Dependency and Indemnity Compensation (DIC)
By Jim Bob Rollins
Background – Dependency and Indemnity Compensation (DIC) has been paid in some form to survivors since the Revolutionary War.  At that time, women and children survivors of officers received a seven year pension amounting to half of the officer’s entitled pay (according to a 1780 Act of the Continental Congress).  During the Civil War, survivor compensation was expanded to cover all service members at a rate that would be payable to totally disabled Veterans.  In 1917, Congress passed the War Risk Insurance Act to eliminate the need for non-service pensions and highlighted that service-connected payments for death and disability were compensation payments.  The Servicemen’s Indemnity Act of 1951 replaced this life insurance system with a new system where the service members did not contribute to the insurance program, but the government provided monthly payments to eligible survivors of $120 with a 2.25% increase per year until a $10,000 insurance maximum was reached.  Potentially eligible survivors included spouses, children, parents, and siblings.

In 1969, Congress devised a different, more equitable system for survivor compensation that gave fixed rates to each pay grade.  The base rate was adjusted for a cost-of-living increase to reflect changes in the cost-of-living since the last base rate had been determined in 1956.  There were no subsequent changes of significance to DIC legislation until 1993, when the rate tables for surviving spouses were eliminated and one flat monthly rate was reinstated.  In 2003, surviving spouses who remarried after reaching the age of 57 were able to retain DIC.

Overview of the Program – In FY2008, 320,975 spouses, children, and parents of Veterans received more than $4.6 billion in DIC.  On average, each survivor received $13,938 in annual compensation. Children recipients received an average of $6,662 in annual compensation.

Several policy issues are associated with DIC, including the DIC offset of Survivor Benefit Plan (military retirement survivor) payments, often referred to as the “widow’s tax”; adequacy of the payments for surviving spouses compared with the payments made by retirement systems to surviving spouses; remarriage age of 57; length of time for a totally disabled rating for nonservice-connected deaths to qualify for DIC; and maximum DIC payment for parents based on income levels that have not been adjusted for inflation.
Eligibility - The dependents of Veterans are not generally entitled to all benefits administered by the VA, but some benefits are available based on the relationship the dependent may have had with the Veteran.  If the eligibility criteria for DIC related to the Veteran’s death are met, the survivors also have certain criteria to meet to be eligible for DIC.  There are three different groups of recipients:  spouses, children and dependent parents of deceased Veterans.  Each group has specific eligibility requirements.
Surviving Spouses – A surviving spouse is eligible if he or she:

1.  was married to the Veteran for at least one year before the Veteran’s death, or

2.  has a child with the Veteran, or 

3.  if the Veteran left the military due to a service-connected disability, the marriage was within 15 years of the discharge;

4.  cohabited with the Veteran for the duration of the marriage unless the couple underwent a period of separation that was not the fault of the surviving spouse; and
5.  has not remarried before reaching age 57.
Surviving Children - Surviving children are eligible for DIC if they are independent of the surviving spouse, unmarried and below the age of 18.  If they are 18 to 23, they must be pursuing an approved course of education to be eligible for DIC.  Children who are permanently incapable of supporting themselves at the age of 18 or older remain entitled to DIC.

Surviving Parents - Surviving parents are required to provide evidence of financial dependence on the deceased Veteran before becoming eligible for DIC.  This evidence is gained through a calculation of countable income by the VA that cannot exceed the amounts outlined in the Income for VA Purposes (IVAP) tables - http://www.vba.va.gov/bln/21/Rates/comp04b.htm.
Monthly Benefit Amounts

Surviving Spouses - Surviving spouses receive monthly benefits at a current base rate of $1,154 if the Veteran died on or after January 1, 1993.  Otherwise, payment is based on the Veteran’s pay grade at the time of death with the current lowest rate being $1,154.  A higher amount may be provided to the surviving spouse for several reasons:

A.  if the Veteran, eight years before death was receiving or entitled to receive disability compensation for a service-connected disability rated at totally disabled (100%);

B.  if the surviving spouse has dependent children; or

C.  if the surviving spouse has a disability that requires aid and assistance or is permanently housebound.

If all of these factors are considered, a surviving spouse could currently receive a total of up to $1,686, along with $286 for each dependent child under the age of 18.  There is also an additional benefit provided for spouses with dependent children under 18 for a two-year period or until the children reach 18 years of age to ease the transition of the surviving spouse and children to their new income levels.

Surviving Children - Surviving children under the age of 18, or under the age of 23 if they are students, who are independent of the surviving spouse, are entitled to DIC in the following current monthly amounts: one child receives $488, two children receive $701, three children receive $915 and more than three children receive $915 with an additional $174 for each additional child past three.  If a child is permanently incapable of self-support before the age of 18, the child remains eligible for DIC past age 18.

Surviving Parents - Under current law, the maximum allowable DIC for surviving dependent parents is reduced for countable income above $800, or $1,000 if both parents are a married couple.  Monthly benefits received by parents fluctuate by income.  In the case of a sole surviving parent, the monthly DIC benefit ranges between $5 and $569.  For parents who are still married to each other or have remarried other individuals, the range is between $5 and $387.  For parents who are not living with each other or different spouses, the range is between $5 and $412.

Application Process - To claim DIC benefits, a survivor is to complete and submit to the local VA office VA Form 21-534 or 21-534a (In-Service) and Department of Defense (DD) Form 1300, Report of Casualty.  The effective date of DIC entitlement is the first day of the month that the death occurred for claims filed within one year of the death.  After one year, the DIC entitlement starts on the date the claim is received by the VA.
Pay Delivery - DIC payments are direct deposited or mailed based on information provided by the Veterans’ Administration.
Taxability – DIC benefits are nontaxable, DFAS encourages annuitants to apply for DIC if they have not done so.

Web References:

VA – Compensation Payment Rates – Dependents Indemnity Compensation - http://www.vba.va.gov/bln/21/Rates/comp03.htm

VA Form 21-534 - http://www.vba.va.gov/pubs/forms/VBA-21-534-ARE.pdf
VA Form 21-534a - http://www.vba.va.gov/SURVIVORS/21-534a.pdf

DD Form 1300 - http://www.dtic.mil/whs/directives/infomgt/forms/eforms/dd1300.pdf

DFAS – Retired and Annuitant Pay:  Survivor Benefits - http://www.dfas.mil/retiredpay/survivorbenefits/dependencyandidenemitycompensationdicforspouseonly.html
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Survivor Benefit Plan (SBP)
Background - The Survivor Benefit Plan, or SBP, was established by Congress effective September 21, 1972 (Public Law 92-425) to provide a monthly income to survivors of retired military personnel upon the member's death when retired pay stops.  Survivors of members who die while on active duty, and survivors of members recalled to active duty from retirement who die while on active duty, may also be protected by the SBP.  In 1953, the Uniformed Services Contingency Option Act of 1953 (PL 239) permitted service members to elect annuity for surviving spouse/children (Contingency Option Plan).  The latest changes involve the SBP/DIC offset issue, where as part of Defense Authorization Act, FY 2008 (PL 110-181), establishes a Special Survivor Indemnity Allowance (SSIA) for survivors affected by the SBP/DIC offset ($50/mo beginning FY2010, rising to $100/mo in FY2015).
Overview of the Program – The Survivor Benefit Plan (SBP) was created by Congress as a voluntary contribution program to provide protection for military retirees’ survivors.  Because military retirement pay ends when the Veteran dies and statistics show that a large majority of military retirees are survived by their spouses--SBP provides a way for a retiree to pass on a portion of their military retirement pay to your survivors.  The maximum amount is 55 percent of retired pay.
Unlike life insurance, the SBP annuity is not a lump sum payment but a lifetime benefit to eligible beneficiaries, providing a regular, reliable income that cannot be maxed out.  SBP holds several key advantages over alternative plans:
1.  Benefit amount increases regularly to keep pace with inflation
2.  Premiums are PRE-TAX
3.  Premiums are subsidized by the federal government
Ending the “Widow’s Tax” – The National Defense Authorization Act (NDAA) of 2005 (P.L. 108-375, October 28, 2004) contained the most important change to SBP in years.  Congress enacted major changes to the SBP in late 2004.  The most significant change was the phase out of the inequitable and benefit-reducing SBP “Widow’s Tax,” also known as the Social Security Offset.  The NDAA eliminated this offset on April 1, 2008

Minimizing the “DIC” Offset - The NDAA of 2008 contained a provision to minimize the VA’s Dependency Indemnity Compensation (DIC) offset to SBP.  Effective October 2008, survivors began receiving $50 extra in their SBP deposits.  Designed to help restore SBP benefits reduced by DIC, the $50 is increased by $10 per year until FY2015.
Paid-up SBP - Effective October 1, 2008, SBP participants who reach 70 years of age and have made 360 payments (30 years), will no longer have to pay premiums for continued SBP coverage and will be placed in "Paid-up SBP" status.

Eligibility - At retirement, full basic SBP for spouse and children will take effect automatically if no other valid election is made.  A retiree may not reduce or decline spouse coverage without the spouse's written consent.  A retiree may choose coverage for a former spouse or, if there is no spouse or children, the retiree may be able to cover an "insurable interest" (such as, a business partner or parent).

If a retiree elects to participate in the SBP a monthly premium will be paid.  SBP Premiums and benefits are based on the "base amount" or benefit level that is elected.  The base amount can be any amount from full coverage down to as little as $300 a month.  Full coverage is based on full retired pay meaning the beneficiary will receive 55 percent of the retirement pay.  If a lesser amount of coverage is selected then the beneficiary will receive 55 percent of the elected "base amount."

Coverage Available - There are several categories of beneficiaries that a member may choose from to provide an annuity under SBP.  The categories are:
Spouse Only - Eligibility for this category requires that a surviving spouse be a widow or widower who was married to a retiree at the time of his or her enrollment; or, if not married at the time of enrollment, was married to the deceased retiree for at least one year prior to the retiree’s death; or, if not married at time of enrollment and was not married to the deceased retiree for at least one year prior to death, was the parent of issue by that marriage.  Spouse coverage applies not only to the spouse a member has at time of enrollment, but also automatically to any subsequent spouse the member might acquire, unless the member elects to decline coverage for a subsequent spouse within one year of the date of marriage (concurrence of the subsequent spouse is not required, but that spouse will be notified of the member’s declination).
Spouse (or Former Spouse) and Child - SBP protection under this category is expanded to cover an eligible child or children if there is no surviving spouse or if a surviving spouse subsequently dies or becomes ineligible to receive benefits due to remarriage before the age of 55.  Thus, if there is a divorce or if the spouse dies before the retiree, the full SBP annuity will be paid to the eligible surviving child or children in the same manner as if the member had elected “Child Only” coverage.
Child Only - This option provides an annuity only for dependent children regardless of whether a member is married or not at time of enrollment (although a married member’s spouse must concur with a child only election).  Children remain beneficiaries until age 18 or age 22 if a full-time, unmarried student. Children mentally or physically incapable of self-support remain eligible, while unmarried, for as long as the incapacitation exists.  A member with no dependent children at time of eligibility to elect coverage may elect coverage for a child subsequently acquired, but the child must be added within one year of being acquired (born, adopted, etc.).
Former Spouse - A member who has a former spouse upon becoming eligible to elect a survivor annuity may elect coverage for a former spouse.  If the member has more than one former spouse, the member must specify which former spouse is being covered.  An election for a former spouse prevents payment of an annuity to a current spouse.  A former spouse who was not a member’s former spouse on the date a member became eligible to participate in SBP must have been married to the member for at least one year in order to be named as a former spouse beneficiary.
Person with an Insurable Interest - A member who does not have a spouse or dependent child when eligible to make a program election may elect to provide coverage for a person with an insurable interest in the member.  The Department of Defense defines an insurable interest as “a natural person with an insurable interest who has a reasonable and lawful expectation of financial benefit from the continued life of the participating member, or any individual having a reasonable and lawful basis, founded upon the relation of parties to each other, either financial or of blood or affinity, to expect some benefit or advantage from the continuance of the life of the retired member”.  If the election is for a person who is more nearly related than a cousin, no proof of financial expectation is required.
Certificate of Eligibility (COE) - A Certificate of Eligibility (COE) will be sent to annuitants each year 60 days prior to the birth month of the annuitant.  The COE must be completed and returned promptly so DFAS can continue annuity payments without interruption.  If the COE is not returned within 60 days, another COE is sent.  If a COE is not received within 90 days of the first mailing, the account will be suspended.  Sign and date the form, and mail it to Defense Finance and Accounting Service, U.S. Military Annuitant Pay, P.O. Box 7131, London, KY 40742-7131. 

Federal Estate Tax - The value of the annuity at the time of the member's death may be subject to Federal Estate Tax under certain circumstance. Annuitants should call their local Internal Revenue Service Office for information concerning the amount of annuity that may be subject to the tax.

Federal Income Tax Withholding (FITW) - The SBP annuity is taxable, and the Internal Revenue Code requires that income taxes be withheld, unless an annuitant elects no tax withholding on a TD Form W-4P, Withholding Certificate for Pension or Annuity payments.  The amount of taxes withheld will be computed as if the annuitant is married person claiming three exemptions unless the annuitant makes a different election.  The defense Finance and Accounting Service will mail annuitants a TD Form 1099-R, Distribution from Pensions, Annuities, Retirement or Profit-Sharing Plans, IRAs, Insurance Contracts, etc., at the end of each year for tax reporting purposes. 

Web References:

DFAS – Retired and Annuitant Pay:  Survivor Benefits - http://www.dfas.mil/retiredpay/survivorbenefits/generalinformation.html

MOAA – Survivor Issues – SBP - http://www.moaa.org/serv/serv_paybenefits/serv_paybenefits_survivor/serv_paybenefits_survivor_sbp.htm
SBP vs DIC – DFAS - http://www.dfas.mil/retiredpay/survivorbenefits/dependencyandidenemitycompensationdicforspouseonly.html
SBP vs DIC – AF Retiree - http://www.retirees.af.mil/factsheets/factsheet.asp?id=11696
SBP vs DIC – VA - Web Automated Reference Materials System (WARMS), Section 21 Compensation and Pension, Part 4, Subpart 3, Section I - http://www.warms.vba.va.gov/admin21/m21_1/mr/part4/subptiii/ch03/ch03_seci.doc
DD From 2860 - https://www.hrc.army.mil/site/crsc/documents/ClaimForm.pdf
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