Social Security Overview

(As it Pertains to Federal Employees)
Social Security Web Site:  www.ssa.gov 

The basic idea behind Social Security is rather simple.  During your working years you pay Social Security and Medicare taxes.  These taxes are used to pay Social Security benefits and Medicare coverage.  Social Security was never intended to be a worker’s sole source of retirement income.  It was designed to supplement the primary source of retirement funding and as partial replacement for wages lost upon retirement. 

Social Security Taxes

You and your employer pay regular Social Security taxes at the rate of 6.20%.  The law that authorizes these payroll deductions is called the Federal Insurance Contributions Acts (FICA).  You might see this tax referred to as FICA or OASDI (Old Age, Survivors and Disability Insurance) on your leave and earning statement.

You also pay another tax, Medicare, which may be referred to as the Medical or Hospital Insurance Tax.  This tax amounts to 1.45% of your wages, which, when added to your FICA/OASDI taxes, brings your total Social Security tax withholdings to 7.65%.  

FERS and CSRS Offset Employees

As previously mentioned, Social Security is a component of FERS and CSRS Offset retirement coverage.  Employment under either plan counts toward Social Security retirement benefits.

Eligibility

In order for you to be eligible for Social Security benefits, you must have paid into the system.  As you work under Social Security, you earn “credit” toward your eventual eligibility for benefits (“credits” were formerly called “quarters of coverage”).

In 2002, a credit is worth $870 of Social Security covered wages.  This value is increased every year.  A maximum of four credits can be earned in one year.  As soon as the worker earns $3,480 that worker will have earned all four credits for 2002.  Anyone retiring now will need 40 credits to be insured or eligible for Social Security benefits.    

The fact that a worker earns these credits does not increase his/her eventual Social Security retirement benefits.  It just makes him/her eligible for Social Security benefits.  However, the amount of earnings from which deductions were made for Social Security will determine the actual benefit.

“How Much Will I Get?”

The amount of your benefit is based on and influenced by several factors including such things as your age, type of benefit you are applying for, your earnings history, and your former employment history (for example, most CSRS employees are not covered under Social Security).

Your Social Security benefit is computed using a five step formula.

Step 1 - Social Security Earnings since 1951 are listed.

Step 2 - Earnings are adjusted for changes in average wages.  This is called “Indexing”.

Step 3 - Highest 35 years of earnings are selected. Non-covered service, such as CSRS, is

 reflected as zero earnings and are included in the high-35.

Step 4 - The earnings for these years are totaled and divided by 420 (number of months in

35 years) to get the Average Indexed Monthly Earnings (AIME)

Step 5 - A three level formula is applied to the AIME to the Primary Insurance Amount

(PIA):

· Multiply the first $592 of the AIME rate by 90%

· Multiply the next $3,567 of the AIME by 32%

· Multiply any remaining amount by 15%

Social Security benefits are based on the worker’s average monthly earnings adjusted for inflation.  When benefits are computed, your average earnings are separated into three amounts and then multiplied using three factors.  For example, for a worker who turns 62 in 2002, the first $592 of the average monthly earnings is multiplied by 90%; the next $3,567 is multiplied by 32%; and the remainder by 15%.
You can get “Your Social Security Statement” from Social Security simply by asking for it -- and it’s FREE!  Social Security has recently revised the publication, “Your Social Security Statement”.  You may know it under it’s old name, “Personal Earnings and benefit Estimate Statement” (PEBES).  To get your statement, all you need to do is stop by your local Social Security office and ask for a Form SSA-7004, or you can call 1-800-772-1213 and ask them to send you the form, or you can request it via the Social Security Web site (www.ssa.gov).  Fill it out and mail it in--within a matter of weeks you will receive a complete history of your recorded earnings and estimates of your various benefits.  Beginning in 1999 Social Security began mailing benefits statements three months before your birthday.  We strongly recommend that you send for your Social Security Statement immediately and then ask for it again at least a year or two before retirement.  If you want to be sure that your Social Security earnings are properly credited to your account, this is your way of doing so.  It is also a way of finding out about your “estimated” benefits.  The statement will not reflect an accurate estimated benefits for CSRS employees as it does not account for the Windfall Elimination Provision (WEP). 

“When & How Should I Apply”

Social Security suggests that you apply for benefits approximately 3 months before you want your benefits to start.  You can apply for benefits on the SSA web site or through your local Social Security office.  You should have your Social Security card, your birth certificate, your marriage certificate, and your most recent W-2’s (the last 2 years are usually sufficient).  If you don’t have all this information, don’t delay your appointment with Social Security, they can usually assist or advise you on how to obtain these documents.

 “When Can I Start Getting Retirement Benefits?”

You can begin receiving reduced benefits as early as age 62 (age 60 for widows and widowers).  The disadvantage is that your benefits are permanently reduced; the advantage is that, depending upon how long you live, you can collect benefits for a longer period of time.

You can choose to begin receiving full benefits at age 65 (or, in some cases, later).  Currently the full retirement age is 65, however, that is gradually increasing to age 67 over the next several years.

Your local Social Security office is your best source of information concerning your Social Security benefits, including publications on retirement, disability, Medicare, and Supplemental Security Income.  Here’s a partial list of publications from Social Security that may prove helpful:

Social Security Publications

· Retirement - a guide to retirement benefits              
(pub #05-10035)

· Disability - a guide to disability benefits                   
(pub #05-10029)

· Survivors - a guide to survivor benefits                    
(pub #05-10084)

· Medicare - a guide to the Medicare program           
(pub #05-10043)

· SSI - a guide to Supplemental Security Income       
(pub #05-11000)

“Fact Sheets”

· How Your Retirement Benefit is Figured                 
(pub #05-10070)

· Government Pension Offset                                     
(pub #05-10007)

· A Pension From Work Not Covered By SS              
(pub #05-10045)

· How Work Affects Your SS Benefit                         
(pub #05-10069)

· Military Service & Social Security                            
(pub #05-10017)

The Windfall Elimination Provision – (WEP)

(Applies Only to Those with a CSRS Component)

The windfall elimination provision goes into effect when a Federal retiree receives a pension from a job where there were no Social Security taxes paid (CSRS) and the retiree also has enough Social Security credits to be eligible for retirement or disability benefits.  A modified formula may be used to figure the Social Security benefit amount.  This modified formula will give a lower Social Security benefit, but it will not affect the pension from the Federal government (CSRS).  This reduction is known as the “windfall elimination provision.”

The modified formula applies to you if you reach 62 or become disabled after 1985 and first become eligible after 1985 for a monthly pension based in whole or in part on work where you did not pay Social Security taxes.  You are considered eligible to receive a pension if you meet the requirements of the pension, even if you continue to work.  The modified formula is used in figuring your Social Security benefit beginning with the first month you get both a Social Security benefit and the other pension.

Social Security benefits replace a percentage of a worker’s pre-retirement earnings.  The formula used to compute benefits includes factors that ensure lower-paid workers receive a higher return than highly paid workers.  Before the law was changed in 1983, benefits for persons who spent time in jobs not covered by Social Security were computed as if they were long-term, low-wage workers; therefore receiving the advantage of the higher percentage benefits.  The modified formula eliminates this windfall.

The 90% factor is reduced in the modified formula and phased in for workers who reached age 62 or became disabled between 1986 and 1989.  For those who reach 62, or become disabled in 1990 or later, the 90% factor may be reduced to 40%.  There are exceptions to this rule.  For example, the 90% factor is not reduced if you have 30 or more years of “substantial” earnings in a job where you paid Social Security taxes.  The following table lists the amount of earnings considered “substantial” for each year.

Year
Wages Needed for Year of Coverage
Year
Wages Needed for Year of Coverage
Year
Wages Needed for Year of Coverage

1937-50
$900*
1978
4,425
1991
9,900

1951-54
900
1979-80
4,725
1992
10,350

1955-58
1,050
1981
5,550
1993
10,725

1959-65
1,200
1982
6,075
1994
11,250

1966-67
1,650
1983
6,675
1995
11,325

1968-71
1,950
1984
7,050
1996
11,625

1972
2,250
1985
7,425
1997
12,150

1973
2,700
1986
7,875
1998
12,675

1974
3,300
1987
8,175
1999
13,425

1975
3,525
1988
8,400
2000
14,175

1976
3,825
1989
8,925
2001
14,925

1977
4,125
1990
9,525
2002
15,750

*Total credited earnings from 1937-50 are divided by $900 to get the number

 of years of coverage (maximum of 14 years).

Workers with relatively low pensions are protected because there is a guarantee that provides that the reduction in the Social Security benefit under the modified formula cannot be more than one-half of that part of the pension attributable to earnings after 1956 not covered by Social Security. 

If you have 21 to 29 years of substantial earnings, the 90% factor is reduced to somewhere between 45 and 85%.  The following table shows the percentage used depending on the number of years of “substantial” earnings.

Years Under Social Security
Social Security Factor will be:

30 or more
90%

29
85%

28
80%

27
75%

26
70%

25
65%

24
60%

23
55%

22
50%

21
45%

20 or less
40%

There are some exceptions to this rule.  The modified formula does not apply to a survivor’s benefits.  

It also does not apply to you if:

· You are a federal worker hired after December 31, 1983;

· You were employed on December 31, 1983, by a nonprofit organization that was exempt from

Social Security and it became mandatorily covered under Social Security on that date;

· Your only pension is based on railroad employment;

· Your only work where you did not pay Social Security taxes was before 1957; or

· You have 30 or more years of substantial earnings under Social Security.

This information is from the Social Security Administration Publication No. 05-10045

You can get recorded information 24 hours a day, including weekends and holidays, by calling Social Security’s toll-free number, 1-800-772-1213.  You can speak to a service representative between the hours of 7 a.m. and 7 p.m. on business days.  Whenever you call, have your Social Security number handy.

People who are deaf or hard of hearing may call Social Security’s toll-free TTY number, 1-800-325-0778, between 7 a.m. and 7 p.m. on business days.

Social Security Retirement Age

(Adjustment For Early Or Late Retirement)
yr. of birth
normal retirement age (yr/mo)
age 62
age 63
AGE 64
AGE 65
AGE 66
AGE 67
AGE 68
AGE 69
AGE 70

1924
65/0
.800
.867
.933
1.000
1.030
1.060
1.090
1.120
1.150

1925-26
65/0
.800
.867
.933
1.000
1.035
1.070
1.105
1.140
1.175

1927-28
65/0
.800
.867
.933
1.000
1.040
1.080
1.120
1.160
1.200

1929-30
65/0
.800
.867
.933
1.000
1.045
1.090
1.135
1.180
1.225

1931-32
65/0
.800
.867
.933
1.000
1.050
1.100
1.150
1.200
1.250

1933-34
65/0
.800
.867
.933
1.000
1.055
1.110
1.165
1.220
1.275

1935-36
65/0
.800
.867
.933
1.000
1.060
1.120
1.180
1.240
1.300

1937
65/0
.800
.867
.933
1.000
1.065
1.130
1.195
1.260
1.325

1938
65/2
.792
.856
.922
.989
1.054
1.119
1.184
1.249
1.314

1939
65/4
.783
.844
.911
.978
1.047
1.117
1.187
1.257
1.327

1940
65/6
.775
.833
.900
.967
1.035
1.105
1.175
1.245
1.315

1941
65/8
.767
.822
.889
.956
1.025
1.100
1.175
1.250
1.325

1942
65/10
.758
.811
.878
.944
1.012
1.087
1.162
1.237
1.312

1943-54
66/0
.750
.800
.867
.933
1.000
1.080
1.160
1.240
1.320

1955
66/2
.742
.792
.856
.922
.989
1.067
1.147
1.227
1.307

1956
66/4
.733
.783
.844
.911
.978
1.053
1.133
1.213
1.293

1957
66/6
.725
.775
.833
.900
.967
1.040
1.120
1.200
1.280

1958
66/8
.717
.767
.822
.889
.956
1.027
1.107
1.187
1.267

1959
66/10
.708
.758
.811
.878
.944
1.013
1.093
1.173
1.253

1960 & later
67/0
.700
.750
.800
.867
.933
1.000
1.080
1.160
1.240













EXAMPLE:
Born 1943:











w/$500 PIA
$375
$400
$433
$466
$500
$540
$580
$620
$660


w/$692 PIA
$519
$554
$600
$646
$692
$747
$803
$858
$913

The Social Security Amendments of 1983 increased the retirement age when unreduced benefits are available.  The 1983 amendments do not change the availability of reduced benefits at age 62.

A fully insured worker may begin receiving retirement benefits the month after he or she reaches age 62 (or the month he or she reaches age 62 if his or her birthday is on the first day of the month).  If the worker elects to begin receipt of benefits before Normal Retirement Age, the benefit is permanently reduced.

In making the reduction, the worker’s unreduced benefit (PIA) must first be determined.  The PIA is then reduced by 5/9 of 1% (1/180) for each of the first 36 months that the worker is under Normal Retirement Age when the benefits commence and by 5/12 of 1% (1/240) for each month in excess of 36.  

Earnings Can Affect Your Benefits

If you receive Social Security retirement or survivors benefits and you're still working, you can earn a substantial amount of money while receiving some benefits. However, your benefits will be reduced if you earn over certain limits. 

If you are under age 65, you can earn up to $10,680 with no reduction in your Social Security benefits. If you earn more than that, $1 in benefits is withheld for every $2 you earn over $10,680

If you're age 65 or older, the earnings limits no longer apply. 

Whether or not you want to work and how much you want to earn are your decisions. But you shouldn't necessarily keep your earnings under Social Security's limits because you think you'll lose too much money. These examples explain why: 

Ted Green is 63 years old and receives a monthly Social Security benefit of $600 - or $7,200 per year. In 2002, he takes a part-time job but decides to stop working when his earnings reach $9,500 - just so he's safely under Social Security's $10,680 earnings limit. His total income is $16,700 

             



$ 7,200 in Social Security

             



$ 9,500 in earnings

            


           $16,700 total earnings

His 63 year old neighbor, Maria Gomez, also receives $600 in Social Security benefits - or $7,200 per year. However, she takes a job that will pay her $20,000 in 2002. That's $9,320 over the limit. Social Security withholds $1 from her Social Security benefit for every $2 over the limit, or $4,660 of her Social Security benefits ($9,320 ( 2 = $4,660). That means she'll still receive $2,540 from Social Security ($7,200 - $4,660 = $2,540). Her total income is $22,540: 

$  2,540 in Social Security

$20,000 in earnings

$22,540 total earnings

Although Mr. Green receives all his Social Security benefits while Ms. Gomez has $4,660 in benefits withheld, Ms. Gomez comes out substantially ahead in overall income because of her higher earnings. 

There's another way Ms. Gomez may come out ahead. 

When you work, you pay Social Security taxes. And because you pay these taxes, Social Security refigures your benefits to take into account your extra earnings. If the worker's earnings for the year are higher than the annual earnings test that were used in the original benefit computation, Social Security substitutes the new year of earnings. The higher your earnings, the more your refigured benefit might be. Because Ms. Gomez's earnings are higher, she will probably get a greater increase in her Social Security benefits than Mr. Green. Ms. Gomez also earns a 4.5 percent delayed retirement credit for each year she works until she reaches age 70.

If you work for someone else, only your wages count toward Social Security's earnings limits. If you're self--employed, only your net earnings from self-employment count. In either case, non-work income such as investment earnings, interest, pensions, annuities, capital gains and other government benefits do not count. 

Frequently Asked Questions Regarding 

Social Security Benefits

1. What documents will I need when I apply for Social Security benefits?

To prove your eligibility for Social Security and assist the agency in processing your claim 

will depend on the circumstances of your claim.  Here is a list of some of the documents you can use:


Your Social Security card (or a record of your number)


Your birth certificate


Children’s birth certificate (if they are applying)


Marriage certificate


Your most recent W-2 form


Your military discharge papers if you have military service

You must bring or mail the original documents, or certified copies, to the local Social Security office, where they will be photocopied and returned to you.
2. I will be 62 on August 2 of this year and that is when I plan on retiring.  Will my first benefit check be for the month of August or September?

Since you were born on the first or second day of the month, you will be eligible the month you were born.  In this case, August.  But, in most cases, Social Security retirement benefits do not begin the month the person reaches 62; benefits usually begin the following month.  To receive retirement benefits, you must be at least age 62 for the entire month. 

3. What Social Security benefits are available for retired or disabled workers and their families?

a)  A monthly Retirement benefit for a retired, insured worker.

b)  A monthly Disability benefit for a disabled worker.

c)  A monthly Spouse’s benefit for a retired or disabled worker’s spouse if: he or she is at   least 62 years old, 50 years old if disabled or  any age if caring for at least one child (under age 16, or over age 16 and disabled) of the retired or disabled worker.

d)  A monthly Child’s benefit for a retired or disabled worker’s child if the child is under age 18 or age 18 and a full-time high school or elementary school student, or age 18 or over and disabled.

4. What are the requirements for a worker to be insured for Social Security retirement benefits?

A person is fully insured if he/she has 40 credits or quarters.  This usually translates to 10 years of Social Security covered employment.  When this is achieved the worker is fully insured for life.

Additionally, a worker may be insured if he/she has at least 6 quarters of coverage, and he/she has acquired at least as many credits as there are years elapsing after 1950 (or, if later, after the year in which the worker reaches age 21) and before the year in which the worker dies, becomes disabled or reaches age 62, whichever occurs first.  

5. In general, what requirements must be met to qualify for Social Security disability benefits?

A worker is entitled to disability benefits if he or she: 

a)  is insured for disability benefits

b)  is under age 65

c)  has been disabled for 12 months, or is expected to be disabled for at least 12 months,     

      
   or has a disability which is expected to result in death

d)  has filed an application for disability benefits

e)  has completed a 5-month waiting period or is exempted from this requirement
6. What are the criteria to be insured for disability benefits under Social Security?

A person is insured for disability benefits if he/she is fully insured and has earned at least 20 credits out of the last 40 calendar quarter period ending with the quarter in which the person is determined to be disabled.  Typically, if the employee worked under Social Security for at least five of the last 10 years before becoming disabled, this requirement will be satisfied.

Special rules apply if the disability begins between the ages of 24 and 31.  If the disability begins between the ages of 24 and 31 the employee must have earned at least one-half (but not less than six) of the possible quarters after reaching age 21 and before becoming disabled.  Thus if a person becomes disabled in the quarter in which he attains age 25, he/she must have 8 credits earned within the 16 quarter period ending with the quarter in which the disability began.

7. When do Disability Benefits Start?

If Social Security decides you are disabled, in most cases your monthly benefits will begin with the sixth full month of your disability. Here’s a simple example of how this works:

John has a severe heart attack on March 15.  He files for disability on March 29, and his claim is approved on March 30.  September is the sixth full month that he is disabled, so his benefits begin on that month.  Social Security checks are usually paid the following month, so John’s first check will arrive in October.

8. Is the spouse of a retired or disabled worker entitled to benefits?

An individual is entitled to spouse’s benefits on a worker’s Social Security record if:

a) The worker is entitled to retirement or disability benefits, and 

b) The individual has filed an application for spouse’s benefits, and

c)  The spouse is not entitled to a retirement or disability benefit based on a primary insurance amount equal to or larger than one-half of the workers primary insurance amount, and

d)  The spouse is either age 62 or over, or has “in care” a child under age 16 or disabled, who is entitled to benefits on the worker’s Social Security record.

The spouse must have been married to the worker for at least one year just before filing an application for benefits, or the spouse must be the natural parent of the worker’s biological child.


9. If the spouse of a retired worker starts receiving a spouse’s benefit before Normal Retirement Age, how is the benefit reduced?

The spouse’s full benefit is determined.  This is one-half of the retired worker’s full (unreduced) benefit, sometimes called the Primary Insurance Amount.   The spouse’s full benefit is then reduced by 25/36 of 1 percent (1/144) for each of the first 36 months that the spouse is under Normal Retirement Age when benefits commence and by 5/12 of 1 percent (1/240) for each month in excess of 36. This same reduction applies to benefits payable to former spouses.

10. What does having a child “in care” mean?

Having a child in care is a basic requirement for spouse’s benefits when the spouse is under age 62 or if that spouse is applying for mothers and fathers benefits on the deceased worker’s record.  “In care” means that the parent exercises parental control and responsibility for the welfare and care of a child under age 16 or a child older than age 16, who is disabled or mentally incompetent.

11. I am a divorced spouse of a retired worker.  Could I be entitled to any benefits?

You may be if you were married to the retiree for 10 years before the divorce, you are age 62 or over and you are not married. Additionally, your former spouse must be eligible for retirement or disability benefits.  A divorced spouse who is age 62 or over and who has been divorced for at least two years is able to receive benefits based on the earnings of a former spouse who is eligible for retirement benefits.  The two-year waiting period is waived if the worker was entitled to benefits prior to the divorce. You should contact your local Social Security office to get more details and to file an application for divorced spouse’s benefits.

The amount of a divorced spouse’s benefit is calculated in the same manner as that of a spouse.  Typically that amount will equal 1/2 of the beneficiary’s former spouse’s unreduced benefit. A divorced spouse’s benefit is paid independently of other family benefits.

12. I have two children at home and I plan to retire next fall.  Will my children be eligible for monthly Social Security checks after I retire? 

Monthly Social Security payments may be made to unmarried children under age 18 or age 19 if still in high school, or children age 18 or over who were severely disabled before age 22 and who continue to be disabled.

13.  My two children and I have been receiving survivor benefits since my spouse died.  Will these benefits continue if I remarry?  I would be age 42 when I remarry.

The remarriage would have no effect on the benefits being paid to your children.  If you are receiving benefits only because you are caring for your children, your benefits would end at the time of your remarriage unless you marry someone who is receiving Social Security benefits.

The remarriage of a widow or surviving divorced spouse after age 60, or the remarriage of  a disabled widow(er) or disabled surviving divorced spouse after age 50 and after the onset of the disability, will not prevent that individual from becoming entitled to benefits on his or her prior deceased spouse’s Social Security record.

14. My mother, a widow, died in January.  Must I return her January benefit (paid in February) even though she was alive most of the month?

To be entitled to a Social Security benefit check for a given month, the person must be alive the entire month.  No benefit is payable for the month of death.

15. What is the Social Security lump sum death payment?

A lump sum death benefit of $255 is paid upon the death of an insured worker, provided he is survived by a spouse who was living in the same household as the deceased at the time of death, or a spouse or dependent child eligible to receive Social Security benefits for the month of death based on his earnings record. 

An application need not be made by the widow(er) if he or she was receiving a spouse’s benefit when the worker died.  Otherwise, an application must be filed within two years after the insured person’s death unless good cause can be shown why the application was not filed timely.
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