
When is the best  
time to start Social 
Security benefits?

One possible answer to the “best” 
time for starting your Social Security 
benefits is, as late as possible. The 
normal retirement age this year is 
66, as it is for everyone born from 
1943 through 1954. Early retirement 
benefits can begin as early as age 
62, but there is a price. The monthly 
benefit for a retiree is then reduced by 
25%, a reduction that stays in place 
for the rest of the retiree’s life. What’s 

more, the benefit received by the retiree’s spouse is also reduced, by 30%. 
Alternatively, if benefits are deferred beyond the normal retirement age, they 
are increased by the delayed retirement credit.

In an actuarial sense, these reductions are neutral. Overall benefits paid 
over an average lifetime will be about the same. But for specific retirees, the 
differences can prove very important. Perhaps that’s why so many opt for 
early benefits.

A Government Accountability Office (GAO) study released in 2011 noted:

• 49.5% of those born in 1943 began their Social Security benefits before 
reaching age 63, most within a month of reaching age 62.

• Only 19.5% of these beneficiaries began their benefit stream on or after 
their normal retirement age.

• The percentage of people who begin benefits at normal retirement age has 
fallen compared to when the higher retirement age was adopted in 1983.
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Start date

Choosing the optimal time to start 

Social Security benefits is no longer a 

simple matter, especially for married 

couples. In part, the problem comes 

from the unknowns—how long 

will you live? How will your other 

investments fare? What expenses 

will you face? But in part, there are 

just many more factors to consider 

with the benefits themselves.

These are the issues that we 

begin to explore in this edition of 

QuarterNotes. Please call on us with 

your retirement planning concerns.
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The reasoning

Many factors may push one toward 
beginning benefits sooner rather 
than later—basic economic need, for 
example. The recession has been very 
hard on many workers. Poor health 
may be a factor for some—there 
is evidence that early retirees tend 
to die earlier as well. If you believe 
that you won’t live out your life 

expectancy, you will maximize your 
benefits by beginning them as soon 
as possible.

How long does it take to “break 
even” on the decision not to take 
early Social Security benefits? In the 
simplest case, 12 years. By not taking 
early benefits, one gives up four years 
of income, from ages 62 through 65. 
The larger benefit earned beginning 
at age 66 recovers that deferral, 
but it is not completely recovered 
until reaching age 78. Only by 
reaching age 79 and beyond will the 
cumulative benefit received be larger 
by waiting for the normal retirement 
age to begin.

However, few cases are that simple. 
If one is still working from age 62 
through 65, additional taxes will 
be paid, and a larger benefit will be 
earned on the work record. What’s 
more, if one has too much earned 
income, Social Security benefits 
will be reduced during the early 
retirement period.

Still, when one is 62, age 78 can 
seem a long way off.

With delay comes  
added flexibility

Upon reaching normal retirement 
age, a worker has an alternative to 
simply filing for benefits to begin. 
One may “file and suspend” Social 
Security benefits. With this approach, 
the worker’s spouse may begin 
drawing normal spousal benefits, 
while the worker accumulates 
delayed retirement credits and a 
bigger benefit down the road.

If a husband and wife each have 
earnings records, the choices quickly 
can get very interesting, although 
the math will be complicated. Each 
spouse has a spousal benefit, as well 
as an earned benefit, but only one 
benefit may be claimed. However, 
it’s allowable to start collecting 
one benefit and then to switch to 
a different benefit at a later date. 

Imagine that Husband’s benefit will 
be $2,000 per month, Wife’s benefit 
$900 per month, and they are both 
66. They can consider any of these 
scenarios:

• Husband files and suspends his 
benefit until age 70, so he gets the 
maximum delayed retirement credit. 
Wife claims the spousal benefit at 
age 66. This approach creates the 
highest monthly benefit when the 
couple is in their 70s and beyond.

• Wife begins her benefit at age 66, 
and Husband files for his spousal 
benefit. At age 70, he switches to his 
own benefit, and she switches to her 
spousal benefit. If they both live to 
age 85, this approach yields a larger 
cumulative benefit.

• Same as the second scenario, but 
they switch benefits at age 68 instead 
of waiting to age 70, due to changing 
circumstances (perhaps financial, 
perhaps health). They’ll increase their 
monthly checks earlier, but they will 
sacrifice some accumulation should 
they survive for the long term.

The larger picture

The point isn’t only to get as much 
money from the Social Security 
Administration as possible, the object 
is a financially secure retirement. 
Accordingly, one needs to take into 
account other retirement resources, 
as well as projected financial needs. 
There are many online calculators 
available to help with the estimates.  
A free one may be found at  
www.aarp.org/socialsecuritybenefits. 

Helping our clients prepare for 
retirement is something that we do 
every day. To learn more about our 
capabilities, please give us a call.

This information should not be relied 
on for the purpose of determining your 
Social Security benefits or eligibility, 
or avoiding any federal tax penalties. 
Additional information is available at 
www.ssa.gov.
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How work affects  
Social Security payments

The GAO reports that more and 
more older Americans are partici-
pating in the labor force into their 
late 60s, even 70s. Those who 
retire early may have benefits  
reduced if earnings exceed certain 
limits for the months before reach-
ing full retirement age.   

If you are under full retirement age 
for the entire year:

You can earn $15,120 gross wages 
or net self-employment a year 
and not lose any benefits in 2013.

The Social Security Administration 
will deduct $1 in benefits for every 
$2 earned above $15,120.

In the year you reach full retire-
ment age:

• You can earn $40,080 gross 
wages or net self-employment 
prior to the month that you reach 
full retirement age and not lose any 
benefits in 2013.

• The Social Security Administra-
tion will deduct $1 in benefits for 
every $3 earned above $40,080.

Note that the reduction is for 
earned income (including self-em-
ployment income), not investment 
income, interest, dividends, capital 
gains, rents or royalties. Those 
are normal components of retire-
ment income, while having earned 
income suggests that one may not 
really be retired after all.



Year-end tax and 
investment planning

2013 is the year that federal income 
tax rates—and tax collections—went 
up, way up. The “Bush tax cuts” 
expired for top taxpayers, and the 
new taxes from the Patient Protection 
and Affordable Care Act went into 
effect. Higher marginal tax rates have 
the perhaps unintended side effect  
of increasing the reward for sound  
tax planning. 

Personal income

Beginning this year, an additional 
0.9% Medicare tax applies to 
wages and self-employment income 
of higher-income taxpayers. The 
thresholds are $200,000 for singles, 
$250,000 for marrieds filing joint  
tax returns.

Employers will withhold this 
additional tax for individuals. 
However, married couples can slip 
through the net—say one spouse 
earns $100,000 and the other, 
$200,000. Neither will have the 
additional Medicare tax withheld 
automatically, but together they will 
owe the tax. They may need to ask 
for additional withholding to avoid a 
penalty for tax underpayment.

One of the best ways to reduce 
income subject to tax is to sock away 
as much as possible in qualified 
retirement plans. Alternatively, one 
may consider Roth accounts, which 
don’t generate tax deductions but do 
shield future investment income  
from taxation.

Investments

This year also sees 
the addition of a 
3.8% tax on certain 
“net investment 
income” for higher-
income taxpayers. 
The threshold 
is $200,000 of 
adjusted gross 
income for singles, 
$250,000 AGI for 
marrieds filing jointly. 
Also, the top tax rate 
for qualified dividends and long-term 
capital gains goes to 20% this year 
for the highest-bracket taxpayers.

With stock markets in positive 
territory for the year, many investors 
will be looking at gains, realized or 
on paper. Those who’ve locked in 
their gains may want to consider 
harvesting some losses to ease their 
tax burden.

Another idea to consider for 
reducing taxes on portfolio income 
is to increase exposure to tax-free 
municipal bonds. However, with 
today’s low interest rates and the 
cloud of default hanging over some 
cities, caution is in order before 
making a major move.

Giving

The end of the calendar year is 
important for charitable giving, as 
taxpayers lock in their deductions. 
Note that itemized deductions are 
reduced for higher-income taxpayers, 
but not by more than 80%.

The reduction in deduction does 
not apply to a directed rollover 
from an IRA to a charity. There is no 
deduction, because the amount 

of such a rollover is not included in 
income in the first place. This choice 
is available only to those who are 
70½ and older, and it is limited to 
$100,000. The charitable IRA rollover 
is slated to expire at the end of this 
year, but Congress has consistently 
rescued this strategy from past 
expirations.

Finally, year-end is the time to take a 
closer look at major family gifts. The 
gift tax annual exclusion for 2013 is 
$14,000 per donee (not per donor). 
Married couples can double that 
exclusion. So grandparents with two 
adult children and four grandchildren 
could give each heir $28,000—a 
total of $168,000—this year before 
worrying about the gift tax. If the 
heirs are married, even more money 
may be given away free of gift tax.

Before taking any action, be sure to 
consult with your tax advisors.
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The company that supervises the Dow Jones 
Averages, S&P Dow Jones Indices LLC, 
announced in September that Alcoa, Bank 
of America and Hewlett-Packard would be 
dropped from the DJIA, and replaced by 
Nike, Visa and Goldman Sachs. The stated 
reason for the change: “the low stock price of 
the three companies slated for removal and 
the Index Committee’s desire to diversify the 

sector and industry group representation of the index.” 

When the companies in the DJIA are changed, mathematical adjustments 
are made to the formula for computing the average. No immediate gain 
or loss in the index is caused by the change, but presumably the index will 
better track the course of the economy in the months or years that follow. 

Changes to the index may be significant to you if you own shares in the 
affected companies, as their share prices may be affected by the prestige 
(or loss of prestige) associated with being part of the index.

Just Ask Us

I heard that the 
composition of the 

Dow Jones Industrial 
Average (DJIA) was 

just changed. Is that 
important to me?


