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Introduction

The 1977 Amendments to the Social Security Act brought about many changes
involving both financing and benefits. Imn particular, a new "decoupled" or
wage—indexed method of computing benefits was added for new beneficiaries
beginning in 1979, and two existing methods were changed. This Actuarial
Note will explain how to use the wage—indexed method to compute a Primary
Insurance Amount (PIA) and Maximum Family Bemefit (MFB), as well as when to
use that method and when to use one of the methods carried over from the
previous law. Other changes brought about by the Amendments, though
significant, will not be discussed here.

Since 1979, there have been five basic types of benefit computations:

(1) the PIA table method, which has been in the law in substantially
the same form since the 1950 Amendments;

(2) the wage-indexed formula method, introduced in the 1977
Amendments; h

(3) the transitional guarantee method, also introduced in the 1977
Amendments;

(4) the old-start method, which was first included in the 1939
Amendments and changed by the 1950, 1967, and 1977 Amendments;

(5) the special minimum method, which was introduced in the 1972
Amendments and changed by the 1973 and 1977 Amendments.

A potential beneficiary receives the highest benefit yielded by any of the
methods which apply in his case. (For people turning 62 in 1975 and later, and
for disability and survivor cases where the worker is under age 62, benefit
computations do not depend on the sex of the worker.. To simplify the
exposition, only the male gender will be used in the following discussion.)
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Determining Applicability of Each Method

One or more of the first three methods may apply to a new beneficiary
depending on the type of benefit and year of eligibility. For purposes of
computing benefits, "year of eligibility" means (1) for retirement benefits,
the year of attaining age 62, (2) for disability benefits, the earlier of
the year of onset of disability or the year attaining age 62, and (3) for
survivor benefits, the earlier of the year of death or the year attaining
age 62.

The applicability of each of the first three methods for retirement
benefits will be discussed first. Each method's applicability depends on
the year of the worker's attainment of age 62. The PIA table method ap-—
plies to workers attaining age 62 before 1979, the wage-indexed formula
applies to workers attaining age 62 in 1979 or later, and the transitional
guarantee applies to workers attaining age 62 between the years 1979 and
1983, inclusive.

Next to be discussed is the applicability of each of the first three
methods to the computation of disability benefits. The PIA table method
applies if the year of eligibility is before 1979, and the wage-indexed
formula applies if the year of eligibility is 1979 or later. In no case
may the transitional guarantee be used.

Problems arise in certain cases when applying the above rules to de-
termine the year of eligibility and the applicability of the transitional
guarantee. Consider first the case where a worker attaining age 62 before
1979 is eligible for both a retirement benefit and a disability benefit.
Such a worker would have his benefit calculated under the PIA table method,
even if he becomes disabled in 1979 or later, because the year of eligibil-
ity (for disability) cannot be after the year of attainment of age 62, Next
consider the more involved case of someone attaining age 62 in the years
1979 to 1983, inclusive, and becoming disabled in 1979 or later. Applying
the above rules, he may use the wage-indexed formula, and not the transi-
tional guarantee, for calculating his disability benefit. However, he may
elect instead to apply for a retirement benefit, if he is eligible, in which
case he may also use the transitional guarantee. The disadvantage in such a
procedure is that the retirement benefit is subject to a reduction of 5/9 of
one percent per month for retirement before age 65. For instance, for dis-
ability at age 62, the disability benefit would be 100 percent of the wage-
indexed formula PIA, whereas the retirement benefit would be 80 percent of
the transitional guarantee PIA (or 80 percent of the wage~indexed formula
PIA, if that were greater). Possible advantages in selecting the retirement
benefit are that the transitional guarantee PTA may be significantly greater
than the wage-indexed formula PIA, and the five-month waiting period which
applies in disability cases does not apply in retirement cases.

Next to be considered is the applicability of each of the first three
methods to the computation of survivor benefits. The PIA table method and
wage-indexed formula method apply in a manner analogous to their application





