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Brief overview

• Funded through payroll taxes (FICA and SECA)

• Covers retirees, survivors, and individuals with disabilities. 

• Who receives retirement benefits?

– Must have worked at least 40 quarters (10 years)

– Must be age 62 or older; benefit reduced if less than full retirement 
age (66 currently, rises to 67 by 2027)

• Who receives disability benefits?

– Must have worked some number of quarters, depending on age, and 
have a severe disability that limits ability to work for at least 12 
months.

• How big is the benefit?

– Depends on the amount of earnings during highest 35 years of work

– For retirement benefits, size of benefits depend on age at which 
benefits are claimed.



Total vs. Taxable Social Security Benefits

• Total social security benefits=the amount 

received from the SSA

• Taxable social security benefits

– Federal government allows a certain percentage 

of benefits to be exempted from taxation.

– At least 15% of the benefits are exempted and up 

to 100% may be exempt depending on the 

taxpayer’s combined income and filing status



Federal Taxation Social Security Benefits

• “Combined income”= Gross income+ nontaxable 

interest +1/2 of Social Security benefits.

– Income thresholds do not grow with inflation.



What do other states do?

• 9 with no state individual income tax

• 28 with a full exemption of SSB

• 5 with no exemption beyond Federal 

exemption

• 8 with a partial exemption



What do other states do?

Source: https://www.retirementliving.com/wp-content/uploads/2011/12/state_tax_treat_ss_pi_2016.pdf



Social Security Beneficiaries in VT
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Important considerations

• Vermont has an aging 

population

– Social security beneficiaries 

and total amount of benefits 

will grow.

• Rising real incomes over 

time mean that new 

beneficiaries will likely have 

larger benefits.

• As incomes grow over time, 

the Federal exemption will 

decrease.
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Governor’s Proposal

• Exemption of taxable social security benefits based 

upon income, phased in over 3 years

• Revenue impacts



Additional Resources

• JFO Issue Brief, October 2016

http://www.leg.state.vt.us/jfo/issue_briefs_and_memos/2016-

10%20Social%20Security%20Benefits.pdf

• Social Security Administration Benefits Calculation

https://www.ssa.gov/oact/progdata/retirebenefit1.html


