the officer for over half of his or her support. The
term"stepchild" nmeans a child of the officer's spouse by a forner
marri age. The stepchild relationship term nates upon the divorce
of the parent spouse, but not upon the death of the parent spouse.

(3) Alegally adopted child, under 18 years of age and unnmarri ed.

(4) A child, as defined above, who is 18 or nmore years of age and
unmarri ed, and who i s i ncapabl e of sel f-support because of a nenta
or physical incapacity existing before his 18th birthday.

(5) Achild of an officer who retired on and after Novermber 1, 1968, as
defined above, who is at |east 18, but under 23 years of age, is
unmarried, and is pursuing a full-time course of study or training
in a high school, trade school, technical or vocational institute,
junior college, college, university, or conparable recognized
educational institution.
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Section G Changes in Coverage

1. Revocation. 1/ Avretired officer may request cancellation of his coverage
at any tine. The request nust be nmade in witing to the Comr ssioned
Per sonnel Operation Division. The request, once received by that division,
will be irrevocable but will not be effective until the 1st day of the
seventh nonth following the nmonth in which the request is received.

2. Reduction in Amunt of Annuity. 1/ A retired officer may request a
reduction in the anount of the survivor annuity coverage at any tine. The
reducti on, however, may not be less than 12 1/2% of his retired pay and in
no case less than $25 nonthly. The request nust be in witing to the
Commi ssi oned Personnel Operations Division. The request, once received by
that division, will be irrevocable but will not be effective until the 1st
day of the seventh nonth following the month in which the request is
received. The cost of the reduced annuity will be conputed on the basis of
the cost table in effect on the date of the officer's retirement and the
anount of retired pay to which he was entitled on the date of his
retirement.

3. Children Age 18-22. 2/ An officer who el ected coverage for children only
(Option 2) nmay request that children age 18-22 not be considered as eligible
beneficiaries if there are no other eligible children under age 18. This
el ecti on may be nmade even t hough the children qualify as full-tinme students.
Such request nust be in witing and will be effective the first day of the
nmonth follow ng recei pt of the request by the Division of Central Payroll

1/ The provisions of this paragraph apply to officers
who retired on and after August 13, 1968, and to
of ficers who retired before August 13, 1968, if
they elected the so-called "restoration option."

2/ Applies only to officers who retired on and after

Novenmber 1, 1968.
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4. Refunds. There will be no refunds of anpbunts withheld fromretired pay when

an officer revokes or changes his coverage as provi ded above.
Section H Deductions fromRetired Pay

1. Cost of Annuity. The cost of the annuity which is withheld from the
officer's retired pay, is conputed on the basis of the officer's age and the
age of his eligible beneficiaries in accordance with the actuarial tables in
effect on the date of the officer's retirenent.

2. Termination of Cost. The cost deducted fromthe officer's retired pay wll
cease:

a. On the 1st day of the month following that in which there is no eligible
beneficiary under the annuity option elected. 1/

b. On the 1st day of the month followi ng that in which the spouse under an
el ected Option 3 (Fami |y Option) ceases to be eligible because of death
or divorce. Coverage for eligible children will continue w thout cost
to the officer. 1/

c. On the date of the officer's death. The amunt of the deduction from
his retired pay will be prorated through the date of his death.

1/ The provisions of this paragraph apply to officers

who retired on and after August 13, 1968, and to
of ficers who retired before August 13, 1968, if
they elected the so-called "restoration option."
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3. Changes in Ampunt of Retired Pay. The cost and the anount of the survivor
annuity were conputed on the basis of the anpunt of the officer's retired
pay at the time of his retirenent. Except where an adjustnent is made as
provided in Section G both the cost and the ampbunt of the survivor annuity
remai n the sane, even though retired pay is:

a. Decreased because of disability conpensation awarded by the Veterans
Admi ni stration.

b. Decreased under the Dual Conpensation statute because of enploynent in
a Federal civilian position.

c. Increased because of a cost-of-living increase authorized on or
subsequent to, the effective date of retirenent.

4. Recall to Active Duty. An officer's coverage under the Plan will continue
during any period of recall to active duty. The anobunt nornmally deducted
fromhis retired pay for the coverage will be deducted fromhis active duty
pay.

5. Renoval from the Tenporary Disability Retired List. An officer who is

renoved fromthe tenporary disability retired |ist for any reason other than
permanent retirenment will be paid a refund in an amount which represents the
di fference between the ampunt of the deductions withheld fromhis retired
pay and the cost of an amount of term insurance which is equal to the
protection provided his beneficiaries during the period he was on the
tenporary disability retired list. Determ nation of the cost will be in
accordance with tabl es prepared for this purpose which are available in both
the Division of Central Payroll and the Comr ssioned Personnel Operations
Di vi si on.

6. Deposits. An officer who is participating in this Plan will, during an
period in which he is not receiving retired pay or active duty pay, be
required to deposit the anpunt which would have been withheld from his
retired pay had he been receiving that pay.
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a. The deposit, when required, will be payable to the Treasurer of the
United States and will be forwarded nonthly to the DHEW Division of
Central Payroll. That Division will in all cases informthe officer of

the amobunt to be deposited and when such deposits are to be nade.

b. |If deposits are not nade within 30 days of the due date, the Division of
Central Payroll will informthe officer that he is delinquent fromsuch
due date and that his designated beneficiary will not be eligible for
the annuity provided under the Plan until the arrears have been paid.
The notification of delinquency will advise the officer that 15
addi ti onal days have been granted to himin which to remit his deposit,
and that if the arrears are not deposited within that period, he will be
charged interest to include the first day of delinquency. |In no case
will the expiration date of the 15 days exceed a date | ater than 45 days
from the date the deposit was due. The interest will be computed
monthly and the rate will be that used in conputing the cost tables in
effect of the officer's retirenent. If the officer later becomes in

receipt of retired pay, any arrears with conmpound interest wll be
wi t hhel d.

Section |I. Payment of the Annuity

1. Caimfor the Annuity. Annuity paynents will be rmade by the DHEW Di vi si on
of Central Payroll upon application by the eligible beneficiary on Form
PHS- 2146- 3. This form will be furnished to the beneficiary by the

Commi ssi oned Personnel Operations Division upon notice of the retired
of ficer's death.

2. Period of Paynent. Paynent of the annuity will accrue fromthe first day of
the nonth in which the officer died and will be made at the end of each
nmont h (see exception for children in paragraph 3b, below). There will be no
payment for the nmonth in which entitlenent to the annuity terni nates.
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3. Paynent to Children. The following special rules apply in the case of
chi l dren.

a. Annuities for a child or children will be paid to the child's guardian
or if there is no guardian, to the person who has care, custody, and
control of the child or children.

b. For those officers who retired on and after Novenmber 1, 1968, the
annuity under an election of Option 2 or 3 will be payable to or on
behal f of children age 18-22 who are full-tinme students. |f a child has
been receiving a survivor annuity when he reaches age 18, the annuity

will continue until age 23 so long as heis a full-tine student. |If the
child becones eligible after reaching age 18, the
annuity will accrue from-

(1) the first day of the nonth in which the retired officer died, or

(2) the first day of the nonth in which the child first becones (or
agai n becones) eligible. An eligible child under this paragraph
m ght become ineligible at age 18 and again beconme eligible by
furni shing proof of status as a full-time student as indicated
bel ow.

c. Proof that the child is pursuing a full-tinme course of study or training
will be required sem -annually. For this purpose, a child will be
considered to be pursuing a full-time course of study or training during
an interval between school periods that does not exceed 150 days if he
has satisfactorily denonstrated that he has a bona fide intention of
commenci ng, resumng, or continuing to pursue a full-time course of
study or training i mediately after that interval.

d. If a disabled child over 18 is an eligible beneficiary, proof will be
required that the incapacity for self-support existed before the child
reached age 18. Proof of continued incapacitation will be required

every two years, except in those cases where nedi cal prognosis indicated
recovery is not possible.
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Dependency and Indemnity Conpensation. Eligible beneficiaries my receive
the survivor annuity under this Plan in addition to the dependency and
i ndemmity conpensation (DIC) which is paid by the Veterans Adm nistration
for service-connected death, unless the officer nade an el ection on or after
October 4, 1961, and retired for disability before conpleting 19 years 1/
creditabl e service for pay purposes. I f, under the exception indicated,
either the widow or child is eligible for DIC, the annuity will not be paid
to either the wi dow or the child. However, the amount withheld fromthe
officer's retired pay will be refunded to his beneficiaries, |ess any anount
paid as an annuity, w thout interest.

| ndebt edness. Except as provided in paragraph 6, below, the annuity
provi ded under this Plan is not assignable nor subject to execution, |evy,
attachnment, garni shnment, or other |egal process.

Recovery of Erroneous Paynments. The Director, Comissioned Personnel
Operations Division may use any means provided by law to recover annuity
anounts paid erroneously to any individual under the Plan. He may authorize
such recovery by adjustment in subsequent paynents to which the individua
is entitled. No recovery, however, wll be nade when, in his judgnment or
the judgment of the Conptroller General, the individual to whom the
erroneous paynent was nade is without fault and recovery would be contrary
to the purpose of the Plan or would be against equity and good consci ence.

Increases in Survivor Annuity. The anount of the survivor annuity remains
fixed during the period of the survivor's entitlenent. There is no
provi si on under the Plan for increasing the survivor annuity because of cost
of living increases.

1/

This restriction applies to officers retired for dis-
ability before November 1, 1968, with [ ess than
18 years of service for pay purposes.
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1

Section J. Tax Provisions

Federal |ncone Tax.

a.

Nondi sability Retirees. For Federal tax purposes, gross income from
retired pay does not include the survivor annuity deductions. For
exanple, if an officer's nondisability retired pay is $10,000 a year and
is reduced by $2,000 for the survivor annuity, only his reduced retired
pay of $8,000 is gross inconme for Federal inconme tax purposes. This
will be the anmpbunt |isted as taxable income on his Form W2, Statenent
of Taxable Income and Tax Wt hhol di ng.

Disability Retirees. Disability retirees who are receiving retired pay
conput ed on the basis of their percentage of disability cannot clai mtax
exenption for the survivor annuity deductions since (1) the full anmount
of their retired pay is already exenpt under the tax exenptions applying
to disability retired pay, and (2) the deductions do not reduce other
taxabl e i nconme. Sone disability retirees, however, receive retired pay
which is only partially exenpt under the disability tax exenption (i.e.
those officers who elected to have their retired pay conputed on the
basis of their "years of service" rather than "percentage of disability"
since it provided a greater amount of retired pay). |In these cases, an
officer's disability tax exenption is the ampunt of retired pay he woul d
have received had his retired pay been conputed on the basis of his
percentage of disability. Assume, for exanple, that an officer's
retired pay based on "years of service" is $10,000 a year but it would
have been $4,000 a year based on the percentage of his disability. His
disability tax exenption is $4,000. |If his survivor annuity deductions
total $2,000 for the year, his taxable retired pay woul d be conputed as
fol |l ows:
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G oss retired pay $10, 000
Less survivor annuity deductions 2,000
Reduced retired pay 8, 000
Less disability tax exenption 4, 000
*Net taxable retired pay $ 4,000
* This is the amount that would be |isted as taxable incone on the officer's
W 2.
C. Retirees Not Receiving Retired Pay. When a retired officer is recalled

to active duty, and survivor annuity paynents are deducted from his
active duty pay, such paynents may not be used as a tax exclusion from
his active duty pay. This also applies when a retired officer is not
receiving retired pay for any other reason and is required to nake a
deposit (Section H, paragraph 5). The deposits or the deductions from
active duty pay, however, will accunulate as a "consideration for the
contract" for later usage as a tax exclusion fromtaxable retired pay,
or in the event of the officer's death, as a tax exclusion from the
survivor's taxabl e annuity paynents. The DHEW Central Payroll Division
will furnish the retired officer or the survivor, as applicable, with a
statement of the total ampunt of the annuity deductions fromactive duty
pay at the time he returns to retired pay status or at his death, as the
case nmay be. The officer or survivor will also be furnished copies of
a Suppl enental Schedul e which nust be conpleted and attached to the
Federal Tax return (Form 1040) to support deduction of the deposit from
taxable retired pay or the survivor annuity, as applicable.

Survivors (Al Retirees). The survivor annuity is subject to Federa
i ncome tax except for the exclusions provided in paragraphs 1c and le of
this Section. The tax will not be withheld fromthe annuity, except at
the request of the annuitant. Such request is nmade on Form WA4P,
Annuitant's Request for Federal Income Tax Wthholding, which is
available at all Internal Revenue Service offices but can also be

obtai ned fromthe DHEW Di vi si on of Central Payroll
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e. Survivors (Disability Retirees). The survivor of an officer who retired
for disability and di ed before attaining "retirenent age" 1/ may excl ude
from gross incone the ampbunt of annuity payments received until there
has been so excluded annuity paynents equaling $5, 000. This is the
deat h benefit exclusion provided under section 72(0) and 101(b) of the
I nternal Revenue Code. The survivor who qualifies for this exclusion
wi || be advi sed by the Commi ssi oned Personnel Operations Division at the
time of the officer's death.

State Inconme Tax. The tax exenption for the survivor annuity deductions
applies to Federal inconme taxes, but not to all State incone taxes. Sone
States follow the Federal rule and sone do not. Since the State | aws vary,
of ficers should consult their State or local tax authorities in preparing
their returns. |f the survivor annuity deductions are not exenpt fromState
i ncome tax, the ampunt shown on the officer's W2 as taxable i nconme received
will not be correct for State tax purposes. The DHEW Division of Centra

Payroll will issue a corrected W2 for State incone tax upon request from
the officer.

G ft Tax. Survivor annuities under the Retired Serviceman's Famly
Protection Plan are not considered gifts for Federal gift tax purposes.

Federal Estate Tax. The value of the annuity under the Retired Serviceman's
Fam |y Protection Plan is not included in the officer's gross estate for
Federal estate tax purposes, except for that portion which is based on
deposits and deductions from active duty pay. Under the exception, the
value of the annuity to be included in the gross estate will be the
proportion that the total of deposits and active duty pay deductions bears
to the total paynments (deductions fromretired pay and active duty pay, plus
deposits). If, for exanple, the total value of the annuity is $20, 000, the
deductions fromretired pay total ed $600, and t he deposits total ed $400, the
anount of the annuity value to be included in the gross estate for Federa
estate tax purposes will be conputed as foll ows:

$400 x $20,000 (total value) = $8, 000
$1, 000

1/

Retirement age is the date the officer would have
reached age 64.
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Requests for calculations of the annuity value should be addressed to the

Nat i onal

O fice of Internal Revenue Servi ce, Estate Tax Division,

Washi ngton, D.C. 20001. The request shoul d incl ude:

1)
2)
3)
4)
5)

6)
7)

8)
9)
10)

The nane of the deceased officer.

Hi s date of birth.

His date of retirenent.

Hi s date of death.

Type of annuity (Retired Serviceman's
Fam |y Protection Plan - Chapter 73 of
Title 10, U. S. Code.)

Total amount deducted fromretired pay.
Total amount deposited by officer
(include deductions fromactive duty pay).
Name of annuity beneficiary.
Beneficiary's date of birth.

Amount of the survivor annuity.
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