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This content includes an option to download the entire publication as a print-ready PDF. To access the
publication, please click on the

icon on the task bar at the bottom of the screen.

Notice to Readers
This publication has not been approved, disapproved, or otherwise acted upon by any senior technical
committees of, and does not represent an official position of the American Institute of Certified Public
Accountants. It is distributed with the understanding that the contributing authors and editors, and the
publisher, are not rendering legal, accounting, or other professional services in this publication. If legal
advice or other expert assistance is required, the services of a competent professional should be sought.

4

aicpa.org/pfp

©2016, AICPA

About the AICPA Personal Financial Planning Division
The AICPA Personal Financial Planning (PFP) Division supports both the PFP Section and the Personal
Financial Specialist (PFS) credential.
The PFP Section is the premier provider of information, tools, advocacy, and guidance for CPAs who
specialize in providing estate, tax, retirement, risk management, and investment planning advice to individuals and closely held entities. The primary objective of the PFP Section is to support its members by
providing resources that enable them to perform valuable personal financial planning services in the
highest professional manner. Members of this section broaden their technical expertise, improve their
professional competence, and receive resources to deliver high-quality, profitable PFP services.
The PFS credential is the only comprehensive financial planning credential that is exclusive to CPAs.
Whether a CPA specializes in PFP with his or her clients or interacts with other financial planning professionals, the PFS credential adds credibility. The PFS credential allows CPAs to demonstrate the powerful combination of extensive tax expertise and comprehensive knowledge of financial planning. PFS
credential holders have a specific experience, education, and examination requirement that sets them
apart from other CPAs and financial planners.

AICPA PFP Executive Committee
The PFP Executive Committee supports the AICPA by providing its members with information, advocacy, and leadership to enable them to perform valuable PFP services in the highest professional manner. It strives to gain recognition by the public as the premier provider of PFP services. The committee
also assists in developing public statements made by AICPA in the area of PFP. It determines Institute
technical policies regarding PFP and serves as the Institute's official voice on those matters.
For more information and education on many of the topics covered in this publication, visit our PFP web
seminar archive, Forefield Advisor, PFP Resources page, Advanced PFP Conference recordings, and the
AICPA PFP Section homepage at aicpa.org/PFP.
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Preface
This handbook is designed by CPAs for CPAs. Although many resources provide Social Security facts
or advice, including those from the Social Security Administration, few are oriented towards professionals seeking to offer guidance to clients. The CPA trusted adviser is in a unique position to assist clients
with Social Security and other retirement benefit issues because of his or her unique understanding of a
range of personal financial planning concerns, including taxation. Many clients of the baby boom generation will be retiring in the next 20 years and will be looking to you to assist them in optimizing their retirement financing. We hope you will find this handbook a valuable tool to use when giving advice on
Social Security benefits to anyone who intends to collect Social Security benefits. Although some of the
examples here address concerns for people over 60, it is best to begin planning as long before retirement
as possible.

How to Use This Guide
This is meant to be a practical guide that blends information and planning guidance in a way that, as it is
read, allows the adviser to "hear” his or her clients asking related questions. You will find plainly stated
information with references to Social Security Administration publications for more details.
Look at the
icon for some important planning tips based on the information. We have included actual questions raised by clients on the topics and the response that was provided by advisers consulting
with Elaine Floyd at Horsesmouth, LLC.
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Chapter 1
Background and Basics
General Statistics
According to a report by the Trustees of the Social Security program issued June 22, 2016, 60 million
people received some type of Social Security benefit in 2015, totaling $897 billion.
According to the Social Security Fact Sheet issued by the Social Security Administration (SSA) in June
2016, 51 percent of married couples and 74 percent of unmarried persons receive 50 percent or more of
their income from Social Security.
The poverty rate for those age 65 and older was 35 percent in 1960. In 2012, the poverty rate for those
age 65 and over was 9.1 percent. That age group would have had a poverty rate of 44.4 percent if they
did not have Social Security benefits (Source: Center on Budget and Policy Priorities based on data from the U.S.
Census Bureau, Current Population Survey, March 2013.)

Obviously, Social Security has become an integral financial consideration for most Americans. To counsel them effectively, advisers must be aware of what the program can and can’t do. Let’s begin here with
some basic background information that will come in handy as you move into subsequent chapters on
client planning concerns. Beginning in this chapter, and throughout the book, we’ll frame many sections
around questions that a client might ask a CPA, so that practitioners can easily find the answers to common concerns.

Should I Include Social Security in My Retirement Planning?
This is a question that only an individual and his or her adviser can answer for each situation. The continued viability of the Social Security program is a topic that has been, and will continue to be, discussed
by politicians and regulators. Although an ideal retirement scenario would not depend on Social Security, based on the statistics, it should not be ignored. We don’t know what the future holds, but Social Security is likely to continue as a source of some retirement income for baby boomers. From a planning
perspective, any assumptions made about the impact of Social Security on retirement should be conservative.
Every year, the government-appointed Social Security Board of Trustees releases a report on the financial outlook for the Social Security and Medicare Trust Funds. The 2016 trustees report
(http://www.ssa.gov/oact/tr/2016/tr2016.pdf) was released on June 22, 2016.
In the 2016 Annual Report to Congress, the trustees announced the following:
•

The projected point at which the combined trust funds will be exhausted comes in 2034—the
same as estimated in last year's report. At that time, there will be sufficient tax revenue to pay
about 79 percent of benefits.

•

The combined trust fund reserves are growing and will continue to do so through 2019. Beginning with 2020, the cost of the program is projected to exceed income.
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There is no correct answer on how to include Social Security in planning. Ultimately, your clients must
each make their own retirement-planning decisions based on their level of comfort with the risks.

PLANNING TIP: In retirement planning, consider including 100 percent of the calculated benefit for
workers over the age of 50 and 75 percent for those under 50.

How Do I Apply for Social Security Benefits?
You can apply online at www.ssa.gov. Click on the button "Apply Online for Retirement Benefits" and
follow the instructions. You cannot apply online more than four months prior to your 62nd birthday (that
is, you cannot do this too far in advance). The following information appears on the site:
You can apply online for retirement benefits or benefits as a spouse if you
•

are at least 61 years and 9 months old;

•

are not currently receiving benefits on your own Social Security record;

•

have not already applied for retirement benefits; and

•

want your benefits to start no more than four months in the future.

Note: We cannot process your application if you apply for benefits more than four months in advance.
It normally takes three to four months to begin receiving benefits after an application is made. If you
have a special consideration (that is, name change, applying for benefits on someone else’s record, or
some of the strategies outlined in this manual), go to www.ssa.gov and click on "Social Security Office
Locator." Enter your zip code, and you will be given the address, office hours, general directions, and a
map to the nearest Social Security office.
The Social Security brochure entitled Retire Online (SSA Pub. No. 05-10522) is helpful. Local offices
are placing a lot of emphasis on online enrollment.

How Do I Manage an Individual’s Social Security Benefit If They Are Unable to Do It
Themselves?
Form SSA-11-BK—Request to be Selected as Payee is necessary if a spouse, relative, friend, or trustee
wants to manage an individual’s Social Security benefit when that individual is not capable of managing
the benefit themselves. The SSA will not recognize a power of attorney form for this purpose.
The representative payee, after approval, must keep records of expenses and, when SSA asks, must provide an accounting of the funds taken in and disbursed. Individuals appointed are not allowed to charge
a fee for being a representative payee. If the beneficiary is institutionalized, the payee must first pay for
customary charges, then current maintenance, and then can use the remainder for a dependent spouse,
child, or parent living at home.
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PLANNING TIP: Social Security checks are now directly deposited into an individual’s (or joint) bank
account. A bank merger or a bank’s data being hacked could result in the depositor needing to establish
new checking or savings accounts with new account numbers. Social Security direct deposit information
will then need to be changed. But what if your spouse cannot make the change on his or her own?
For example: A spouse could have been diagnosed with early stage Alzheimer’s disease and currently be
fine making his or her own decisions. Eventually, the spouse will be in a position in which he or she is
unable to make financial decisions.
Having the healthy spouse become a representative payee while the other spouse is still able to make decisions will be a much easier process than waiting until the time that person is unable to make decisions
because of the process involved in becoming a representative payee.
For more information, go to www.ssa.gov/payee

How Much of My Pre-Retirement Earnings Are Subject to Social Security Tax?
The maximum earnings subject to Social Security for 2016 is $118,500. The chart at the end of this section displays the maximum taxable earnings from 1937 to the current year.
The current Social Security tax rate (6.2 percent in 2016) is applied each year to the maximum earnings
subject to Social Security. If a client has one employer, Social Security tax is withheld up to the maximum limit, and no tax is applied to or withheld for any further income. In some cases, clients with multiple employers may have tax withheld up to the maximum from more than one job. The client would
then apply for a refund of the overpaid Social Security tax on his or her personal income tax return filed
the following year.
The Medicare portion of the Social Security payroll tax, currently at 1.45 percent for 2016, is applied to
all wages. There is no maximum wage limit for this tax. An additional 0.9 percent Medicare tax is imposed on single earned income in excess of $200,000 and joint earned income in excess of $250,000 beginning in 2013 as part of the Patient Protection and Affordable Care Act.
The employer matches both the Social Security tax of 6.2 percent and the Medicare portion of 1.45 percent on each employee’s wage. Employers do not match the additional 0.9 percent excess earnings Medicare tax.
A self-employed person pays both the employee and the employer portion of these taxes. Their effective
rates are 12.4 percent and 2.9 percent for the Social Security tax and Medicare tax, respectively.

Maximum Taxable Earnings Each Year
1937–50

$3,000

1979

$22,900

1992

$55,500

2005

$90,000

1951–54

3,600

1980

25,900

1993

57,600

2006

94,200

1955–58

4,200

1981

29,700

1994

60,600

2007

97,500

1959–65

4,800

1982

32,400

1995

61,200

2008

102,000

1966–67

6,600

1983

35,700

1996

62,700

2009

$106,800

1968–71

7,800

1984

37,800

1997

65,400

2010

$106,800

1972

9,000

1985

39,600

1998

68,400

2011

$106,800

1973

10,800

1986

42,000

1999

72,600

2012

$110,100
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1974

13,200

1987

43,800

2000

76,200

2013

$113,700

1975

14,100

1988

45,000

2001

80,400

2014

$117,000

1976

15,300

1989

48,000

2002

84,900

2015

$118,500

1977

16,500

1990

51,300

2003

87,000

2016

$ 118,500

1978

17,700

1991

53,400

2004

87,900

Source: www.socialsecurity.gov/planners/maxtax.htm

What Qualifies as Full Retirement Age?
A client’s full retirement age (FRA) is the age when he or she qualifies to receive the entire or "full" Social Security retirement benefit based on his or her earnings history. This age varies based on when he or
she was born (see the chart below). Everyone who is qualified to receive Social Security retirement benefits can begin taking them as early as age 62 or delay up to age 70.
Clients beginning benefits after age 62 but before FRA receive a reduced benefit computed as a percentage of what they would receive at FRA. The reduction is calculated by multiplying 5/9 percent times the
number of months before FRA up to 36 months, plus 5/12 percent times the number of months before
FRA for additional months beyond 36.
Clients who delay beginning Social Security benefits beyond FRA earn delayed retirement credits
(DRCs) up to age 70. No additional credits are added after age 70. The DRC for those born after 1943 is
2/3 of 1 percent per month, or 8 percent per year, multiplied by the FRA benefit. The DRC is not compounded. The following chart displays the FRA for various birth years:

Age to Receive Full Social Security Benefits
Year of Birth

Full retirement age

1943–1954

66

1955

66 and 2 months

1956

66 and 4 months

1957

66 and 6 months

1958

66 and 8 months

1959

66 and 10 months

1960 and later

67

Note: People who were born on January 1 of any year should refer to the previous year.
Source: www.ssa.gov/pubs/10035.html
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Is There a Limit on What I Can Earn Between Age 62 and FRA?
If you have earned income during this period, you will be subject to an earnings test that may cause your
Social Security benefit to be reduced. If this happens, when you reach FRA, your Social Security benefit
will be recalculated upward to account for those months in which benefits are withheld.
For this purpose, earned income includes any wages from your employer and net earnings from selfemployment. Other earnings, such as pensions, annuities, or investment income, do not affect your Social Security benefits.
General Earnings Test
In 2016, a client who begins collecting Social Security benefits after age 62 and before FRA may have
earned income up to $15,720 without experiencing any reduction in benefits. Their Social Security benefit is reduced by $1 for every $2 of earned income beyond $15,720.
Earnings Test During the First Partial Year
Earned income prior to collecting benefits is not counted, and the earnings test is applied on a monthly
basis ($1,310 per month) for the remainder of the first year.
Earnings Test in the Year FRA Is Reached
The earnings limit is increased to $41,880 before a reduction applies, and the reduction is $1 of Social
Security benefit for every $3 of earned income over the limit. The limit applies only to the months before reaching FRA. Starting with the month FRA is reached, the client can have unlimited earned income and still receive their full Social Security benefit.
See SSA Publication No. 05-10003 (www.ssa.gov/pubs/10003.html) for annual changes in the earnings
limit.
ACTUAL CLIENT CONCERN: I am age 62 1/2 and will retire in a few months and begin receiving
Social Security benefits. I have an opportunity to do some independent contracting work for my former
employer. My independent contractor income will be about $2,200 a month for the remainder of the year
(four months). I have been told that there is a Social Security monthly earnings test that allows maximum monthly earnings of $1,310 ($15,720/12). Will my Social Security benefits be reduced because my
monthly postretirement self-employment income will be greater than $1,310 a month? Is the yearly
maximum broken down to a monthly maximum? And will my earnings before retirement be counted
toward the yearly maximum?
ADVISER RESPONSE: I’ll answer your last question first. Under a special rule for the first year of retirement, the regular pre-retirement wages you earned before beginning to collect Social Security benefits would not count in the earnings test. Now let’s turn to the question of self-employment income.
Once you begin collecting Social Security, the earnings test is applied on a monthly basis at the rate of
$1,310 per month. If your monthly earnings after retirement are $2,200 over four months, that adds up to
$8,800. The monthly earnings maximum for four months adds up to $5,240 ($1,310 × 4). That means
that you are a total of $3,560 over the limit. The SSA would withhold one-half of that from your benefit
($1 for every $2 you earn). When you reach FRA, the benefit will be recomputed to remove the actuarial
reduction for those four months. For more information on working in retirement, see SSA Publication
05-10069 (www.socialsecurity.gov/pubs/10069.html).
©2016, AICPA
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ACTUAL CLIENT CONCERN: How can the government take $1 for every $2 earned over my maximum earned income before FRA?
ADVISER RESPONSE: The earnings test assumes that people who earn a high income and aren’t really "retired" don’t need as much Social Security income. To discourage them from claiming early benefits, part of their benefits are withheld if they earn more than the earnings test amount. The earnings test
used to apply to everyone under age 70 (with a higher amount after FRA). In response to complaints that
it discouraged older people from working, the Senior Citizens’ Freedom to Work Act in 2000 eliminated
the earnings test for anyone over FRA.
How does it work? The SSA first asks people under FRA who are receiving benefits to estimate their
earned income for the year. Let’s say a person who is receiving $1,500 in Social Security benefits plans
to earn $30,000 this year. Subtract $15,720, which is the 2016 annual earnings limit, from the $30,000
anticipated earnings, and you get $14,280 in excess compensation for the year. Divide $14,280 by 2 and
you get $7,140 in withheld benefits. Rather than withholding the benefits proportionally each month, the
SSA does not pay benefits for as many months as it takes to make up the $7,140. Dividing $7,140 by
$1,500, you get 4.76. This means five months of benefits would be withheld, with the extra partialmonth amount paid back the following January. After the year is over and actual earnings have been reported, any necessary adjustments will be made.

PLANNING TIP: The Affordable Care Act (ACA) has opened opportunities for people not yet at FRA
whereby they do not need to be employed to have access to health insurance. Once someone is age 65,
Medicare is the primary health care coverage vehicle, and the ACA specifically excludes Medicare from
its jurisdiction.

How Does the Cost of Living Adjustment Work?
The Social Security Cost of Living Adjustment (COLA) is computed each year based on the Consumer
Price Index for Urban Wage Earners and Clerical Workers (CPI-W) from the third quarter of the prior
year to the third quarter of the current year. This formula has been used since 1982. The COLA is then
applied to Social Security benefits beginning in the next calendar year. The following chart shows the
annual COLA adjustments for the last 36 years.
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To access additional chapters of The CPA’s Guide to Social Security Planning, you
must be a PFP Section member or PFS Credential holder.
For more information on PFP Section membership, go to
aicpa.org/PFPSectionOffer.
For more information on obtaining the PFS Credential, go to aicpa.org/PFS.

If your firm is a member of PCPS, the Guide is available on their website as well.
For more information on the Private Company Practice Section (PCPS), click here.

Two additional guides that address topics that relate to this guide are:
 The CPA’s Guide to Financing Retirement Healthcare
 The CPA’s Guide to Practical Retirement Planning
Excerpts (for anyone) and the full guides (for PFP/PFS members) are available on
the Personal Financial Planning Section’s website on the retirement resources
page: aicpa.org/pfp/retirement.

aicpa.org/pfp

This page intentionally left blank.

20966B-378

T: 888.777.7077 | F: 800.362.5066 | E: pfp@aicpa.org | W: aicpa.org/PFP

