Appendices

E. ACTUARIAL ANALYSIS OF BENEFIT DISBURSEMENTS FROM THE
FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND
WITH RESPECT TO DISABLED BENEFICIARIES
(Required by section 201(c) of the Social Security Act)

Effective January 1957, monthly benefits have been payable from the
OASI Trust Fund to disabled children aged 18 and over of retired and
deceased workers in those cases for which the disability began before
age 18. The age before which disability is required to have begun was
subsequently changed to age 22. Effective February 1968, reduced
monthly benefits have been payable from this trust fund to disabled
widows and widowers at ages 50 and above. Effective January 1991, the
requirements for the disability of the widow or widower were made less
restrictive.

On December 31, 1991, about 687,000 persons were receiving monthly
benefits from the OASI Trust Fund because of their disabilities or the
disabilities of children. This total includes 49,000 mothers and fathers
(wives or husbands under age 65 of retired-worker beneficiaries and
widows or widowers of deceased insured workers) who met all other
qualifying requirements and were receiving unreduced benefits solely
because they had disabled-child beneficiaries (or disabled children aged
16 or 17) in their care. Benefits paid from this trust fund to the persons
described above totaled $3,174 million in calendar year 1991. Table
II1.E.1 shows these and similar figures for selected calendar years during
1960-91, and estimated experience for 1992-2001 based on the intermedi-
ate set of assumptions.
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TABLE Iil.E.1.— BENEFAIT DISBURSEMENTS FROM THE OASI TRUST FUND WITH
RESPECT TO DISABLED BENEFICIARIES, SELECTED CALENDAR
YEARS 1960-1991, AND ESTIMATED FUTURE DISBURSEMENTS
DURING 1992-2001 BASED ON INTERMEDIATE ASSUMPTIONS
[Beneficiaries in thousands; benefit payments in millions]
Disabled beneficiaries, end of year Amount of benefit payments®

Widows- Widows-
Calendar year Total Children* widowers Total Children®> widowers®
Historical data:
1960 117 117 — $59 $59 —
214 214 — 134 134 —
316 281 36 301 260 M1
435 376 58 664 560 104
519 460 59 1,223 1,007 126
594 547 47 2,043 1,860 183
614 565 49 2,198 2,001 197
629 580 49 2,314 2,111 203
640 591 49 2,503 2,292 211
651 602 49 2,669 2,448 221
662 613 49 2,875 2,642 233
687 627 61 3,174 2,870 304
Estimates:
1992 709 645 64 3,444 3,108 336
1993.. 728 664 64 3,674 3,324 350
1994 .. 748 685 63 3,931 3,568 363
1995 .. 768 706 62 4213 3,839 373
1996 790 729 61 4,539 4,150 389
813 752 62 4,899 4,491 408
837 776 61 5,295 4,868 427
858 797 61 5,725 5,278 447
875 816 60 6,167 5,701 466
893 834 59 6,621 6,137 484

1Beginning in 1966, includes payments for vocational rehabilitation services.
2Also includes certain mothers and fathers (see text).

’In 1983 and grior years, reflects the ofisetting effect of lower benefits payable to disabled widows
and widowers who continue to receive benefits after attaining age 60 (62, for disabled widowers, prior
to 1973) as compared to the higher nondisabled widow's and widower's benefits that would otherwise
be payable.

Total benefit payments from the OASI Trust Fund with respect to
disabled beneficiaries are estimated to increase from $3,444 million in
calendar year 1992 to $6,621 million in calendar year 2001, based on
alternative II.

In calendar year 1991, benefit payments (including expenditures for
vocational rehabilitation services) with respect to disabled persons from
the OASI Trust Fund and from the DI Trust Fund (including payments
from the latter fund to all children and spouses of disabled-worker
beneficiaries) totaled $30,873 million, of which $3,174 million, or 10.3
percent, represented payments from the OASI Trust Fund. These and
similar figures for selected calendar years during 1960-91 and estimates
for calendar years 1992-2001 are presented in table IILE.2.
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TABLE lIl.E.2—BENEFIT DISBURSEMENTS UNDER THE OASDI PROGRAM WITH
RESPECT TO DISABLED BENEFICIARIES, BY TRUST FUND, SELECTED
CALENDAR YEARS 1960-1991, AND ESTIMATED FUTURE DISBURSEMENTS
DURING 1992-2001 BASED ON INTERMEDIATE ASSUMPTIONS

[Amounts in millions}

OASI Trust Fund

DI Trust Percentage
Calendar year Total’ Fund? Amount’ of total
Historical data:
1960 $627 $568 $59 9.4
1965 1,707 1,573 134 7.9
1970 3,386 3,085 301 8.9
1975 9,169 8,505 664 7.2
1980 16,738 15,515 1,223 73
1985 20,879 18,836 2,043 9.8
1986 22,054 19,856 2,198 10.0
1987 22,841 20,527 2,314 10.1
1988 24 211 21,708 2,503 103
1989 25,581 22 911 2,669 104
1990 27,710 24,835 2,875 104
1991 30,873 27,698 3,174 103
Estimates:

1992 33,857 30,413 3,444 102
1993 36,500 32,826 3,674 101
1994 39,453 35,522 3,931 10.0
1995 42,756 38,543 4213 9.9
1996 46,560 42,021 4,539 97
1997 50,721 45,822 4,899 9.7
1998 55,307 50,012 5,295 9.6
1999 60,249 54,524 5,725 9.5
2000 65,561 59,394 6,167 94
2001 71,228 64,607 6,621 93

'Beginning in 1966, includes payments for vocational rehabilitation services.
*Benefit payments to disabled workers and their children and spouses.

*Benefit payments to disabled children aged 18 and over, to certain mothers and fathers (see text),
and to disabled widows and widowers (see footnote 3, table Hi.E.1).
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F. FEDERAL REGISTER NOTICE

DEPARTMENT OF HEALTH AND
HUMAN SERVICES

Office of the Secretary

1992 Cost-of-Living Increase and
Other Determinations

AGENCY: Social Security Administration,
HHS.

ACTION: Notice.

SUMMARY The Secretary has determined—

1) A 3.7 percent cost-of-living increase in
benefits under title II, effective for December
1991 (the Old-Age, Survivors, and Disability
Insurance (OASDI) fund ratio, determined to be
82.2 percent for 1991, does not affect this cost-
of-living increase);

(2) An increase in the Federal Supplemental
Security Income (SSI) (titie XVI) monthly bene-
fit amounts for 1992 to $422 for an eligible
individual, $633 for an eligible individual with an
eligible spouse, and $211 for an essential person;

(3) The average of the total wages for 1990 to
be $21,027.98;

(4) The amount of earnings a person must
have to be credited with a quarter of coverage in
1992 to be $570;

(5) The monthly exempt amounts under the
Social Security retirement earnings test for tax-
able years ending in calendar year 1992 to be
$850 for beneficiaries age 65 through 69 and
$620 for beneficiaries under age 65;

(6) The “bend points” used in the benefit
formula for workers who become eligible for
benefits in 1992 and in the formula for comput-
ing maximum family benefits;

(7) The deemed average wages total for 1990
to be $21,341.82;

(8) The OASDI contribution and benefit base
to be $55,500 for remuneration paid in 1992 and
self-employment income earned in taxable years
beginning in 1992;

(9) The Hospital Insurance contribution base
to be $130,200 for remuneration paid in 1992 and
self-employment income earned in taxable years
beginning in 1992; and

(10) The “old-law ” contribution and benefit
base to be $41,400 for 1992.

FOR FURTHER INFORMATION CONTACT.: Jeffrey L.
Kunkel, Office of the Actuary, Social Security Adminis-
tration, 6401 Security Boulevard, Baltimore, MD 21235,
(410) 965-3013.

SUPPLEMENTARY INFORMATION: The Secretary is
required by the Social Security Act (the Act) to publish
within 45 days after the close of the third calendar
quarter of 1991 the benefit increase percentage and the
revised table of “special minimum” benefits (section
215())2)D)). Also, the Secretary is required to publish
before November 1 the average of the total wages for

1990 (section 215G)(2NCXii)) and the OASDI fund ratio
for 1991 (section 215()}(2)(C)(ii)). Finaily, the Secretary
is required to publish on or before November I the
contribution and benefit base for 1992 (section 230(a)),
the amount of earnings required to be credited with a
quarter of coverage in 1992 (section 213(d)2)), the
monthly exempt amounts under the Social Security re-
tirement earnings test for 1992 (section 203(f)}(8)(A)), the
formula for computing a primary insurance amount for
workers who first become eligible for benefits or die in
1992 (section 215(a)}{(1XD)), and the formula for comput-
ing the maximum amount of benefits payable to the
family of a worker who first becomes eligible for old-
age benefits or dies in 1992 (section 203(a)(2)(C))-
OASDI Fund Ratio

General. Section 215(i) of the Act provides for
automatic cost-of-living living increases in
OASDI benefit amounts. This section also in-
cludes a “stabilizer™ provision that can limit the
automatic QA SDI benefit increase under certain
circumstances. If the combined assets of the
OASI and DI Trust Funds, as a percentage of
annual expenditures, are below a specified
threshold, the automatic benefit increase is equal
to the lesser of (1) the increase in average wages
or (2) the increase in prices. The threshold
specified for the OASDI fund ratio is 20.0
percent for benefit increases for December of
1989 and later. The law also provides for subse-
quent “Catch-up” benefit increases for benefi-
ciaries whose previous benefit increases were
affected by this provision. “Catch-up” benefit
increases can occur only when trust fund assets
exceed 32.0 percent of annual expenditures.

Computation.Section 215(i) specifies the com-
putation and application of the OASDI fund
ratio. The OASDI fund ratio for 1991 is the ratio
of (1) the combined assets of the OASI and DI
Trust Funds at the beginning of 1991 to (2) the
estimated expenditures of the OASI and DI
Trust Funds during 1991, excluding transfer pay-
ments between the OASI and DI Trust Funds,
and reducing any transfers to the Railroad Re-
tirement Account by any transfers from that
account into either trust fund.

R atio.The combined assets of the OASI and
DI Trust Funds at the beginning of 1991 equaled
$225,277 million, and the expenditures are esti-
mated to be $274,154 million. Thus, the OASDI
fund ratio for 1991 is 82.2 percent, which ex-
ceeds the applicable threshold of 20.0 percent.
Therefore, the stabilizer provision does not affect
the benefit increase for December 1991. Al-
though the OASDI fund ratio exceeds the 32.0-
percent threshold for potential “catch-up” bene-
fit increases, no past benefit increase has been
reduced under the stabilizer provision. Thus, no
“catch-up” benefit increase is required.
Cost-of-Living Increases

General The cost-of-living increase is 3.7 per-
cent for benefits under titles 11 and XVT1 of the
Act.
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Under title II, old-age, survivors, and disabili-
ty insurance benefits will increase by 3.7 percent
beginning with the December 1991 benefits,
which are payable on January 3, 1992. This
increase is unaffected by the stabilizer provision,
as described above. This increase is based on the
authority contained in section 215(i) of the Act
(42 U.S.C. 415(i)).

Under title XVI, Federal SSI payment levels
will also increase by 3.7 percent effective for
payments made for the month of January 1992
but paid on December 31, 1991. This is based on
the authority contained in section 1617 of the
Act (42 U.S.C. 1382f). The percentage increase
effective January 1992 is the same as the title 11
benefit increase and the annual payment amount
is rounded, when not a multiple of $12, to the
next lower multiple of $12. (The stabilizer provi-
sion does not affect SSI payment levels.)

Automatic Benefit Increase Computation. Under
section 215(i) of the Act, the third calendar
quarter of 1991 is a cost-of-living computation
quarter for all the purposes of the Act. The
Secretary is, therefore, required to increase bene-
fits, effective with December 1991, for individu-
als entitled under section 227 or 228 of the Act,
to increase primary insurance amounts of all
other individuals entitled under title II of the
Act, and to increase maximum benefits payable
to a family. For December 1991, the benefit
increase is the percentage increase in the Consu-
mer Price Index for Urban Wage Earners and
Clerical Workers from the third quarter of 1990
through the third quarter of 1991. The Decem-
ber 1991 benefit increase is not affected by the
stabilizer provision because the OASDI fund
ratio for 1991 exceeds the 20.0 percent threshold
fixed by statute.

Section 215(i)(1) of the Act provides that the
Consumer Price Index for a cost-of-living com-
putation quarter shall be the arithmetic mean of
this index for the 3 months in that quarter. The
Department of Labor’s Consumer Price Index
for Urban Wage Earners and Clerical Workers
for each month in the quarter ending September
30, 1990, was: for July 1990, 128.7; for August
1990, 129.9; and for September 1990, 131.1. The
arithmetic mean for this calendar quarter is 129.9
(after rounding to the nearest 0.1). The corre-
sponding Consumer Price Index for each month
in the quarter ending September 30, 1991, was:
for July 1991, 134.3; for August 1991, 134.6; and
for September 1991, 135.2. The arithmetic mean
for this calendar quarter is 134.7. Thus, because
the Consumer Price Index for the calendar quar-
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ter ending September 30, 1991, exceeds that for
the calendar quarter ending September 30, 1990
by 3.7 percent, a cost-of-living benefit increase of
3.7 percent is effective for benefits under title IT
of the Act beginning December 1991.

Title 11 Benefit Amounts. In accordance with
section 215(i) of the Act, in the case of insured
workers and family members for whom eligibili-
ty for benefits (i.c., the worker’s attainment of
age 62, or disability or death before age 62)
occurred before 1992, benefits will increase by
3.7 percent beginning with benefits for Decem-
ber 1991 which are payable on January 3, 1992.
In the case of first eligibility after 1991, the 3.7
percent increase will not apply.

For eligibility after 1978, benefits are generally
determined by a benefit formula provided by the
Social Security Amendments of 1977 (Pub. L.
95-216), as described later in this notice.

For eligibility before 1979, benefits are deter-
mined by means of a benefit table. In accordance
with section 215(i)(4) of the Act, the primary
insurance amounts and the maximum family ben-
efits shown in this table are revised by (1)
increasing by 3.7 percent the corresponding
amounts established by the last cost-of-living
increase and the last extension of the benefit
table made under section 215(i)(4) (to reflect the
increase in the contribution and benefit base for
1991); and (2) by extending the table to reflect
the higher monthly wage and related benefit
amounts now possible under the increased con-
tribution and benefit base for 1992, as described
later in this notice. A copy of this table may be
obtained by writing to: Social Security Adminis-
tration, Office of Public Inquiries, 4100 Annex,
Baltimore, MD 21235.

Section 215(i)(2)(D) of the Act also requires
that, when the Secretary determines an automat-
ic increase in Social Security benefits, the Secre-
tary shall publish in the FEDERAL REGIS-
TER a revision of the range of the primary
insurance amounts znd corresponding maximum
family benefits based on the dollar amount and
other provisions described in section
215(a)(1)(C)Xi). These benefits are referred to as
“special minimum” benefits and are payable to
certain individuals with long periods of relative-
ly low earnings. In accordance with section
215(a)(IMCXi), the table below shows the revised
range of primary insurance amounts and corre-
sponding maximum family benefit amounts after
the 3.7 percent benefit increase.



SPECIAL MINIMUM PRIMARY
INSURANCE AMOUNTS AND
MAXIMUM FAMILY BENEFITS

Primary .
insurance ~ No. of Primary .
Gmoun o, e M
rayame minimum payable benefit
or Dec. earnings for Dec. payable for
1990 level 1991 Dec. 1991
$23.00 11 $23.80 $35.90
45.90 12 47.50 71.70
69.10 13 71.60 107.80
92.10 14 95.50 143.40
115.20 15 119.40 179.10
138.20 16 143.30 215.40
161.30 17 167.20 251.20
184.40 18 191.20 287.00
207.50 19 215.10 322.90
230.40 20 238.90 358.60
253.80 21 263.10 394.80
276.60 22 286.80 430.50
299.90 23 310.80 466.90
322.90 24 234.80 502.70
345.90 25 358.60 538.20
369.20 26 382.80 574.70
392.20 27 406.70 610.40
41510 28 430.40 646.10
438.10 29 45430 682.20
461.20 30 478.20 717.80

Section 227 of the Act provides flat-rate bene-
fits to a worker who became age 72 before 1969
and was not insured under the usual require-
ments, and to his or her spouse or surviving
spouse. Section 228 of the Act provides similar
benefits at age 72 for certain uninsured persons.
The current monthly benefit amount of $167.50
for an individual under sections 227 and 228 of
the Act is increased by 3.7 percent to obtain the
new amount of $173.60. The present monthly
benefit amount of $83.80 for a spouse under
section 227 is increased by 3.7 percent to $86.90.

Title XV1 Benefit Amounts. In accordance
with section 1617 of the Act, Federal SSI benefit
amounts for the aged, blind, and disabled are
increased by 3.7 percent effective January 1992.
Therefore, the yearly Federal SSI benefit
amounts of $4,884 for an eligible individual,
$7,320 for an eligible individual with an eligible
spouse, and $2,448 for an essential person, which
became effective January 1991, are increased,
effective January 1992, to $5,064, $7,596, and
$2,532, respectively, after rounding. The corre-
sponding monthly amounts for 1992 are deter-
mined by dividing the yearly amounts by 12,
giving $422, $633, and $211, respectively. The
monthly amount is reduced by subtracting
monthly countable income. In the case of an
eligible individual with an eligible spouse, the
amount payable is further divided equally be-
tween the two spouses.

Averages of the Total Wages for 1990
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General. Under various provisions of the Act,
several amounts are scheduled to increase auto-
matically for 1992. These include (1) the contri-
bution and benefit base, (2) the “old law” contri-
bution and benefit base (as determined under
section 230 of the Act as in effect before the
1977 amendments), (3) the Hospital Insurance
contribution base, (4) the amount of earnings
required for a worker to be credited with a
quarter of coverage, (5) the retirement test ex-
empt amounts, and (6) the “bend points™ in the
PIA and maximum family benefit formulas. Nor-
mally, all of these amounts would be based on
the increase in the average of the total wages.

However, section 10208 of Pub. L. 101-239
(the Omnibus Budget Reconciliation Act of
1989) requires that the contribution and benefit
base and the “old law " contribution and benefit
base be determined under a “transitional rule”
using deemed average wage amounts. Also, sec-
tion 11331 of Pub. L. 101-508 (the Omnibus
Budget Reconciliation Act of 1990) established
the Hospital Insurance contribution base for 1991
and requires that this new base be automatically
increased following the same procedure used for
the contribution and benefit base. This results in
a contribution and benefit base for the OASDI
program (the OASDI contribution and benefit
base) and a contribution base that is separate for
the Hospital Insurance program (the Hospital
Insurance contribution base). The deemed aver-
age wages and the resulting bases are determined
later in this notice.

Computation. The determinationof the average
wage figure for 1990 is based on the 1989
average wage figure of $20,099.55 announced in
the FEDERAL REGISTER on October 31,
1990 (55 FR 45856), along with the percentage
increase in average wages from 1989 to 1990
measured by annual wage data tabulated by the
Social Security Administration (SSA). The aver-
age amounts of wages calculated directly from
this data were $18,997.93 and $19,875.47 for 1989
and 1990, respectively. To determine an average
wage figure for 1990 at a level that is consistent
with the series of average wages for 1951
through 1977 (published December 29, 1978, at
43 FR 61016), we multiplied the 1989 average
wage figure of $20,099.55 by the percentage
increase in average wages from 1989 to 1990
(based on SSA -tabulated wage data) as follows
(with the result rounded to the nearest cent):

Amount. Average wage for 1990 = $20,099.55
x $19,875.47 ( $18,997.93/ $21,027.98. Therefore,
the average wage for 1990 is determined to be
$21,027.98.

Quarter of Coverage Amount

General. The 1992 amount of earnings required
for a quarter of coverage is $570. A quarter of
coverage is the basic unit for determining wheth-
er a worker is insured under the Social Security
program. For years before 1978, an individual
generally was credited with a quarter of cover-
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age for each quarter in which wages of $50 or
more were paid, or an individual was credited
with 4 quarters of coverage for every taxable
year in which $400 or more of self-employment
income was earned. Beginning in 1978, wages
generally are no longer reported on a quarterly
basis; instead, annual reports are made. With the
change to annual reporting, section 352(b) of the
Social Security Amendments of 1977 (Pub. L.
95-216) amended section 213(d) of the Act to
provide that a quarter of coverage would be
credited for each $250 of an individual’s total
wages and self-employment income for calendar
year 1978 (up to a maximum of 4 quarters of
coverage for the year).

Computation. Under the prescribed formula,
the quarter of coverage amount for 1992 shall be
equal to the 1978 amount of $250 multiplied by
the ratio of (1) the average amount, per employ-
ee, of total wages for calendar year 1990 to (2)
the average amount of those wages reported for
calendar year 1976. The section further provides
that if the amount so determined is not a multiple
of $10, it shall be rounded to the nearest multiple
of $10.

Average Wages. The average wage for calendar
year 1976 was previously determined to be
$9,226.48. This was published in the FEDERAL
REGISTER on December 29, 1978, at 43 FR
61016. The average wage for calendar year 1990
has been determined to be $21,027.98 as stated
above.

Quarter of Coverage Amount. The ratio of the
average wage for 1990, $21,027.98, compared to
that for 1976, $9,226.48, is 2.2790902. Multiply-
ing the 1978 quarter of coverage amount of $250
by the ratio of 2.2790902 produces the amount of
$569.77, which must then be rounded to $570.
Accordingly, the quarter of coverage amount is
determined to be $570 for 1992.

Retirement Earnings Test Exempt Amounts

(a) Beneficiaries Aged 70 or Over. Beginning
with months after December 1982, there is no
limit on the amount an individual aged 70 or
over may earn and still receive Social Security
benefits.

(b) Beneficiaries Aged 65 through 69. The re-
tirement earnings test monthly exempt amount
for beneficiaries aged 65 through 69 is stated in
the Act at section 203(f)(8)(D) for years 1978
through 1982. A formula is provided in section
203(f)(8)(B) for computing the exempt amount
applicable for years after 1982. The monthly
exempt amount for 1991 was determined by this
formula to be $810. Under the formula, the
exempt amount for 1992 shall be the 1991 exempt
amount multiplied by the ratio of (1) the average
amount, per employee, of the total wages for
calendar year 1990 to (2) the average amount of
those wages for calendar year 1989. The section
further provides that if the amount so deter-
mined is not a multiple of $10, it shall be
rounded to the nearest multiple of $10.
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Average Wages. The average wage for 1990, as
determined above, is $21,027.98. Therefore, the
ratio of the average wages for 1990, $21,027.98,
compared to that for 1989, $20,099.55, is
1.0461916.

Exempt Amount for Beneficiaries Aged 65
through 69. Multiplying the 1991 retirement earn-
ings test monthly exempt amount of $810 by the
ratio of 1.0461916 produces the amount of
$847.42. This must then be rounded to $850. The
retirement earnings test monthly exempt amount
for beneficiaries aged 65 through 69 is deter-
mined to be $850 for 1992. The corresponding
retirement earnings test annual exempt amount
for these beneficiaries is $10,200.

(c)Bencéficiaries Under Age 65. Section 203 of
the Act provides that beneficiaries under age 65
have a lower retirement earnings test monthly
exempt amount than those beneficiaries aged 65
through 69. The exempt amount for beneficiaries
under age 65 is determined by a formula pro-
vided in section 203(f)}(8)(B) of the Act. Under
the formula, the monthly exempt amount for
beneficiaries under age 65 is $590 for 1991. The
formula provides that the exempt amount for
1992 shall be the 1991 exempt amount for benefi-
ciaries under age 65 multiplied by the ratio of (1)
the average amount, per employee, of the total
wages for calendar year 1990 to (2) the average
amount of those wages for calendar year 1989.
The section further provides that if the amount
so determined is not a multiple of $10, it shall be
rounded to the nearest multiple of $10.

Average W ages. The average wage for 1990, as
determined above, is $21,027.98. Therefore, the
ratio of the average wages for 1990, $21,027.98,
compared to that of 1989, $20,099.55, is
1.0461916.

Exempt Amount for Beneficiaries Under Age 65.
Multiplying the 1991 retirement earnings test
monthly exempt amount of $590 by the ratio
1.0461916 produces the amount of $617.25. This
must then be rounded to $620. The retirement
earnings test monthly exempt amount for benefi-
ciaries under age 65 is thus determined to be
$620 for 1992. The corresponding retirement
earnings test annual exempt amount for these
beneficiaries is $7,440.

Computing Benefits After 1978

General. The Social Security Amendments of
1977 provided a new method for determining an
individual’s primary insurance amount. This
method uses a formula based on “wage index-
ing” and was fully explained with interim regula-
tions and final regulations published in the FED-
ERAL REGISTER on December 29, 1978, at
43 FR 60877 and July 15, 1982, at 47 FR 30731
respectively. It generally applies when a worker
first becomes eligible for benefits after 1978. The
formula uses the worker’s earnings after they
have been adjusted, or “indexed,” in proportion
to the increase in average wages of all workers.
Using this method, we determine the worker’s



“average indexed monthly earnings.” We then
compute the primary insurance amount, using
the worker’s average indexed monthly earnings.
The computation formula is adjusted automati-
cally each year to reflect changes in general
wage levels.

Average Indexed Monthly Earnings. To ensure
that a worker's future benefits reflect the general
rise in the standard of living that occurs during
his or her working lifetime, we adjust or “index”
the worker’s past earnings to take into account
the change in general wage levels that has
occurred during the worker’s years of employ-
ment. These adjusted earnings are then used to
compute the worker’s primary insurance amount.

For example, to compute the average indexed
monthly earnings for a worker attaining age 62,
becoming disabled before age 62, or dying before
attaining age 62, in 1992, we divide the average
of the total wages for 1990, $21,027.98, by the
average of the total wages for each year prior to
1990 in which the worker had earnings. We then
multiply the actual wages and self- employment
income as defined in section 211(b) of the Act
credited for each year by the corresponding ratio
to obtain the worker’s adjusted earnings for each
year. After determining the number of years we
must use to compute the primary insurance
amount, we pick those years with highest index-
ed earnings, total those indexed earnings and
divide by the total number of months in those
years. This figure is rounded down to the next
lower dollar amount, and becomes the average
indexed monthly earnings figure to be used in
computing the worker’s primary insurance
amount for 1992,

Computing the Primary Insurance Amount.
The primary insurance amount is the sum of
three separate percentages of portions of the
average indexed monthly earnings. In 1979 (the
first year the formula was in effect), these por-
tions were the first $180, the amount between
$180 and $1,085, and the amount over $1,085.
The dollar amounts in the formula which govern
the portions of the average indexed monthly
earnings are frequently referred to as the “bend
points” of the formula. Thus, the bend points for
1979 were $180 and $1,085.

The bend points for 1992 are obtained by
multiplying the corresponding 1979 bend-point
amounts by the ratio between the average of the
total wages for 1990, $21,027.98, and for 1977,
$9,779.44. These results are then rounded to the
nearest dollar. For 1992, the ratio is 2.1502233.
Multiplying the 1979 amounts of $180 and $1,085
by 2.1502233 produces the amounts of $387.04
and $2,332.99. These must then be rounded to
$387 and $2,333. Accordingly, the portions of
the average indexed monthly earnings to be used
in 1992 are determined to be the first $387, the
amount between $387 and $2,333, and the
amount over $2,333.
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Consequently, for individuals who first be-
come eligible for old-age insurance benefits or
disability insurance benefits in 1992, or who die
in 1992 before becoming eligible for benefits, we
will compute their primary insurance amount by
adding the following:

(a) 90 percent of the first $387 of their average
indexed monthly earnings, plus

(b) 32 percent of the average indexed monthly
earnings over $387 and through $2,333, plus

(c) 15 percent of the average indexed monthly
earnings over $2,333.

This amount is then rounded to the next lower
multiple of $.10 if it is not already a multiple of
$.10. This formula and the adjustments we have
described are contained in section 215(a) of the
Act (42 U.S.C. 415(a)).

Maximum Benefits Payable to a Family

General. The 1977 amendments continued the
long established policy of limiting the total
monthly benefits which a worker’s family may
receive based on his or her primary insurance
amount. Those amendments also continued the
then existing relationship between maximum
family benefits and primary insurance amounts
but did change the method of computing the
maximum amount of benefits which may be paid
to a worker’s family. The Social Security Dis-
ability Amendments of 1980 (Pub. L. 96-265)
established a new formula for computing the
maximum benefits payable to the family of a
disabled worker. This new formula is applied to
the family benefits of workers who first become
entitled to disability insurance benefits after June
30, 1980, and who first become eligible for these
benefits after 1978. The new formula was ex-
plained in a final rule published in the FEDER-
AL REGISTER on May 8, 1981, at 46 FR
25601. For disabled workers initially entitled to
disability benefits before July 1980, or whose
disability began before 1979, the family maxi-
mum payable is computed the same as the old-
age and survivor family maximum.

Computing the Old-Age and Survivor Family
Maximum. The formula used to compute the
family maximum is similar to that used to com-
pute the primary insurance amount. It involves
computing the sum of four separate percentages
of portions of the worker’s primary insurance
amount. In 1979, these portions were the first
$230, the amount between $230 and $332, the
amount between $332 and $433, and the amount
over $433. The dollar amounts in the formula
which govern the portions of the primary insur-
ance amount are frequently referred to as the
“bend points” of the family-maximum formula.
Thus, the bend points for 1979 were $230, $332,
and $433.

The bend points for 1992 are obtained by
multiplying the corresponding 1979 bend-point
amounts by the ratio between the average of the
total wages for 1990, $21,027.98, and the average
for 1977, $9,779.44. This amount is then rounded
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to the nearest dollar. For 1992, the ratio is
2.1502233. Multiplying the amounts of $230,
$332, and $433 by 2.1502233 produces the
amounts of $494.55, $713.87, and $931.05. These
amounts are then rounded to $495, $714, and
$931. Accordingly, the portions of the primary
insurance amounts to be used in 1992 are deter-
mined to be the first $495, the amount between
$495 and $714, the amount between $714 and
$931, and the amount over $931.

Consequently, for the family of a worker who
becomes age 62 or dies in 1992 before age 62, the
total amount of benefits payable to them will be
computed so that it does not exceed:

(a) 150 percent of the first $495 of the work-
er’s primary insurance amount, plus

(b) 272 percent of the worker’s primary insur-
ance amount over $495 through $714, plus

(c) 134 percent of the worker’s primary insur-
ance amount over $714 through $931, plus

(d) 175 percent of the worker’s primary insur-
ance amount over $931.

This amount is then rounded to the next lower
multiple of $.10 if it is not already a muitiple of
$.10. This formula and the adjustments we have
described are contained in section 203(a) of the
Act (42 U.S.C. 403(a)).

Deemed Average of the Total Wages Under Tran-
sitional Rule

General. Section 10208 of Pub. L. 101-239,
which amended section 209 of the Act (42
U.S.C. 409), provides a transitional rule for
computing the average of the total wages used in
the formula for determining the contribution and
benefit base and the “‘old-law” contribution and
benefit base. The transitional rule was used to
determine the bases for 1990 and 1991, and will
be used herein to determine both bases for 1992.
In accordance with section 11331 of Pub. L. 101-
508, the transitional rule also applies in the
determining the Hospital Insurance contribution
base for 1992.

Compuztation. The determination of the deemed
average wage figure for 1990 is based on the
1989 average wage figure of $20,099.55
announced in the FEDERAL REGISTER on
October 31, 1990 (55 FR 45856), along with the
percentage increase in the average of wages,
excluding contributions to certain deferred com-
pensation plans, for 1989 to the average of wages
including such contributions for 1990, as meas-
ured by annual wage data tabulated by SSA. The
average amounts of wages calculated directly
from this data were $18,997.93 and $20,172.11
for 1989 and 1990, respectively. To determine
the deemed average wage figure for 1990, we
multiplied the 1989 average wage figure of
$20,099.55 by the percentage increase in average
wages from 1989 to 1990 (based on SSA-
tabulated wage data) as follows (with the result
rounded to the nearest cent):

Amount. Deemed average wage for 1990 =
$20,099.55 x $20,172.11 / $18,997.93 =
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$21,341.82. Therefore, the deemed average wage
for 1990 is determined to be $21,341.82.
OASDI Contribution and Benefit Base

General. The contribution and benefit base is
$55,500 for remuneration paid in 1992 and self-
employment income earned in taxable years be-
ginning in 1992.

The contribution and benefit base serves two
purposes:

(a) It is the maximum annual amount of earn-
ings on which Old-Age, Survivors and Disability
Insurance taxes are paid.

(b) It is the maximum annual amount used in
determining a person’s OASDI benefits.

Computation. Section 230(c) of the Act pro-
vides a table with the contribution and benefit
base for each year 1978, 1979, 1980, and 1981.
For years after 1981, section 230(b) of the Act
contains a formula for determining the contribu-
tion and benefit base. This formula was amended
by section 10208 of Pub. L. 101-239 to substitute
deemed average wage amounts for average wage
amounts. Under the prescribed formula, the con-
tribution and benefit base for 1992 shall be equal
to the 1991 base of $53,400 multiplied by the
ratio of (1) the deemed average amount, per
employee, of total wages for the calendar year
1990 to (2) the deemed average amount of those
wages for the calendar year 1989. Section 230(b)
further provides that if the amount so deter-
mined is not a multiple of $300, it shall be
rounded to the nearest multiple of $300.

Deemed Average Wages. The deemed average
wage for calendar year 1989 was previously
determined to be $20,486.23. The deemed aver-
age wage for calendar year 1990 has been deter-
mined to be $21,341.82, as stated above.

Amount. The ratio of the deemed average
wage for 1990, $21,341.82, compared to the
deemed average wage for 1989, $20,486.23, is
1.0417642. Multiplying the 1991 contribution and
benefit base amount of $53,400 by the ratio of
1.0417642 produces the amount of $55,630.21
which must then be rounded to $55,500. Accord-
ingly, the contribution and benefit base is deter-
mined to be $55,500 for 1992.

Hospital Insurance Contribution Base

General. Section 11331 of Pub. L. 101-508
established a separate contribution base for the
Hospital Insurance program, equal to $125,000
for 1991. This base is the maximum annual
amount of earnings on which Hospital Insurance
taxes are paid. The new legislation requires that
the Hospital Insurance contribution base be ad-
justed each year, following the same method
used to adjust the OASDI contribution and
benefit base. The Hospital Insurance contribution
base is $130,200 for remuneration paid in 1992
and self-employment income earned in taxable
years beginning in 1992.

Computation. The Hospital Insurance contribu-
tion base for 1992 shall be equal to the 1991 base
of $125,000 multiplied by the ratio of (1) the



deemed average amount, per employee, of total
wages for the calendar year 1990 to (2) the

d d average t of those wages for the
calendar year 1989. If the amount so determined
is not a multiple of $300, it shall be rounded to
the nearest multiple of $300.

Deemed Average Wages. The deemed average
wage for calendar year 1989 was previously
determined to be $20,486.23. The deemed aver-
age wage for calendar year 1990 has been deter-
mined to be $21,341.82, as stated above.

Amount. The ratio of the deemed average
wage for 1990, $21,341.82, compared to the
deemed average wage for 1989, $20,486.23, is
1.0417642. Multiplying the 1991 Hospital Insur-
ance contribution base amount of $125,000 by
the ratio of 1.0417642 produces the amount of
$130,220.53 which must then be rounded to
$130,200. Accordingly, the Hospital Insurance
contribution base is determined to be $130,200
for 1992.

“Old-Law” Contribution and Benefit Base

General. The 1992 “old-law” contribution and
benefit base is $41,400. This is the base that
would have been effective under the Act with-
out the enactment of the 1977 amendments. The
base is computed under section 230(b) of the Act
as it read prior to the 1977 amendments.

The “old-law " contribution and benefit base is
used by:

(a) the Railroad Retirement program to deter-
mine certain tax liabilities and tier IT benefits
payable under that program to supplement the
tier I payments which correspond to basic Social
Security benefits,

(b) the Pension Benefit Guaranty Corporation
to determine the maximum amount of pension
guaranteed under the Employee Retirement In-
come Security Act (as stated in section 230(d) of
the Act), and

(c) Social Security to determine a “year of
coverage” in computing the “special minimum”
benefit and in computing benefits for persons
who are also eligible to receive pensions based
on employment not covered under section 210 of
the Act.

Computation. The base is computed using the
automatic adjustment formula in section 230(b)
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of the Act as it read prior to the enactment of
the 1977 amendments, but as amended by section
10208 of Pub. L. 101-239. Under the formula, the
“old-law " contribution and benefit base shall be
the “old-law " 1991 base multiplied by the ratio
of (1) the deemed average amount, per employ-
ee, of total wages for the calendar year of 1990
to (2) the deemed average amount of those
wages for the calendar year of 1989. If the
amount so determined is not a multiple of $300,
it shall be rounded to the nearest multiple of
$300.

Deemed Average W ages. The deemed average
wage for calendar year 1989 was previously
determined to be $20,486.23. The deemed aver-
age wage for calendar year 1990 has been deter-
mined to be $21,341.82, as stated above.

Amount. The ratio of the deemed average
wage for 1990, $21,341.82, compared to the
deemed average wage for 1989, $20,486.23, is
1.0417642. Multiplying the 1991 “old-law ™ con-
tribution and benefit base amount of $39,600 by
the ratio of 1.0417642 produces the amount of
$41,253.86 which must then be rounded to
$41,400. Accordingly, the “old-law " contribution
and benefit base is determined to be $41,400 for
1992.

[ Catalog of Federal Domestic Assistance: Pro-
gram Nos. 93.800 Medicare-Hospital Insurance;
93.802 Social Security-Disability Insurance;
93.803 Social Security-Retirement Insurance;
93.804 Social Security-Special Benefits for Per-
sons Aged 72 and Over; 93.805 Social Security-
Survivors Insurance; 93.807 Supplemental Secu-
rity Income.]

Dated: October 21, 1991

Louis W. Sullivan,
Secretary of Health and Human Services

[ FR Doc. 91-25677 Filed 10-24-91; 8:45am]
BILLING CODE 4190-29-M

This material was published in the Federal
Register on October 21, 1991, at 56 FR 55325;
the version shown herein includes certain cor-
rections which will be published in a forthcom-
ing edition of the Federal Register.
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GLOSSARY

Actuarial balance. The difference between the summarized income rate
and the summarized cost rate over a given valuation period.

Actuarial deficit. A negative actuarial balance.

Adjusted gross income—AGI. Amount of income potentially subject to
Federal income taxation, before consideration of exemptions and
deductions.

Administrative expenses. Expenses incurred by the Department of
Health and Human Services and the Department of the Treasury in
administering the OASDI program and the provisions of the Internal
Revenue Code relating to the collection of contributions. Such adminis-
trative expenses are paid from the OASI and DI Trust Funds.

Advance tax transfers. Amounts representing the estimated total
OASDI tax contributions for a given month. From May 1983 through
November 1990, such amounts were credited to the OASI and DI Trust
Funds at the beginning of each month. Reimbursements were made from
the trust funds to the general fund of the Treasury for the associated loss
of interest. Advance tax transfers are no longer made unless needed in
order to pay benefits.

Advisory Council on Social Security. Under the Social Security Act, an
Advisory Council is appointed every 4 years to study and review the
financial status of the OASDI and Medicare programs. The most recent
Advisory Council was appointed in 1989 and issued its reports in 1991.

Alternatives I, II, or I1I. See “Assumptions.”

Annual balance. The difference between the income rate and the cost
rate in a given year.

Assets. Treasury notes and bonds, other securities guaranteed by the
Federal Government, certain Federally sponsored agency obligations,
and cash, held by the trust funds for investment purposes.

Assumptions. Values relating to future trends in certain factors which
affect growth of the trust funds. Demographic assumptions include
fertility, mortality, net immigration, marriage, divorce, retirement pat-
terns, disability incidence and termination rates, and changes in the labor
force. Economic assumptions include unemployment, average earnings,
inflation, interest rates, and productivity. Three sets of economic as-
sumptions are presented in the Trustees Report—

(1) Alternative I is characterized as an “optimistic” set—it assumes
relatively rapid economic growth, low inflation, and favorable
(from the standpoint of program financing) demographic
conditions.

(2) Alternative II is the “intermediate” set of assumptions, with “best
estimates” of future economic and demographic conditions.

(3) Alternative III is more “pessimistic,” with slow economic
growth, more rapid inflation, and financially disadvantageous
demographic conditions.

See tables I1.D .1 and I1.D.2.
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Automatic cost-of-living increase. The annual increase in benefits,
effective for December, reflecting the increase in the cost of living. The
benefit increase equals the percentage increase in the Consumer Price
Index for Urban Wage Earners and Clerical Workers measured from the
average over July, August, and September of the preceding year to the
average for the same 3 months in the current year. If the increase is less
than one-tenth of 1 percent, when rounded, there is no automatic
increase for the current year; the increase for the next year would reflect
the increase in the cost of living over a 2-year period. See table IL.E.2.

If the “stabilizer provision” applies, the increase may be less than the
cost of living.

Auxiliary beneficiary. Monthly benefits payable to a spouse or child of
a retired or disabled worker, or to a survivor of a deceased worker.

Average indexed monthly earnings—AIME. The amount of earnings
nsed in determining the primary insurance amount (PIA) for most
workers who attain age 62, become disabled, or die after 1978. A
worker’s actual past earnings are adjusted by changes in the “average
wage index,” in order to bring them up to their approximately equivalent
value at the time of retirement or other eligibility for benefits.

Average wage index. The average amount of total wages for each year
after 1950. These amounts are used to index the earnings of most
workers first becoming eligible for benefits in 1979 or later, and for
automatic adjustments in the contribution and benefit base, bend points,
earnings test exempt amounts, and other wage-indexed amounts. See
tables I1.LE.1, I1.E .2, and II1.B.1.

Award. An administrative determination that an individual is entitled
to receive a specified type of OASDI benefit. Awards can represent not
only new entrants to the benefit rolls but also persons already on the
rolls who become entitled to a different type of benefit.

Awards usually result in the immediate payment of benefits, although
payments may be deferred or withheld depending on the individual’s
particular circumstances.

Baby boom. The period from the end of World War II through the
mid-1960s marked by unusually high birth rates.

Bend points. The dollar amounts defining the AIME or PIA brackets
in the benefit formulas. For the bend points for years 1979 and later, see
table I1.E.3.

Beneficiary. A person who has been awarded benefits on the basis of
his or her own or another’s earnings record. The benefits may be either
in current-payment status or withheld.

Benefit awards. See “Awards.”

Benefit payments. The amounts disbursed for OASI and DI benefits by
the Department of the Treasury in specified periods.

Benefit terminations. See “Terminations.”

Board of Trustees. A Board established by the Social Security Act to
oversee the financial operations of the Federal Old-Age and Survivors
Insurance Trust Fund and the Federal Disability Insurance Trust Fund.
The Board is composed of five members, three of whom serve automati-
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cally by virtue of their positions in the Federal Government: the
Secretary of the Treasury, the Secretary of Labor, and the Secretary of
Health and Human Services. The other two members are appointed by
the President as public representatives: Stanford G. Ross and David M.
Walker are currently serving 4-year terms that began on October 2,
1990. The Commissioner of Social Security serves as Secretary of the
Board of Trustees.

COLA. See “Automatic cost-of-living increase.”

Constant dollars. One or more financial amounts adjusted by the CPI
to a constant year as a reference point.

Consumer Price Index—CPI. Relative measure of inflation. In this
report, all references to the CPI relate to the Consumer Price Index for
Urban Wage Earners and Clerical Workers (CPI-W). See table 11.D.1.

Contingency fund ratio. See “Trust fund ratio.”

Contribution and benefit base. Annual dollar amount above which
earnings in employment covered under the OASDI program are neither
taxable nor creditable for benefit computation purposes. (Also referred
to as ‘“maximum contribution and benefit base,” ‘“annual creditable
maximum,” ‘“‘taxable maximum,” and “maximum taxable.””) See tables
I1.B.1 and I1.E.2. See also, “HI contribution base.”

Contributions. The amount based on a percent of earnings, up to an
annual maximum, that must be paid by—

(1) employers and employees on wages from employment under the
Federal Insurance Contributions Act,

(2) the self-employed on net earnings from self-employment under
the Self-Employed Contributions Act, and

(3) States on the wages of State and local government employees
covered under the Social Security Act through voluntary agree-
ments under section 218 of the Act.

Generally, employers withhold contributions from wages, add an
equal amount of contributions, and pay both on a current basis. Also
referred to as “taxes.”

Cost-of-living increase. See ‘“‘Automatic cost-of-living increase.”

Cost rate. The cost rate for a year is the ratio of the cost (also called
outgo, expenditures, or disbursements) of the program to the taxable
payroll for the year. In this context, the outgo is defined to include
benefit payments, special monthly payments to certain uninsured persons
who have 3 or more quarters of coverage (and whose payments are
therefore not reimbursable from the general fund of the Treasury),
administrative expenses, net transfers from the trust funds to the
Railroad Retirement program under the financial-interchange provisions,
and payments for vocational rehabilitation services for disabled benefi-
ciaries; it excludes special monthly payments to certain uninsured
persons whose payments are reimbursable from the general fund of the
Treasury (as described above), and transfers under the interfund borrow-
ing provisions.

Covered earnings. Earnings in employment covered by the OASDI
program.
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Covered employment. All employment and self-employment creditable
for Social Security purposes. Almost every kind of employment and self-
employment is covered: under the program. In a few employment
situations, for example, religious orders under a vow of poverty, foreign
affiliates of American employers, or State and local governments,
coverage must be elected by the employer. However, effective July
1991, coverage is mandatory for State and local employees who are not
participating in a public employee retirement system. In a few situations,
for example, ministers or self-employed members of certain religious
groups, workers can opt out of coverage.

Covered worker. A person who has earnings creditable for Social
Security purposes on the basis of services for wages in covered
employment and/or on the basis of income from covered self-
employment.

Current-cost financing. See ‘“Pay-as-you-go financing.”

Current dollars. Amounts expressed in nominal dollars with no adjust-
ment for inflationary changes in the value of the dollar over time.

Current-payment status. Status of a beneficiary for whom a benefit is
being paid for a given month (with or without deductions, provided the
deductions add to less than a full month’s benefit). A benefit in current-
payment status for a month is usually payable on the third day of the
following month.

Deemed wage credit. See “Military service wage credits.”

Demographic assumptions. See “Assumptions.”

Disability. For Social Security purposes, the inability to engage in
substantial gainful activity by reason of any medically determinable
physical or mental impairment that can be expected to result in death or
to last for a continuous period of not less than 12 months. Special rules
apply for workers age 55 or older whose disability is based on blindness.

The law generally requires that a person be disabled continuously for
5 months before he or she can qualify for a disabled-worker benefit.

Disability incidence rate. The proportion of workers in a given year,
insured for but not receiving disability benefits, who apply for and are
awarded disability benefits.

Disability Insurance (DI) Trust Fund. See “Trust fund.”

Disability termination rate. The proportion of disabled worker benefi-
ciaries in a given year whose disability benefits terminate as a result of
the individual’s recovery, death, or attainment of normal retirement age.

Disabled-worker benefit. A monthly benefit payable to a disabled
worker under normal retirement age and insured for disability. Before
November 1960, disability benefits were limited to disabled workers
aged 50-64.

Earnings. Unless otherwise qualified, all wages from employment and
net earnings from self-employment, whether or not taxable or covered.

Earnings test. The provision requiring the withholding of benefits if
beneficiaries under age 70 have earnings in excess of certain exempt
amounts. See table IL.LE.3.

Economic assumptions. See “Assumptions.”
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Excess wages. Wages in excess of the contribution and benefit base on
which a worker initially pays taxes (usually as a result of working for
more than one employer during a year). Employee taxes on excess wages
are refunded to affected employees, while the employer taxes are not
refunded.

Federal Insurance Contributions Act—FICA. Provision authorizing
taxes on the wages of employed persons to provide for Retirement,
Survivors, and Disability Insurance, and for Hospital Insurance. The tax
is paid in equal amounts by workers and their employers.

Financial interchange. Provisions of the Railroad Retirement Act
providing for transfers between the trust funds and the Social Security
Equivalent Benefit Account of the Railroad Retirement program in
order to place each trust fund in the same position it would have been in
if railroad employment had always been covered under Social Security.

Fiscal year. The accounting year of the United States Government.
Since 1976, each fiscal year has begun on October 1 of the prior calendar
year and ended the following September 30. For example, fiscal year
1992 began October 1, 1991 and will end September 30, 1992.

Full advance funding. A financing scheme where taxes or contributions
are established to match the full cost of future benefits as these costs are
incurred through current service. Such financing methods also provide
for amortization over a fixed period of any financial liability that is
incurred at the beginning of the program (or subsequent modification) as
a result of granting credit for past service.

General fund of the Treasury. Funds held by the Treasury of the
United States, other than receipts collected for a specific purpose (such
as Social Security) and maintained in a separate account for that
purpose.

General fund reimbursements. Transfers from the general fund of the
Treasury to the trust funds for specific purposes defined in the law,
including—

(1) the costs associated with providing special payments made to

uninsured persons who attained age 72 before 1968, and who had
fewer than 3 quarters of coverage.

(2) payments corresponding to the employee-employer taxes on
deemed wage credits for military personnel.

(3) interest on checks which are not negotiated 6 months after the
month of issue. (For checks issued before October, 1989, the
principal was returned to the trust funds as a general fund
reimbursement; since that time, the principal amount is automati-
cally returned to the issuing fund when the check is uncashed
after a year.)

(4) administrative expenses incurred as a result of furnishing informa-
tion on deferred vested benefits to pension plan participants, as
required by the Employee Retirement Income Security Act of
1974 (Public Law 93-406).

Gross Domestic Product. The total dollar value of all goods and

services produced by labor and property located in the United States,
regardless of who supplies the labor or property.
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Gross National Product. The total dollar value of all goods and
services produced by labor and property supplied by United States
residents, regardless of the location in which the production occurs.

HI contribution base. Annual dollar amount above which earnings in
employment covered under the HI program are not taxable. (Also
referred to as “maximum contribution base,” ‘taxable maximum,” and
“maximum taxable.”) See table IL.E.2.

Hospital Insurance (HI) Trust Fund. See “Trust fund.”

Income rate. Ratio of income from tax revenues on a liability basis
(payroll tax contributions and income from the taxation of benefits) to
the OASDI taxable payroll for the year.

Inflation. An increase in the volume of money and credit relative to
available goods, resulting in an increase in the general price level.

Insured status. The state or condition of having sufficient quarters of
coverage to meet the eligibility requirements for retired-worker or
disabled-worker benefits, or to permit the worker’s spouse and children
or survivors to establish eligibility for benefits in the event of his or her
disability, retirement, or death. See “Quarters of coverage.”

Interfund borrowing. The borrowing of assets by a trust fund (OASI,
DI, or HI) from another of the trust funds when the first fund is in
danger of exhaustion. Interfund borrowing was permitted by the Social
Security Act only during 1982 through 1987; all amounts borrowed were
to be repaid prior to the end of 1989. The only exercise of this authority
occurred in 1982, when the OASI Trust Fund borrowed assets from the
DI and HI Trust Funds. The final repayment of borrowed amounts
occurred in 1986.

Intermediate assumptions. See ““Assumptions.”

Interest. A payment in exchange for the use of money during a
specified period.

Interest rate. See “Special public-debt obligation.”

Long range. The next 75 years. Long-range actuarial estimates are
made for this period because it is approximately the maximum remaining
lifetime of current Social Security participants.

Lump-sum death benefit. A lump sum, generally $255, payable on the
death of a fully or currently insured worker. The lump sum is payable to
the surviving spouse of the worker, under most circumstances, or to the
worker’s children.

Maximum family benefit. The maximum monthly amount that can be
paid on a worker’s earnings record. Whenever the total of the individual
monthly benefits payable to all the beneficiaries entitled on one earnings
record exceeds the maximum, each dependent’s or survivor’s benefit is
proportionately reduced to bring the total within the maximum. Benefits
payable to divorced spouses or surviving divorced spouses are not
reduced under the family maximum provision.

Medicare. A nationwide, federally administered health insurance pro-
gram authorized in 1965 to cover the cost of hospitalization, medical
care, and some related services for most people over age 65, people
receiving Social Security Disability Insurance payments for 2 years, and
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people with End-Stage Renal Disease. Medicare consists of two separate
but coordinated programs— Part A (Hospital Insurance, HI) and Part B
(Supplementary Medical Insurance, SMI). All persons entitled to HI are
eligible to enroll in the SMI program on a voluntary basis by paying a
monthly premium. Health insurance protection is available to Medicare
beneficiaries without regard to income.

Military service wage credits. Credits recognizing that military person-
nel receive other cash payments and wages in kind (such as food and
shelter) in addition to their basic pay. Noncontributory wage credits of
$160 are provided for each month of active military service from
September 16, 1940, through December 31, 1956. For years after 1956,
the basic pay of military personnel is covered under the Social Security
program on a contributory basis. Noncontributory wage credits of $300
for each calendar quarter in which a person receives pay for military
service from January 1957 through December 1977 are granted in
addition to contributory credits for basic pay. Deemed wage credits of
$100 are granted for each $300 of military wages in years after 1977.
(The maximum credits allowed in any calendar year are $1,200.)

Normal retirement age. The age at which a person may first become
entitled to unreduced retirement benefits. Currently age 65, but sched-
uled under present law to increase gradually to 67 for persons reaching
that age in 2027 or later.

Old-Age and Survivors Insurance (OASI) Trust Fund. See ‘“Trust
fund.”

Old-law base. Amount the contribution and benefit base would have
been if the discretionary increases in the base under the 1977 amend-
ments had not been enacted. The Social Security Amendments of 1972
provided for automatic annual indexing of the contribution and benefit
base. The Social Security Amendments of 1977 provided ad-hoc in-
creases to the bases for 1979-81, with subsequent bases updated in
accordance with the normal indexing procedure.

Optimistic assumptions. See “Assumptions.”

Partial advance funding. A financing scheme where taxes are sched-
uled to provide a substantial accumulation of trust fund assets, thereby
generating addtional interest income to the trust funds and reducing the
need for payroll tax increases in periods when costs are relatively high.
(Higher general taxes or additional borrowing may be required, howev-
er, to support the payment of such interest.) While substantial, the trust
fund build-up under partial advance funding is much smaller than it
woula be with full advance funding.

Pay-as-you-go financing. A financing scheme where taxes are sched-
uled to produce just as much income as required to pay current benefits,
with trust fund assets built up only to the extent needed to prevent
exhaustion of the fund by random economic fluctuations.

Payroll taxes. A tax levied on the gross wages of workers. See tables
II.B.1 and II1.A.1.

Pessimistic assumptions. See ““Assumptions.”

Present value. The equivalent value, at the present time, of a future
stream of payments (either income or expenditures). The present value of
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a future stream of payments may be thought of as the lump-sum amount
that, if invested today, together with interest earnings would be just
enough to meet each of the payments as they fell due. At the time of the
last payment, the invested fund would be exactly zero. For example, a
home mortgage of $100,000 represents the present value at 8 percent
interest of future monthly payments of $714.40 for the next 30 years.
Present values are widely used in calculations involving financial
transactions over long periods of time to account for the time value of
money (interest) and the changing value of the dollar (inflation).

Primary insurance amount—PIA. The monthly amount payable to a
retired worker who begins to receive benefits at normal retirement age
or (generally) to a disabled worker. This amount, which is related to the
worker’s average monthly wage or average indexed monthly earnings, is
also the amount used as a base for computing all types of benefits
payable on the basis of one individual’s earnings record.

Primary insurance amount formula. The mathematical formula relating
the PIA to the AIME for workers who attain age 62, become disabled,
or die after 1978. The PIA is equal to the sum of 90 percent of AIME up
to the first bend point, plus 32 percent of AIME above the first bend
point up to the second bend point, plus 15 percent of AIME in excess of
the second bend point. Automatic benefit increases are applied beginning
with the year of eligibility. See table I1.LE.3.

Quarters of coverage. Basic unit of measurement for determining
insured status. In 1992, a worker receives one quarter of coverage (up to
a total of four) for each $570 of annual covered earnings. The amount of
earnings required for a quarter of coverage is subject to annual
automatic increases in proportion to increases in average earnings. For
amounts applicable for years after 1978, see table I1.E.3.

Railroad retirement. A Federal insurance program, somewhat similar
to Social Security, designed for workers in the railroad industry. The
provisions of the Railroad Retirement Act provide for a system of
coordination and financial interchange between the Railroad Retirement
program and the Social Security program.

Reallocation of tax rates. An increase in the tax rate payable to either
the OASI or DI Trust Fund, with a corresponding reduction in the rate
for the other fund, so that the total OASDI tax rate is not changed.

Real-wage differential. The difference between the percentage in-
creases in (1) the average annual wage in covered employment and (2)
the average annual Consumer Price Index. See table I1.D.1.

Recession. A period of adverse economic conditions; in particular, two
or more successive calendar quarters of negative growth in either Gross
Domestic Product (GDP), or Gross National Product (GNP).

Retired worker benefit. A monthly benefit payable to a fully insured
retired worker aged 62 or older or to a person entitled under the
transitionally insured status provision in the law. Retired-worker benefit
data do not include special age-72 benefits.

Retirement age. The age at which an individual establishes entitlement
to retirement benefits. See also, “Normal retirement age.”

Retirement earnings test. See “Earnings test.”
Retirement test. See “Earnings test.”
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Self-employment. Operation of a trade or business by an individual or
by a partnership in which an individual is a member.

Self-Employment Contributions Act—SECA. Provision authorizing So-
cial Security taxes on the net earnings of most self-employed persons.

Short range. The next 10 years. Short-range actuarial estimates are
prepared for this period (1992-2001) because of the short-range test of
financial adequacy. The Social Security Act requires estimates for 5
years; estimates are prepared for an additional 5 years to help clarify
trends which are only starting to develop in the mandated first 5-year
period.

Social Security Act. Provisions of the law governing most operations
of the Social Security program. Original Social Security Act is Public
Law 74-271, enacted August 14, 1935. With subsequent amendments, the
Social Security Act consists of 20 titles, of which four have been
repealed. The Old-Age, Survivors, and Disability Insurance program is
authorized by Title II of the Social Security Act.

Special public-debt obligation. Securities of the United States Govern-
ment issued exclusively to the OASI, DI, HI, and SMI Trust Funds and
other Federal trust funds. Section 201(d) of the Social Security Act
provides that the public-debt obligations issued for purchase by the
OASI and DI Trust Funds shall have maturities fixed with due regard
for the needs of the funds. The usual practice in the past has been to
spread the holdings of special issues, as of each June 30, so that the
amounts maturing in each of the next 15 years are approximately equal.
Special public-debt obligations are redeemable at par at any time and
carry interest rates equivalent to the average yield on all outstanding
marketable U.S. securities not due to mature for at least 4 years. See
table I1.D.1.

Stabilizer provision. Section 215()(1)(C) of the Act, which provides
that if the combined assets of the OASI and DI Trust Funds, as a
percentage of estimated annual expenditures, fall below a specified level,
automatic benefit increases will be limited to the lower of the increases
in wages or prices. The specified level is 20 percent for benefit increases
in 1989 and later.

Summarized balance. The difference between the summarized cost rate
and the summarized income rate, expressed as a percentage of taxable
payroll.

Summarized cost rate. The ratio of the present value of expenditures to
the present value of the taxable payroll for the years in a given period.
This ratio can be used as a measure of the relative level of expenditures
during the period in question. For purposes of evaluating the financial
adequacy of the program, the summarized cost rate is adjusted to include
the cost of reaching and maintaining a “target” trust fund level. Because
a trust fund level of about 1 year’s expenditures is considered to be an
adequate reserve for unforeseen contingencies, the targeted trust fund
ratio used in determining summarized cost rates is 100 percent of annual
expenditures. Accordingly, the adjusted summarized cost rate is equal to
the ratio of (a) the sum of the present value of the outgo during the
period plus the present value of the targeted ending trust fund level, to
(b) the present value of the taxable payroll during the projection period.
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Summarized income rate. The ratio of the present value of tax income
to the present value of taxable payroll for the years in a given period.
This ratio can be used as a measure of the relative level of income during
the period in question. For purposes of evaluating the financial adequacy
of the program, the summarized income rate is adjusted to include assets
on hand at the beginning of the period. Accordingly, the adjusted
summarized income rate equals the ratio of (a) the sum of the trust fund
balance at the beginning of the period plus the present value of the total
income from taxes during the period, to (b) the present value of the
taxable payroll for the years in the period.

Supplementa! Security Income—SSIL. A Federally administered pro-
gram (often with State supplementation) of cash assistance for needy
aged, blind, or disabled persons. SSI is funded through the general fund
of the Treasury and administered by the Social Security Administration.

Supplementary Medical Insurance (SMI) Trust Fund. See “Trust fund.”

Survivor benefit. Benefit payable to a survivor of a deceased worker.

Taxable earnings. Wages and/or self-employment income, in employ-
ment covered by the OASDI and/or HI programs, that is under the
applicable annual maximum taxable limit.

Taxable payroll. A weighted average of taxable wages and taxable self-
employment income. When multiplied by the combined employee-
employer tax rate, it yields the total amount of taxes incurred by
employees, employers, and the self-employed for work during the
period.

Taxable self-employment income. Net earnings from self-employment,
generally above $400 and below the annual taxable and creditable
maximum amount for a calendar or other taxable year, less any taxable
wages in the same taxable year.

Taxable wages. See “Taxable earnings.”

Taxation of benefits. Beginning in 1984, up to one-half of an individu-
al’s or a couple’s OASDI benefits may be subject to Federal income
taxation under certain circumstances. The revenue derived from this
provision is allocated to the OASI and DI Trust Funds on the basis of
the income taxes paid on the benefits from each fund.

Taxes. See “Contributions.”

Termination. Cessation of payment of a specific type of benefit because
the beneficiary is no longer entitled to receive it. For example, benefits
might terminate as a result of the death of the beneficiary, the recovery
of a disabled beneficiary, or the attainment of age 18 by a child
beneficiary. In some cases, the individual may become immediately
entitled to another type of benefit (such as the conversion of a disabled
worker beneficiary at normal retirement age to a retired worker
beneficiary).

Test of Long-Range Close Actuarial Balance. Summarized income rates
and cost rates are calculated for each of 66 valuation periods within the
full 75-year long-range projection period. The first of these periods
consists of the next 10 years. Each succeeding period becomes longer by
1 year, culminating with the period consisting of the next 75 years. The
long-range test is met if, for each of the 66 valuation periods, the
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actuarial balance is not less than zero or is negative by, at most, a
specified percentage of the summarized cost rate for the same time
period. The percentage allowed for a negative actuarial balance is 0
percent for the 10-year period, grading uniformly to 5 percent for the
full 75-year period. The criterion for meeting the test is less stringent for
the longer periods in recognition of the greater uncertainty associated
with estimates for more distant years. The test is applied to OASI and
DI separately, as well as combined, based on the intermediate (alterna-
tive II) set of assumptions. :

Test of Short-Range Financial Adequacy. The conditions required to
meet this test are as follows:

* If the trust fund ratio for a fund exceeds 100 percent at the
beginning of the projection period, then it must be projected to
remain at or above 100 percent throughout the 10-year projection
period;

* Alternatively, if the fund ratio is initially less than 100 percent, it
must be projected to reach a level of at least 100 percent within 5
years (and not be depleted at any time during this period) and
then remain at or above 100 percent throughout the remainder of
the 10-year period.

These conditions apply to each trust fund separately, as well as to the
combined funds, and are evaluated based on the intermediate (alternative
II) set of assumptions.

Total fertility rate. The average number of children who would be
born to a woman in her lifetime if she were to experience the birth rates
by age observed in, or assumed for, a specified year, and if she were to
survive the entire child-bearing period.

Trust fund. Separate accounts in the United States Treasury in which
are deposited the taxes received under the Federal Insurance Contribu-
tions Act, the Self-Employment Contributions Act, contributions resul-
ting from coverage of State and local government employees; any sums
received under the financial interchange with the railroad retirement
account; voluntary hospital and medical insurance premiums; and trans-
fers of Federal general revenues. Funds not withdrawn for current
monthly or service benefits, the financial interchange, and administrative
expenses are invested in interest-bearing Federal securities, as required
by law; the interest earned is also deposited in the trust funds.

. Old-Age and Survivors Insurance (OASI). The trust fund used
for paying monthly benefits to retired-worker (old-age) benefi-
ciaries and their spouses and children and to survivors of
deceased insured workers.

. Disability Insurance (DI). The trust fund used for paying
monthly benefits to disabled-worker beneficiaries and their
spouses and children and for providing rehabilitation services to
the disabled.

. Hospital Insurance (HI). The trust fund used for paying part of
the costs of inpatient hospital services and related care for aged
and disabled individuals who meet the eligibility requirements.
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. Supplementary Medical Insurance (SMI). The trust fund used
for paying part of the costs of physician’s services, outpatient
hospital services, and other related medical and health services
for voluntarily enrolled aged and disabled individuals.

Trust fund ratio. A measure of the adequacy of the trust fund level.
Defined as the assets at the beginning of the year, including advance tax
transfers (if any), expressed as a percentage of the outgo during the year.
The trust fund ratio represents the proportion of a year’s outgo which
could be paid with the funds available at the beginning of the year.

Unnegotiated check. A check which has not been cashed 6 months
after the end of the month in which the check was issued. When a check
has been outstanding for a year (i) the check is administratively
cancelled by the Department of the Treasury and (ii) the issuing trust
fund is reimbursed separately for the amount of the check and interest
for the period the check was outstanding. The appropriate trust fund
also receives an interest adjustment for the time the check was outstand-
ing if it is cashed 6-12 months after the month of issue. If a check is
presented for payment after it is administratively cancelled, a replace-
ment check is issued.

Valuation period. A period of years which is considered as a unit for
purposes of calculating the financial status of a trust fund.

Vocational rehabilitation. Services provided to disabled persons to help
enable them to return to gainful employment. Reimbursement from the
trust funds for the costs of such services is made only in those cases
where the services contributed to the successful rehabilitation of the
beneficiaries.

Year of exhaustion. The year in which a trust fund would become
unable to pay benefits when due because the assets of the fund were
exhausted.
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H. STATEMENT OF ACTUARIAL OPINION

It is my opinion that (1) the techniques and methodology used herein to
evaluate the financial and actuarial status of the Federal Old-Age and
Survivors Insurance and Disability Insurance Trust Funds are generally
accepted within the actuarial profession; and (2) the assumptions used
and the resulting actuarial estimates are, in the aggregate, reasonable for
the purpose of evaluating the financial and actuarial status of the trust
funds, taking into consideration the experience and expectations of the

program.
HARz C. BALLANTYNE,
Associate of the Society of Actuaries,
Member of the American Academy of Actuaries,
Chief Actuary, Social Security Administration
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