Savvy Social
Security Planning
for Boomers

By Elaine Floyd, CFP®
Director of Retirement and Life Planning, Horsesmouth, LLC




Two ways Social Security planning can
help your business

« Reach out to new clients by providing general
Information about Social Security retirement
benefits

» Better serve existing clients by providing
customized advice on how to maximize their
Social Security benefits
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Prospect for new clients by
providing general information on
Social Security at

e Client seminars
* Introductory meetings with new clients
* Networking meetings with centers of influence

Sharing general information about Social Security allows you to
- Demonstrate your expertise

« Establish trust and build a reputation for solving complex
problems

* Invite personal questions leading to one-on-one consultations

Savvy Social Security Planning



Key things to know

 How benefits are calculated

« Effect of early or delayed retirement

* Rules for spouses

* Rules for survivors

« How COLAs affect benefits

 How working affects benefits

e Taxation of benefits

 Medicare

e Solvency issues and reform proposals
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How benefits are calculated

Pages 44-46 of the Financial Advisor’'s Guide to SSSB

Steps in calculating PIA (Social Security does this; you don't)

Tally each year's earnings on which Social Security taxes were paid
Apply index factor to each year's earnings (varies with age)

Take 35 highest years' earnings and find the total

Divide total by 420 (the number of months in 35 years)

Result is AIME, or average indexed monthly earnings

Apply formula to AIME: multiply "bend points" by 90%, 32%, and 15%
Total = PIA

NOoO Ok owDE

Key takeaway: Primary Insurance Amount is based on earnings history. PIA is the
benefit at full retirement age. Actual benefit depends on 2 additional factors:
age benefits are claimed and cost-of-living adjustments.
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Effect of early or delayed retirement

Page 48 of the Financial Advisor's Guide to SSSB
e FRA =66 for boomers born between 1943 and 1954
o If apply at other ages:

Age % of PIA
62 75

63 80

64 86-2/3
65 93-1/3
66 100

67 108

68 116

69 124

70 132

Key takeaway: Applying prior to FRA causes a permanent reduction in benefits.
Delaying onset of benefits increases benefit by 8% per year up to age 70.
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Rules for spouses

Pages 51-53, 81-93, 95-103 of the Financial Advisor's Guide to SSSB

 Wife receives the higher of her own benefit or %2 husband's PIA if she applies at
FRA

 If she applies before FRA, actuarial reduction is applied to both own and
spousal benefit

 Husband must file for benefits in order for wife to receive spousal benefit

 No delayed credits for spousal benefits

 Both husbands and wives can claim spousal benefit at FRA and delay own
benefit to age 70

Key takeaway: Coordination of spousal benefits is extremely complex.
Better to work with actual cases than try to apply rules of thumb.
(Estimate actual benefit amounts and use Spousal Planning
Calculator.)
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Rules for survivors

Pages 92-93, 95-103 of Financial Advisor’'s Guide to SSSB

« Survivor benefit = the higher of 100% of deceased spouse's benefit
or survivor's own benefit

« Can apply at age 60 but actuarial reduction will apply

* Apply at FRA for full survivor benefit or delay to age 70 to increase
benefit

 Remarriage before age 60 stops survivor benefit

Key takeaway: Husband should do all he can to increase own benefit (i.e., delay to
age 70) in order to maximize survivor benefit. Same breakeven analysis applies
to survivor benefits if widow has other resources (i.e., may pay to delay).
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How COLAs affect benefits

Pages 54-55, 79-80 of the Financial Advisor’'s Guide to SSSB

« Cost-of-living adjustment announced in October; affects benefits received in
January

¢ COLAs based on CPI-W from 4t quarter of one year through 3" quarter of
next

e« COLA for 2009: 5.8% (unusually high due to spike in energy prices in the
summer of 2008)

« COLA for 2010: Watch CPI-W announcements from 10/08 through 9/09: go
to www.bls.gov/cpi. COLA to be announced in October 2009 likely to be
low or zero (won't be negative)

* For long-term planning, trustees estimate annual COLAs of 2.8%

Key takeaway: COLAs magnify impact of early or delayed benefits. (See
Simple Breakeven Calculator)
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How working affects benefits

Pages 53-54, 143-144 of the Financial Advisor's Guide to SSSB

« If under FRA: $1 in benefits withheld for every $2 earned over $14,160 in
2009

 Year attain FRA, in months before birth month: $1 in benefits withheld for
every $3 earned over $37,680 in 2009

« After FRA no reduction in benefits for working
« Don't confuse reduction of benefits with taxation of benefits

Key takeaway: Don’t apply for early benefits if plan to earn much more
than $14,160.
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Taxation of benefits

Pages 105-115 of the Financial Advisor’'s Guide to SSSB

Modified adjusted gross income (MAGI)
+ One-half of Social Security income

+ Tax-exempt interest

= “Provisional income”

« If provisional income is over $44,000 for married couples or $34,000 for
singles, 85% of Social Security benefits are taxed as ordinary income

 Key takeaway: Consider taxation of benefits when deciding when to
apply. May be better to delay Social Security and draw from IRAs and
other resources first. Engage tax advisor for complete tax analysis.
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Medicare

Pages 125-135 of the Financial Advisor’'s Guide to SSSB

 Medicare starts at age 65
« If already receiving Social Security, Medicare is automatic

« If delaying benefits, should apply for Medicare 3 months prior to 65" birthday; if fail to
apply by 4" month after 65™ birthday, penalty will be added to Part B premium

« |If still working and covered by employer plan (or spouse's group plan), can delay
applying for Medicare

* Medicare involves deductibles and copayments and does not cover everything;
supplemental insurance may be necessary

 Medicare does not cover long-term care

Key takeaway: Every boomer needs a crash course in Medicare in order
to avoid penalties, take advantage of benefits, and purchase additional
coverage as needed.

Savvy Social Security Planning




Solvency issues and reform proposals

Pages 150-161 of the Financial Advisor’'s Guide to SSSB

* According to the 2008 trustees report:

Income is expected to exceed costs until 2017 (or 2026 if you count interest on
the trust fund)

In 2026 trust fund will gradually start being depleted

By 2041 trust fund will be exhausted; income will be enough to pay 78% of
promised benefits

Trustees report comes out in April of each year; numbers are revised as actual
experience and assumptions change

President Obama has promised Social Security reform; options include raising
payroll taxes on high-income workers, raising the retirement age, and revising
the formula for future benefits

Key takeaway: Boomers WILL be able to count on Social Security
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Delivering customized advice

 Apply Social Security rules and benefit calculations
to specific situations
* One-on-one consultations with clients

 Serve as a resource to centers of influence - ask them to send
you their questions
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Customized advice involves

* Information gathering - SS statement if possible;
otherwise age, income, marital status, retirement goals

* Benefit estimate using SSA calculators

* Benefit projections using Savvy Social Security
calculators

* Specific recommendations
 When to apply
 How to coordinate spousal benefits

« How to coordinate with other income sources e.g.,
IRAS, pensions, annuities, and investment
accounts
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Savvy Social Security Planning

How to use the Savvy Social Security
Calculators

See Appendix A of the Financial Advisor’s Guide to SSSB

Overview of the four calculators
« Simple breakeven calculator

* Retirement spending calculator

* Reinvest breakeven calculator

« Spousal planning calculator




Estimating a client's
Social Security benefits

See Appendix A of the Financial Advisor’s Guide to SSSB

e SSA Quick Calculator

e SSA Online Calculator

e SSA Detailed Calculator

e SSA Retirement Estimator

* Annual Social Security statement
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Simple

breakeven
calculator
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51,828
1,879
1,522
1,986
2,041
2,009
2,157
2,218
2,280
2,344
2,409
2,477
2,546
2,617
2,691
2,766
2,844
2,923
3,005
3,089
3,176
3,265
3,356
3,450
3,547
3,646
3,748
3,853
3,061
4,072
4,186
4,303
4,423
4,547
4,675
4,805
4,940
5,078
5,221

$5,367
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25,860
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64,400

$21,938
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| $1,580,908
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90,828
93,371
95,988
98,672

101,436

104,277
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140,481
189,955

240,813

293,006
346,842
402,094

458,093 Breakeven age. If the cllent llves bayond this

517,202

age, hafshe will recelve more cumulative

577,306 benefits by starting benefits at the later age.

639,010
703,443
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1,359,528

1,443,135
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1,617,437

1,708,265
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1,897,623

1,996,296

2,007,732

2,202,000

$107,196 §32,309,205




Retirement
spending
calculator
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Relinvest breakeven

calculator
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Spousal planning

calculator
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Spousal planning

calculator
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Where to go for more information

See list of articles and papers in Appendix B

Go to www.ssa.goV,; use search tool

Call the SSA hotline at 800-772-1213

Watch Horsesmouth for Social Security updates
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Good luck!
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