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RETIREMENT PLANNING & EMPLOYEE BENEFITS FOR FINANCIAL PLANNERS

4TH EDITION UPDATES

CHAPTER 11

Example 11.1, page 524
If an employee earns a salary of $104,500 in 2008, the first $102,000 of the employee’s salary will be
subject to a tax of 7.65 (6.2 + 1.45) percent while the remaining $2,500 will be subject to a tax of only
1.45 percent. The employer pays the same amount as the employee.

Example 11.6, page 532
For a worker age 62 in 2008, the indexing factor for the year 1970 is determined by
dividing the national average wage for 2006 (when the worker attained age 60),
which was $38,651.41, by the national average wage for 1970 (the year being
indexed), which was $6,186.24, yielding a factor of 6.2480. 

Taxable Amount x Tax Rate Total Tax

Employee - Social Security $102,000 6.20% $6,324.00

Employee - Medicare $104,500 1.45% $1,515.25

Total Tax $7,839.25
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Year AW I Age Factor Age Factor
1951 2,799 5 13.8082 8 12.1697
1952 2,973 6 12.9994 9 11.4569
1953 3,139 7 12.3116 10 10.8506
1954 3,156 8 12.2484 11 10.7949
1955 3,301 9 11.7074 12 10.3182
1956 3,532 10 10.9421 13 9.6437
1957 3,642 11 10.6135 14 9.3541
1958 3,674 12 10.5208 15 9.2724
1959 3,856 13 10.0242 16 8.8347
1960 4,007 14 9.6457 17 8.5011
1961 4,087 15 9.4577 18 8.3354
1962 4,291 16 9.0067 19 7.9380
1963 4,397 17 8.7911 20 7.7480
1964 4,576 18 8.4460 21 7.4437
1965 4,659 19 8.2966 22 7.3121
1966 4,938 20 7.8268 23 6.8980
1967 5,213 21 7.4138 24 6.5341
1968 5,572 22 6.9370 25 6.1139
1969 5,893 .76 23 6.5580 26 5.7798
1970 6,186 .24 24 6.2480 27 5.5066
1971 6,497 .08 25 5.9490 28 5.2431
1972 7,133 .80 26 5.4181 29 4.7751
1973 7,580 .16 27 5.0990 30 4.4940
1974 8,030 .76 28 4.8129 31 4.2418
1975 8,630 .92 29 4.4782 32 3.9469
1976 9,226 .48 30 4.1892 33 3.6921
1977 9,779 .44 31 3.9523 34 3.4833
1978 10,556.03 32 3.6615 35 3.2271
1979 11,479.46 33 3.3670 36 2.9675
1980 12,513.46 34 3.0888 37 2.7223
1981 13,773.10 35 2.8063 38 2.4733
1982 14,531.34 36 2.6599 39 2.3442
1983 15,239.24 37 2.5363 40 2.2353
1984 16,135.07 38 2.3955 41 2.1112
1985 16,822.51 39 2.2976 42 2.0250
1986 17,321.82 40 2.2314 43 1.9666
1987 18,426.51 41 2.0976 44 1.8487
1988 19,334.04 42 1.9991 45 1.7619
1989 20,099.55 43 1.9230 46 1.6948
1990 21,027.98 44 1.8381 47 1.6200
1991 21,811.60 45 1.7721 48 1.5618
1992 22,935.42 46 1.6852 49 1.4853
1993 23,132.67 47 1.6709 50 1.4726
1994 23,753.53 48 1.6272 51 1.4341
1995 24,705.66 49 1.5645 52 1.3788
1996 25,913.90 50 1.4915 53 1.3145
1997 27,426.00 51 1.4093 54 1.2421
1998 28,861.44 52 1.3392 55 1.1803
1999 30,469.84 53 1.2685 56 1.1180
2000 32,154.82 54 1.2020 57 1.0594
2001 32,921.92 55 1.1740 58 1.0347
2002 33,252.09 56 1.1624 59 1.0244
2003 34,064.95 57 1.1346 60 1.0000
2004 35,648.55 58 1.0842 61 1.0000
2005 36,952.94 59 1.0460 62 1.0000
2006 38,651.41 60 1.0000 63 1.0000
2007 Not Ava il. 61 1.0000 64 1.0000
2008 Not Ava il. 62 1.0000 65 1.0000

Age 62 in 2008 Age 65  in 2008
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Example 11.7, page 533
Assume you have two clients, Ronnie and Karen. Both clients retire in 2008. Ronnie, born in 1946,
retires at age 62. Karen, born in 1943, retires at her normal (or full) retirement age. In each case, we
assume the worker has covered earnings from 1966 through 2006, as shown in columns labeled “nomi-
nal earnings.”

Indexing brings nominal earnings up to near-current wage levels. For each case, the table shows columns
of earnings before and after indexing. Between these columns is a column showing the indexing factors.
A factor will always equal one for the year in which the person attains age 60 and all later years. The
indexing factor for a prior year Y is the result of dividing the average wage index for the year in which
the person attains age 60 by the average wage index for year Y. For example, Ronnie’s indexing factor for
1966 is the average wage for 2006 ($38,651.41) divided by the average wage for 1966 ($4,938.36).

The highest 35 years of indexed earnings are used in the benefit computation. The selected indexed
amounts are bold. Below the indexed earnings are the sums for the highest 35 years of indexed earnings
and the corresponding average monthly amounts of such earnings. (The average is the result of dividing
the sum of the 35 highest amounts by the number of months in 35 years.) Such an average is called the
“Average Indexed Monthly Earnings” (AIME).

As you can see from the following chart, Ronnie’s AIME is $3,077 and Karen’s AIME is $3,851.
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Example 11.8, page 536
Recall from the previous example Ronnie retired in 2008, 2008 is the year in which
he is first eligible for benefits and his AIME is $3,077. Ronnie’s PIA is $1,397.02
(rounded down to $1,397.00) which is calculated below.

90% x $711 $639.90
32% x ($3,077 - $711) $757.12
15% x $0 $0.00
PIA $1,397.02

Nominal Indexing Indexed Nominal Indexing Indexed
earnings factor earnings earnings factor earnings

1966 $4,612 7.8268 $36,097 $4,193 6.8980 $28,923 
1967 $4,892 7.4138 $36,268 $4,713 6.5341 $30,795 
1968 $5,167 6.9370 $35,844 $5,194 6.1139 $31,755 
1969 $5,525 6.5580 $36,233 $5,747 5.7798 $33,217 
1970 $5,847 6.2480 $36,532 $6,262 5.5066 $34,482 
1971 $6,140 5.9490 $36,527 $6,746 5.2431 $35,370 
1972 $6,452 5.4181 $34,957 $7,253 4.7751 $34,634 
1973 $7,088 5.0990 $36,142 $8,135 4.4940 $36,558 
1974 $7,535 4.8129 $36,265 $8,815 4.2418 $37,392 
1975 $7,988 4.4782 $35,772 $9,511 3.9469 $37,538 
1976 $8,589 4.1892 $35,981 $10,396 3.6921 $38,383 
1977 $9,186 3.9523 $36,306 $11,293 3.4833 $39,337 
1978 $9,742 3.6615 $35,671 $12,151 3.2271 $39,212 
1979 $10,521 3.3670 $35,424 $13,305 2.9675 $39,482 
1980 $11,447 3.0888 $35,357 $14,667 2.7223 $39,927 
1981 $12,485 2.8063 $35,037 $16,197 2.4733 $40,060 
1982 $13,748 2.6599 $36,568 $18,051 2.3442 $42,316 
1983 $14,513 2.5363 $36,809 $19,273 2.2353 $43,082 
1984 $15,228 2.3955 $36,479 $20,445 2.1112 $43,164 
1985 $16,131 2.2976 $37,063 $21,887 2.0250 $44,320 
1986 $16,827 2.2314 $37,547 $23,063 1.9666 $45,356 
1987 $17,335 2.0976 $36,362 $23,994 1.8487 $44,358 
1988 $18,450 1.9991 $36,884 $25,779 1.7619 $45,420 
1989 $19,369 1.9230 $37,247 $27,311 1.6948 $46,287 
1990 $20,146 1.8381 $37,030 $28,659 1.6200 $46,427 
1991 $21,087 1.7721 $37,367 $30,257 1.5618 $47,255 
1992 $21,884 1.6852 $36,880 $31,663 1.4853 $47,028 
1993 $23,024 1.6709 $38,470 $33,582 1.4726 $49,453 
1994 $23,234 1.6272 $37,806 $34,155 1.4341 $48,982 
1995 $23,869 1.5645 $37,342 $35,360 1.3788 $48,755 
1996 $24,839 1.4915 $37,048 $37,071 1.3145 $48,731 
1997 $26,067 1.4093 $36,736 $39,188 1.2421 $48,674 
1998 $27,602 1.3392 $36,965 $41,790 1.1803 $49,324 
1999 $29,061 1.2685 $36,864 $44,305 1.1180 $49,533 
2000 $30,696 1.2020 $36,898 $47,115 1.0594 $49,914 
2001 $32,410 1.1740 $38,050 $50,076 1.0347 $51,815 
2002 $33,200 1.1624 $38,591 $51,629 1.0244 $52,891 
2003 $33,551 1.1346 $38,068 $52,503 1.0000 $52,503 
2004 $34,388 1.0842 $37,285 $54,148 1.0000 $54,148 
2005 $36,400 1.0460 $38,073 $56,092 1.0000 $56,092 
2006 $37,900 1.0000 $37,900 $56,408 1.0000 $56,408 
2007 $38,113 1.0000 $38,113 $57,103 1.0000 $57,103 

$1,292,401 $1,617,228 
$3,077 $3,851 Total ÷  420 Months     AIME AIME 

Year
Ronnie, born in 1946 Karen, born in 1943

Highest-35 total Highest-35 total 
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Recall that Karen’s AIME is $3,851. Since she was first eligible for benefits in 2005 (the year Karen
reached age 62), the bend points for 2005 must be used. In addition, her PIA must be increased by cost-
of-living adjustments, or COLAs, for 2005 through 2007. These COLAs are 4.1 percent, 3.3 percent,
and 2.3 percent respectively. The resulting PIA is $1,742.20.

Example 11.9, page #537
Assume Ronnie begins receiving benefits at the earliest possible age, which is age
62. Then the benefit amount for Ronnie is reduced for 48 months of retirement
before Ronnie’s normal retirement age, which is 66 years. The $1,397.00 PIA is
thus reduced to a monthly benefit of $1,047.75. 

The benefit amount for Karen, assuming that benefits begin exactly at her normal retirement age of 65
years and 10 months, is not reduced except for rounding down to the next lower tenth of a dollar. 

Example 11.13, page 542
Matthew is 64 years old and despite being retired from his occupation as an attorney, earned $20,000 in
2008 while working as a golf instructor at a local golf course. Matthew’s monthly retirement benefit
from Social Security is normally $1,200, which totals $14,400 for the entire year. Because Matthew
exceeded the retirement earnings limitation, how much money will be reduced from Matthew’s Social
Security retirement benefit for 2008? 

The Social Security Administration will reduce Matthew’s benefits for the year by $3,220. Matthew will
receive $11,180 in retirement benefits ($14,400 annual retirement benefit less $3,220 reduction). Mat-
thew’s total income for 2008 will be $31,180, instead of $34,400.

90% x $627 $564.30
32% x ($3,779 - $627) $1,008.64
15% x ($3,851 - $3,779) $10.80
PIA $1,583.74
2005 adjustment X 1.041
2006 adjustment X 1.033
2007 adjustment X 1.023
Resulting PIA $1,742.20*

*Adjusted for rounding.

PIA $1,397.00

5/9 x 1% x 36 months Less 20% reduction

5/12 x 1% x 12 months Less 5% reduction

Monthly Benefit $1,047.75

Matthew’s total earnings in 2008 $20,000

Earnings limitation  ($13,560)

Remainder excess $6,440

One-half deduction ÷ 2

Benefits reduced by: $3,220
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Example 11.23, page 552
If an individual has the maximum PIA for 2008, $2,185 per month, this would provide a maximum
family benefit of $3,823.80 per month as shown by the calculation below: 

Example 11.24, page 552
Natalie and Brian, both age 50, are married and have two children, Ashley (age 15) and Kayli (age 5).
Brian is disabled and has a PIA amount equal to the maximum PIA ($2,185).   As seen in the example
above, the maximum family benefit is $3,823.80. Because Brian is disabled, Natalie, Ashley, and Kayli
are each entitled to receive a benefit equal to 50% of Brian’s PIA, subject to the maximum family benefit
limit, because the two children are under 18 and Natalie is a spouse/caretaker of a child under 18. With-
out regard to the maximum family benefit, they would each receive:

Because the benefit exceeds the maximum family benefit, the amounts for Natalie, Ashley, and Kayli
must be prorated. Therefore, they will each receive $546.26 [($3,823.80 -$2,185)/3]

$909 X 1.50 = $1,363.50

($1,312 - $909) X 2.72 = 1096.16

($1,711 - $1,312) X 1.34 = 534.66

($2,185 - $1,711) X 1.75 = 829.50

$3,823.82 ∼ $3,823.80

Brian $2,185 100% of PIA

Natalie $1,092.50 50% of Brian’s PIA

Ashley $1,092.50 50% of Brian’s PIA

Kayli $1,092.50 50% of Brian’s PIA

Total $5,432.50

Brian $2,185 100% of PIA

Natalie $546.26 50% of Brian’s PIA subject to maximum family benefit

Ashley $546.26 50% of Brian’s PIA subject to maximum family benefit

Kayli $546.26 50% of Brian’s PIA subject to maximum family benefit

Total $3,823.80
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Assume instead that Ashley is 19 and no longer eligible to receive benefits under Brian. The maximum
family benefit would be calculated as follows:

Now assume Ashley is 19 and Kayli is 17. In this case, Natalie is no longer eligible because she is not car-
ing for a child under 16. The family benefit would be calculated as follows:

Notice that Kayli is limited to 50% of Brian’s PIA, thus they do not reach the maximum family benefit.

Brian $2,185 100% of PIA

Natalie $819.40 50% of Brian’s PIA subject to maximum family benefit

Ashley $0.00 Not eligible

Kayli $819.40 50% of Brian’s PIA subject to maximum family benefit

Total $3,823.80

Brian $2,185 100% of PIA

Natalie $0.00 Not eligible

Ashley $0.00 Not eligible

Kayli $1,092.50 50% of Brian’s PIA

Total $3,277.50


