Social Security benefits: A short primer

Although Social SecuritybenefitsarenOlikely to makeup a sizablepart of your retirement
income,your planningwouldnObe completewithout gettinga goodgraspon how much
youOlbe receivingand,if you planto work part-timeafter retirementthe impactof your
earningson your benefits.

Full benefits? When? It depends.

Many peoplecontinueto believemistakenlythatthey canstartreceivingfull SocialSecurity
benefitsat age65. ThatOsi0 longertrue. Becauseof longerlife expectanciesthe Social
Securitylaw waschangedn 1983to increasethefull retirementagein gradualsteps.

Forexample,if youwerebornin 1938,full benefitsareavailableat age65 andtwo
months.Thennormalretirementagefor thosebornbetween1938and1942risesby two
monthsfor eachyearof thattime frame. For thoseborn between1943and 1954, full benefits
are availableat age66. Startingfor thosebornin 1955,the two-months-a-yeascheduleis
backin placeuntil 1960,whennormalretirementagewill freezeat age67.

Receiving benefits early

You canbeginreceivingSocial Securitybenefitsasearly as ages2. If you do beginreceiving
benefitsearly, they will be permanentlyreduced baseduponthe numberof monthsthatyou
receivechecksbeforeyou reachfull retirementage.

Forexample,f your full retirementageis 66, andyou retire at age62, thereis about
a 25%reductionin your benefits.

As a generatule, early retirementwill give you aboutthe sametotal Social Security
benefitsoveryour lifetime asretirementat the normalage,butin smalleramountssoasto
takeinto accountthe longerperiod during which you will receivethem.

Starting benefits after normal retirement age

SocialSecuritybenefitsareincreasedy a certainpercentagef you chooseto delayreceiving
them.Theseincreasewill be addedin automaticallyfrom the time thatyou reachyour full
retirementageuntil you starttaking your benefits,or until you reachage70. The percentage
variesdependingon your yearof birth.



Forexample,f youwerebornin 1943or later,8% peryear(2/3 of 1% permonth)
will be addedto your benefitfor eachyearthatyou delaysigningup for Social Security
beyondyour full retirementage.

If you decideto delayyour retirementthe Social SecurityAdministration strongly
urgesyou to sign up for Medicareat age65. In somecircumstancesnedicalinsurancecosts
moreif you delayapplyingfor it.

Working while collecting benefits

You maycontinueto work andstill receiveretirementbenefits.Your earningsin or afterthe
monththatyou reachyour full retirementagewill notaffectyour Social Securitybenefits.
However,your benefitswill bereducedf your earningsexceedcertainlimits for the months
in the calendaryearbeforeyou reachnormalretirementage.

Example: In 2007,if youOreinderfull retirementage,$1 in benefitswill be deducted
for each$2 in earningsthatyou haveabovethe annuallimit of $12,900.In theyearthatyou
reachyour full retirementage,your benefitswill be reduced$l for every$3thatyou earn
overa differentannuallimit, $34,490in 2007,until the monththatyou reachfull retirement
age. Theryour earningswill no longeraffectthe amountof your monthly benefits,no matter
how muchyou earn.The annuallimits increaseeachyearasaveragevagesincrease.

The question of tax

About 20% of the peoplewho get Social Securityhaveto pay federalincometax on a portion
of their benefits(up to a maximumof 50%). The calculationis complicatedbut goeslike this:
First, you addone-halfof your benefitsandyour otherincomeandcompareit to a base
levelN$32,000 for marriedcouplesfiling a joint return,$25,000for singles.(Generally,
Ootheincome0s definedasadjustedgrossincomeasreportedto the IRS plus tax-exempt
interest.)The taxableportion of your benefitsis eitherone-halfof your benefitsor one-halfof
the Oexcess@ver the baselevel, whicheveris less. Thaamountis thentaxedat your
marginaltax rate.

Read your Statement

EachyearNusually aboutthreemonthsbeforeyour birthdayNyou receivea Social Security
Statementhat providesa recordof your earnings estimatef your Social Securitybenefits
for earlyretirementfull retirementandretirementat age70. It alsoprovidesan estimateof
the disability benefitsthatyou could receiveif you becomeseverelydisabledbeforeyouOre
eligible for full retirement,aswell asestimatesof theamountof benefitspaid to your spouse
and othetreligible family membersasa resultof your retirement,disability or death.



The SocialSecurityStatementanbe a valuabletool to helpyou in planningfor
retirement.It canserveanotherpurposeaswell. Becauseahe Statementncludesa full record
of whenyou contributedto Social Securityaswell asthe amountsthatyou contributed,you
havean opportunityto spotandcorrectanyinaccuraciegprior to thetime thatyou wantto

beginreceivingbenefits.
© 2007 M.A. Co. All rights reserved.

Any developments occurring after January 15, 2007, are not reflected in this article.



