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If someone is receiving a government pension and 
Social Security at the same time, their Social 
Security benefit may be reduced. This piece reviews 
the rules for when a Social Security benefit might be 
reduced under the WEP or GPO. 

 

 

Not all types of employment require employees to pay into the Social Security system.  If a person worked for an 
employer that did not withhold Social Security taxes from their paycheck, such as a government agency or an employer 
in another country, and a pension was earned while working for one or more of these employers, that pension may 
reduce any Social Security benefits that worker may have earned from another employer.  There are two provisions in 
the Social Security rules that can affect workers in this situation.  The Windfall Elimination Provision (WEP) is a formula 
that recalculates, but does not eliminate, the benefits earned by the worker.  The Government Pension Offset (GPO) 
applies to the benefits earned by a spouse, ex-spouse or surviving spouse, and can result in total elimination of the 
benefit. 

 

When might benefits be affected by the WEP? 
The Windfall Elimination Provision might apply if: 

• The worker reached age 62 after 1985, and 

• The worker first became eligible for a monthly pension from an employer that did not withhold Social Security 
taxes after 1985.  

How is the worker affected? 
An individual who receives a pension from non-Social Security-covered wages may also have wages that are covered 
by Social Security.  In those cases, the worker’s retirement benefit is calculated using a modified formula. 

A worker’s Social Security retirement benefit is based on his or her Average Indexed Monthly Earnings(AIME).  The 
Social Security Administration will separate that person’s AIME into three amounts and apply a different factor to each 
amount.  Under the WEP modified formula, one of those factors is adjusted based on the number of years of covered 
employment.  Those with fewer years of covered employment receive a lower factor, and therefore a lower retirement 
benefit. 

For example, to calculate the normal retirement benefit for a someone who turns age 62 in 2020 and collects retirement 
benefits under the normal retirement benefit calculation, the first $960 of average monthly earnings is multiplied by 90%, 
the next portion between $960 and $5,785 by 32%, and the remainder by 15%.  The sum of the three amounts equals 
the total monthly retirement payment.  The modified formula requires that the 90% factor is adjusted depending on the 
number of years of “substantial earnings” for the worker in question.  For 2020, a worker must have earned in excess of 
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$25,575 to be considered “substantial”.  The following table shows how the 90% factor is adjusted based on the number 
of years in which the worker had “substantial earnings”. 

Years of 
Substantial 
Earnings 

Percentage Used in 
Calculation 

30 or More 90% 
29 85% 

28 80% 

27 75% 

26 70% 

25 65% 

24 60% 

23 55% 

22 50% 

21 45% 

20 or Less 40% 

The Windfall Elimination Provision reduces a worker’s benefit in the first year of eligibility before the annual cost-of-living 
adjustment (COLA) is added to your benefit. 

The maximum reduction amount that can be applied by the Windfall Elimination Provision is limited to one-half of a 
worker’s pension from non-covered employment.  The amount of the pension is determined by looking at the pension 
amount that is paid in the first month of concurrent entitlement to both Social Security and the pension from non-
covered employment. 

Exceptions to the Windfall Elimination Provision 
The WEP will not be applied in the following situations: 

• A worker receives Survivor’s benefits based on someone else’s work history. 

• A worker has 30 or more years of substantial earnings under the previously discussed methodology. 

• A worker’s only pension is derived from railroad employment. 

• A federal worker who was first hired after December 31, 1983. 

• The worker was only employed in a job where he or she did not pay Social Security taxes occurred before 
1957. 

• A worker was employed on December 31, 1983 at a non-profit organization that did not withhold Social 
Security taxes at first, but began withholding Social Security from the worker’s pay after that point. 

What counts as a “pension” for the WEP? 
The following rules apply to government retirement plans when determining whether or not they are considered 
“pensions” for the purposes of the WEP: 

• If employer contributions or employer and employee contributions are used to determine the payment, the 
pension will generally be subject to the WEP. 

• If only employee contributions are involved and the payment amount is based on these contributions plus 
interest, it is subject to the WEP only if it is the primary retirement plan. 

• Withdrawals of retirement funds made after the employee is eligible to receive a pension are considered a 
lump-sum pension for WEP purposes.  The lump sum amount will be prorated over an individual’s lifetime. 



Social Security Benefit Reductions – WEP & GPO, continued 

 

Robert W. Baird & Co. Incorporated         Page 3 of 4 

• Payments received from defined contribution plans (401(k), 403(b), 457 plans, etc.) if the plan is the primary 
retirement plan.  If the plan is a supplemental plan, the payments are subject to the WEP when the plan 
payments contain employer or both employer and employee contributions.  If the plan is funded solely by 
employee contributions, the WEP will not apply. 

• Payments from optional savings plans (the Federal Thrift Savings Plan for Civil Service Retirement System 
(CSRS) employees) are not considered a pension. 

• Pension payments that include voluntary employee contributions, that are separate and in addition to, the 
regular pension payment are not subject to WEP. 

The WEP will apply once the individual becomes eligible for a monthly pension or a lump sum in lieu of a monthly 
pension the first month that the worker meets all requirements for payment.  The pension-paying agency, not the Social 
Security Administration, determines pension eligibility and entitlement. 

When might benefits be affected by the GPO? 
The GPO is very similar to the WEP in that it adjusts retirement benefits for those who are also receiving a pension 
from a federal, state or local government and who did not pay Social Security taxes.  The difference is that the 
GPO rules apply to those receiving benefits on someone else’s earnings history, such as spouse, divorced spouse 
or surviving spouse benefits. 

What is the amount of the reduction? 
The benefit received by the spouse, widow(er), or divorced spouse will be reduced by two-thirds of the government 
pension received.  For example, if a spouse receives a monthly civil service pension of $1,000, two-thirds of that, 
or $667, must be deducted from that person’s monthly Social Security benefit.  If the spouse is scheduled to 
receive $800 per month in Social Security spousal benefits, that amount will be reduced to $133.  This would be 
received in addition to the unreduced $1,000 monthly pension amount.  Under the GPO, it is possible to have 
Social Security retirement benefits completely eliminated. 

If a lump sum payment option is available, the Social Security Administration will still calculate the reduction as if 
you chose to get monthly benefit payments. 

Exceptions to the Government Pension Offset 
Generally, the GPO will not apply to Social Security benefits if: 

• The recipient is receiving a government pension that is not based on his or her earnings. 

• The recipient, for five years before retiring, is in a position that was covered under Social Security and the 
position is also covered by the same government pension plan as their non-Social Security-covered position. 

• The recipient is a state or local employee whose government pension is based on a job where Social Security 
taxes were paid: 

o on the last day of employment and the worker’s last day was before July 1, 2004, or 

o during the last five years of employment and the worker’s last day was July 1, 2004 or later. 

• The recipient is receiving a pension that is based wholly on service performed as a member of a uniformed 
service, whether on active or inactive duty. 

• The recipient was a federal employee (including Civil Service Offset employees) who paid Social Security 
taxes on their earnings. 
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• The recipient was a federal employee who switched from the Civil Service Retirement System to the Federal 
Employees’ Retirement System (FERS) on or before June 30, 1988.  If the switch was made after June 30, 
1988, five years under FERS is required to be exempt. 

• The recipient received or was eligible to receive a government pension before December, 1982 and met all 
the requirements for Social Security spousal benefit in effect in January 1977, or 

• The recipient received or was eligible to receive a federal, state, or local government pension before July 1, 
1983 and was receiving ½ of their support from their spouse. 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Baird does not offer tax or legal advice.  Please consult your tax professional or attorney to discuss your individual situation. 


