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History Behind America’s
Retirement Safety Net

Social Security

A Signed into law in 1935 during the
Great Depression

A Single largest source of retirement
Income for 64% of retirees

A About 22% of married couples
and 47% of single people (ages
65+) receive 90% or more of their
Incomes from Social Security

Source: Social Security Administration, 2015



Divorce and
Social Security Disability

6 Social Security Disability payments begin after 5 full months of
being disabled. Eligible for Medicare after 24 months (2 years).

Family receives benefits as long as:

5 Spouse or ex-spouse Is age 62 or older

5 At any age, if spouse or ex-spouse is caring for your child
under age 16. Benefits end when child turns age 16

s Children receive monthly benefits as long as they are:

s Unmarried

s Younger than age 18

s 18-19 years old and a full time student
no higher than grade 12

s 18 and older and disabled before age 22

5 Children may receive up toone-h a | f of the parentod
payment
5 Child Support obligation applies (T\ @

Source: Social Security Administration, 2016



Social Security Disability Income
Family Benefit

s Family maximum payment is determined as part of
every Social Security benefit computation and can

befrom150to180per cent of the par e
amount. If the total amount payable to all family
members exceeds this |1 mit,
reduced proportionately exc
total equals the maximum allowable amount.




Social Security Disability

s Workeros Compensation and ot her publ i
the Social Security benefit. Total amount cannot exceed 80 percent of
the workerodos current earnings before

s Other public disability payments that may affect the amount of Social
Security disability benefit are those paid by a federal, state or local
government and are for disabling medical conditions that are not job

related. Examples are:

civil service disability benefits
state temporary disability benefits
state or local government retirement benefits that are

based on disability
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Social Security Disab
Case Studx
y:

Social Security Disability Income Case Stu

E
<

s Mark became disabled and his average current earnings were
$4,000 a month. Mark, his ex-spouse, Susan and their two
children, Jake age 8 and Olivia, age 11, are eligible to receive a
total of $2,200 a month in Social Security Disability benefits.

s However, Mar k al so receives $2,0
compensation. Since the total amount of benefits Mark would

receive ($4,200) is more than 80 percent ($3,200) of his

average current earnings ($4,000), Mar ks Soci al Sec
benefits will be reduced by $1, 00
benefit will be reduced until the month he reaches full retirement

age. ('\




Who Is Eligible for Social
Security Retirement Benefits?

A worker who has accumulated a minimum of
40 work credits (about 10 years of work)

Benefit is based on an average of the

highest 35 years of earnings in which the worker
paid payroll taxes

Spouse of eligible worker

Ex-spouse married for at least 10 years to an
eligible worker and not remarried
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What Percentage of Income
Could Social Security Provide?

For Americans aged 65
and older who have a
household income of
$63,648 or more,

Social Security provides

about 45% of income

Social
Security

45%

Source: Income of the Population 55 or Older, 2012,
Social Security Administration, 2014 (most current data available)




Understanding COLAs

NCES COLA

Since 1975 4.0% average
2009 5.8%

2010 0%

2011 0%

2012 3.6%

2013 1.7%

2014 1.5%

2015 1.7%

2016 0%

Inflation was too low to trigger COLA for 2016. The average retired

wor ker 0s

Source: Social Security Administration, 2015

mont hly

b e $1e341iin 2016,3p FZ t i 1
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When Can You Claim Social Security
Retirement Benefits?

Benefits are based on the age
when you claim them:

A Earliest age: 62*

AAFull reti6bwmBent 0 age:
(depending on year of birth)

A Latest age: 70

*Surviving spouses can claim survivor benefits at age 60.

® e e

Source: Social Security Administration, 2015



How Does Initial Claiming Age
Affect Monthly Benefit?

At age 62:

Monthly benefit could be reduced
by 25% to 30%, depending on the
year you were born

At nf ul | retir eme
Entitled to 100% of full benefit

At age 70 (latest age):

Monthly benefit would be 132% of
full benefit (depending on year of birth)




Reduction in Benefits at
Age 62

Percentage

reduction
Year of Full Retirement at age 62:
Birth Age Worker

1943-1954 66 25.00%
1955 66 and 2 months 25.83%
1956 66 and 4 months 26.67%
1957 66 and 6 months 27.50%

1958 66 and 8 months 28.33%
1959 66 and 10 months 29.17%
1960 & later 67 30.00%




Benefits for Same-Sex
Married Couples

a Same sex couples who are
legally married are entitled
to the same Social Security
benefits as other married
couples.




Spousal Benefit

You must be age 62 or older to qualify

You must have been married for at
least one year

Your spouse must first file for
Social Security benefits

If claimed at your full retirement age,
the spousal benefit would be

one-halfof your spouseaos
Primary Insurance Amount*

*The spousal benefit is permanently reduced if you claim it before
reaching full retirement age.




Deemed Rule Changes

Resulting from the Bipartisan Budget Act of 2015

Under the new deeming rules, once you
file for Social Security, you will be deemed to | &
be applying for the highest benefit to which '
you are entitled, whe,
benefit or a spousal benefit. You will not be
able to switch later from one benefit to
another.

*The new deeming rules will not affect people who turned age 62 oy
before the end of 2015 and do not affect survivor benefits. (7\




In the Event of

Divorce...

EXx-spouses are entitled to
Social Security benefits ¥
based on ex0SsS WOT'r kage

s Married for at least 10 years

Are unmarried*
(1't doesnodot matter

(@]

s EXx-spouse is eligible, but has not applied
for Social Security benefits and are divorced for 2 years

s Your own worker benefit would be lower than that of ex-s pou s e 0
benefit

*If you remarry, youcannotc ol | ect retirement benefit:
unless your remarriage ends (by death, divorce or annulment). Remarriage after
reaching age 60 does not affect eligibility for survivor benefits if ?x;rs deees sec{@




How it Can Affect the Spousal and
Survivor Benefit

o The Government Pension Offset (GPO) rule reduces spousal and
survivor benefits by two-thirds of the amount of the non-covered
pension with no maximum limit.

o Social Security benefits as a spouse, widow, or widower will not
be reduced if you:

u Are receiving a government pension that is not based on your
earnings or

u Are a federal (including Civil Service Offset), state or local
government employee whose government pension is based
on a job where you were paying Social Security taxes or

u Are a federal employee who elected to switch from the Civil Service
Retirement System (CSRS) to the Fe
System (FERS) after December 31, 1987 <".. (}?

Source: Social Security Administration, 2016




Windfall Elimination Provision
(WEP)

s Some federal employees and employees of State or local government
agencies may be eligible for pensions that are based on earnings not
covered by Social Security.

s | f a worker didnodét pay Soci al Secur i
earnings and she or he is eligible for Social Security benefits, the
formula used to figure his or her benefit amount may be modified, giving
him or her a lower Social Security benefit.

5 If the worker paid Social Security tax on 30 years of substantial
earnings she or he is not affected by the WEP.

‘ |
Source: Social Security Administration, 2016 '



Special Payments After
Retirement

6 Divorcing clients may . Bonuses
receive payments for

work earned in a Vacation Pay

previous year before . Sales Commissions
start of receiving _
Social Security . Sick Pay

retirement benefits and
this does not affect their
Social Security benefits. . Back Pay

Severance Pay

» The income racere Insurance Commissions
after retirement counts Deferred Compensation

as a special payment. (; @ (}



The Impact of Waiting

. Worker benefit o
124%
Il Spousal benefit * e e
108% o @
100% @ @
933% > \\0»_1 ™

o . ., 50% 50% 50% 50% 50%

amgy 37.5% 4L7%

Filing age 62 63 64 65 66 67 68 69 70

*The percentages for the spousal benefit are based on _
t he pr i ma rPgmany hsutarece Adnsunt (benefit at full (“'\
retirement age)
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How Long Might You Spend
In Retirement?

Life expectancies for a
healthy 65-year-old

Chance of living Chance of living
to age 85 to age 90

\ 4 \ 4

to age 85 to age 90

o am

Source: American Academy of Actuaries, 2014 (Q

Chance of living [Chance of living
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Lifetime Benefits

If you delay filing for Social Security, you might
Increase not only your monthly benefits but also your
lifetime benefits, depending on how long you live.

$700,000 A

$350,000 +

$0

This hypothetical example is used for illustrative purposes only. @

62

Age 70Maximum monthly benefit: $2,640

Age 66 Full monthly benefit: $2,000

Age 62Reduced monthly benefit: ~ $1,50Q2= $>/6,000
g $504,000

» $633,600

66 70 74 78 82 86 90
Filing age

Actual benefits and results will vary.



Breaking Even

Retirement Ages
(collecting benefits early vs. later)

Breakeven Age

62 VS. 66

81 and 8 months

62 VS. 70

81 and 5 months

66 VS. 70

81 and 4 months

These hypothetical examples are used for illustrative purposes only
and are based on 2016 figures. Actual situations will vary.




New Rules in Benefit-
Enhancement Strategies

1. Restricted apgpbusabendgfiono f o
2. AFile and suspendo (vol unt
3. iDo overo or Areseto

4. iStart, stop, start againo

Use of strategies 1 and 2 is restricted by the
Bipartisan Budget Act of 2015.




“Restricted Application”
for Spousal Benefit

The Bipartisan Budget Act of 2015 limits eligibility for
this strategy to those who attained age 62 before the
end of 2015.

By claiming a restricted application for

the spousal benefit upon reaching full
retirement age, you can delay receiving
benefits based on your own work history and
later switch to the potentially higher benefit
amount.

If claimed before reaching full retirement age, the
spousal benefit is permanently reduced, and you
cannot later switch to your own worker benefit.




Spousal Benefit Case Study

John and Mary
Both age 66

Mary: Eligible for $2,000 monthly benefit at age 66 or
$2,640 at age 70

John: Eligible for $1,600 monthly benefit at age 66

If both claim benefits at age 66, they could receive a total of
$1,036,800 over the next 24 years, if they both live to age 90.

If John claims his worker benefit at age 66, Mary could claim a restricted application
for a spousal benefit of $800 at age 66 and delay her own worker benefit.

Then at age 70, Mary could switch to her own maximum monthly worker benefit of
$2,640.

This strategy could yield a total of $1,132,800 over 24 years. T h a t$%6H00 more!

The Bipartisan Budget Act of 2015 Il imits elig
to those who attained age 62 before the end of 2015.

This hypothetical example is used for illustrative purposes only. Actual situations will vary.



Spousal Benefit Case Study

Mary, age 66 and
John, age 62

Mary: Eligible for $2,000 monthly benefit at age 66 or
$2,640 at age 70

John: Eligible for $1,600 monthly benefit at age 66

Mary, age 66 and John, age 62 are married for 40 years.

If both claim benefits at age 66, they could receive a total of
$1,036,000 over 24 years, if they both live to age 90.

If Mary claims her worker benefit at age 66, John would no longer be eligible to claim a
Arestricted applicati on 0 adhe was bhornsndebd, sl it
would be lower than his own work benefit. At age 66, he can collect $1,600.

The Bipartisan Budget Act of 2015 Il imits elig
to those who attained age 62 before the end of 2015.

This hypothetical example is used for illustrative purposes only. Actual situations will vary.



Spousal Benefit Case Study:
The Gray Divorce

ohn, age 66 and

Mary, age 62

John: Eligible for $2,000 monthly benefit at age 66 or
$2,640 at age 70

Mary: Eligible for $1,600 monthly benefit at age 66

John is age 66 and Mary is age 62. They are married for 40 years and decide to get
divorced.

If both claim benefits at age 66, they could receive a total of $1,036,000 over 24 years,
if they both live to age 90.

If John claims his worker benefit at age 66, Mary would no longer be eligible to claim a
Arestricted appl i catatage@b, ab she waabos ppn 4954 ant it
would be lower than her own work benefit. At age 66, she can collect a monthly
benefit of $1,600.

The Bipartisan Budget Act of 2015 Il imits elig
to those who attained age 62 before the end of 2015.

This hypothetical example is used for illustrative purposes only. Actual situations will vary.



The Bipartisan Budget Act of 2015 effectively eliminates
use of this strategy as of April 30, 2016.

Higher-earning or older spouse reaches
full retirement age

Files for Social Security benefits to enable his or

her spouse (often the lower-earning spouse) to

claim a spousal benefit

The Spousal benefit could be as high as 50% of highere ar ner 0 s
Primary Insurance Amount

Higher-earning or older spouse would then voluntarily
suspend his or her own benefits and could continue

to work, earning additional retirement creditd @& @



File and Suspend Case Study

Bill and Alice
Both age 66
Before April 30, 2016

Bill: Eligible for $2,000 monthly benefit at age 66
or $2,640 at age 70

Alice: Eligible for $600 monthly worker benefit at age 66

If Bill applies for benefits at age 66, Alice could receive a
spousal benefit of $1,000 at age 66. This is higher than the
amount she would receive based on her own earnings history.

Bill immediately suspends his own benefit and continues working
while earning delayed retirement credits.

At age 70, Bill could receive his maximum benefit amount.

The Bipartisan Budget Act of 2015 effectively eliminates use
of this strategy as of April 30, 2016.

This hypothetical example is used for illustrative purposes
only. Actual situations will vary.



File and Suspend Case Study:

The Gray Divorce

Bill and Alice
Both age 66
\May 1, 2016 and thereafter

Bill: Eligible for $2,000 monthly benefit at age 66
or $2,640 at age 70

Alice: Eligible for $600 monthly worker benefit at age 66

If Bill applies for benefits at age 66, Alice could receive a
spousal benefit of $1,000 at age 66. This is higher than the
amount she would receive based on her own earnings history.

Bill and Alice are getting divorced. Bill immediately suspends his own
benefit and continues working while earning delayed retirement credits.
Al i ceds spousal b e Ateadei7@, Bill cautd eecesvel s |
his maximum benefit amount and Alice could receive her spousal

benefit.

This hypothetical example is used for illustrative purposes
only. Actual situations will vary.



How to Receive Retroactive Benefits

Before the Bipartisan Budget Act of 2015 change;

fyou nfile and suspendo fhleraticementage af t er

Could later request a lump-sum payment of six months of retroactive
benefits (equal to benefits you would have received since filing)

Your future benefit would be based on the lower amount

After April 30, 2016, you no longer have the ability to receive any retroactive
payment s when you nAfile and suspend?o

*Based on changes in the Bipartisan Budget Act of 2015

Note: Retroactive benefits are not available for any month before full retirement age.

® e e
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“Do Over” or “Reset” Strategy

Avalilable only once in your lifetime

Application to withdraw benefits must
be made within 12 months of

Must repay all benefits you
and your spouse received

Social Security Form
SSA-521

60 days to change
your mind

R o,



“Start, Stop, Restart” Strategy —

Im act on the Gray Divorce
Must reach full retirement age

/73 (or later) in order to voluntarily

' suspend benefits and restart them later

\ -
\ /\'(‘.’1-'

, After April 30, 2016, when one spouse
Q’ | suspends Social Security benefits, his
R - or her spouse will not be eligible to
receive spousal benefits during the
time when benefits are suspended.
Nor would an eligible dependent child
be able to receive dependent benefits
during the suspension. (3 (& @




Survivor Benefit

Survivor benefit is based on the
earnings of the person who died

Reduced survivor benefit
at age 60

Full survivor benefit at
full retirement age

If you remarry before age 60,
you will forfeit survivor benefit
(while you are married)*

*Unless remarriage has ended in divorce
or annulment.




Switching from Worker to
Survivor Benefits

You can switch from

a survivor benefit to

one based on your own
work record, or vice versa




Odds of Widowhood

Women are nearly four times more
likely than men to become widowed*

O«

O¢

About one-fourth of women who
become widows are under age 652

O«

On average, widowhood itself
causes a decline in income:
22% for a man and 37% for a woman?3

O¢

14.8% of widows age 55 and older
live below the poverty line#

Sources: 11 2) U.S. Census Bureau, 2013;
3) U.S. Government Accountability Office, 2012;
4) Social Security Administration, 2014




Before you make a decision...

Compare these two approaches to determine
which one might enhance your lifetime benefits

1. Start survivor benefits as early as age 60
and switch to your own retirement benefit at
full retirement age or later.

2. Start your own retirement benefit starting as
early as age 62 and switch to a survivor benefit
at full retirement age.




How Does Working Affect
Social Security Benefits?

Retlrement Ear_nlngs Test applles when E—
you claim benefits before reaching full A . .
my claims benefits

retirement age and you continue to Work eIt

. : o AShe earns $20,720
If this occurs, $1 in benefits is deducted ($5.000 over the limit)

for each $2 you earn above the annual AHer annusl Sofcial

. | : Security benefits

limit: $15,720 in 2016 would be reduced by
a - $2,500 ($1 for every

In the _calendar year |n.wh|ch you .reach 42 earned over the

full retirement age, $1 in benefits is annual limit)

deducted for each $3 you earn above a

higher limit: $41,880 in 2016




Will Your Social Security
Benefits Be Taxed?

Taxable portion Combined income
of benefits | gingle or HHLD filer

Married joint filer

$25,000 to $34,000 | $32,000 to $44,000

Over $34,000 Over $44,000

ACombined incomeo formula used by th

Adjusted gross income
+ Tax-exempt interest
+ 50% of Social Security benefits G\

Z



Taxability of Soci%l Security Benefits

ouple 1 Couple 2
Two Examples (traditional IRA) (Roth IRA)
Annual income:
Interest income (CDs) $ 5,000 $ 5,000
Dividend income (stocks) $10,000 $10,000
Tax-free bond interest income $ 5,000 $ 5,000
IRA income $25,000 $25,000*
Social Security benefit* $22,000** $22,000**
Total income $67,000 $67,000
ACombined Iincomeo for purposes
of determining tax on benefits: $56,000 $31,000
Taxability of benefits: 85% 0%

These hypothetical examples are used for illustrative purposes only. Actual results will vary.
They assume two married couples filing jointly with similar incomes, but one couple has income
from a traditional IRA and one couple has income from a Roth IRA.

*None of the Roth I RA income is used in the form

**Only half of the Social Security benefit, $11,000, is used
i n the formula for Acombined income. 0



Social Security Has “Issues”

Surplus
or fnAl OUs o 3

'''''''''
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run out

Source: Social Security Administration, 2015 CQ



Uncertain Future of America’s
Retirement Safety Net

Active workers per Social Security recipient

. l"," "- d Ve, 3
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nuu: y

1950: 16.5 2014: 2.8 2035: 2.1

(€Y
Source: Social Security Administration, 2014 \4



