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Social Security Benefits

Overview: For many individuals, Social Security represents a significant portion of their income in retirement.
The following discusses Social Security basics and items to consider regarding when benefits should start.

The Basics

According to the Social Security Administration, Social Security benefits represent about 40 percent
of the income for the elderly. Social Security benefits are essentially guaranteed income that:

A Is adjusted for inflation

A s free of investment risk

A s protected against longevity risk

A Comes with a death benefit for married individuals

These benefits often are a significant source of retirement income and unlike any other income or
investment vehicle. Thus, it is important to know how to optimize lifetime benefits.

Benefits are determined by birth year, retirement age and lifetime earnings. Once workers reach full
retirement age (FRA), they are eligible for full retired worker benefits, also known as the primary
insurance amount. Currently, the FRA is from age 65 to age 67 depending on year of birth.

Workers who claim benefits prior to reaching FRA will receive a reduced benefit of up to 25 percent
of the primary insurance amount. Delaying a claim until age 70 results in a larger benefit of up to 32
percent more than the primary insurance amount due to cost-of-living adjustments and delayed
retirement credits.

Most retirees take benefits as soon as possible. In fact, 71 percent of male retirees and 76 percent of
female retirees claim Social Security benefits early. Yet the longer claiming is delayed, the greater the
benefits. There are several factors to consider before taking Social Security benefits, including
current health, life expectancy, employment status, other income sources and taxes.

Taking Benefits Early

Those in eatly retirement with no other significant income sources may have to take benefits eatly as
their only option. Those taking early retirement due to health problems should consider applying for
Social Security disability benefits as well. Qualifying retirees could receive a benefit equal to the
primary insurance amount through a combination of early Social Security benefits and disability
benefits and would be converted to full retirement age benefits once they reach FRA.
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Individuals who believe they have a below average life expectancy should also consider taking
benefits as soon as possible. In addition, some married women can optimize household benefits by
claiming early and collecting a higher spousal and survivor benefit later.

Those taking benefits early to supplement earnings income should keep in mind that $1 of benefits
will be deducted for every $2 earned above the annual limit, which is $14,160 for 2009. In the year
individuals reach their FRA, $1 of every $3 earned above $37,680 (annual limit for 2009) will be
deducted from their benefits for the earnings received before the month they reach FRA.

This only includes the earnings in the months prior to reaching FRA. Essentially, this creates a
temporary 50 percent tax on any earnings above the annual limit until reaching FRA, but a
permanent reduction in Social Security benefit of up to 25 percent. Once a person reaches FRA,
their benefits have no limit on earnings.

However, this shouldn’t discourage anyone from working while receiving Social Security benefits.
The Social Security Administration automatically reviews earnings records and replaces the lowest
earnings in individuals’ work records with their latest year of earnings if it is higher. Higher earnings
could result in a higher benefit for those who have not yet hit the maximum Social Security benefit.

Delaying Benefits

On the other hand, delaying Social Security generally optimizes lifetime benefits. This is especially
true for married couples due to additional benefits such as spousal and survivor benefits. For those
who have the financial flexibility to delay until FRA or beyond, retirees will receive either the
primary insurance amount or up to 32 percent over the primary insurance amount at age 70.
Delaying can potentially offer the following benefits:

A higher guaranteed-annuity-like benefit with cost-of-living adjustments

A higher benefit for spouses who elect for spousal benefits

A higher benefit paid to the surviving spouse

A higher benefit that will act as longevity insurance (protection against outliving assets)

An elimination of reduction of benefits if collecting Social Security and still earning income
The option to withdraw from retirement accounts to reduce future required minimum
distributions, which begin at age 70 1/2

The ability to draw higher Social Security income (tax-advantaged) instead of higher retirement
account income (taxable)
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Summary

The decision of when to take Social Security benefits depends on the individual and his or her
circumstances. Deferring benefits allows for higher annual payments and other potential benefits
such as higher spousal and survivor payments. Also, the higher benefits received from delaying can
act as longevity insurance. A good way to determine the best strategy is to work with an advisor and
contact the Social Security Administration to find out what estimated benefits will be at age 62, 66
(or FRA) and 70.

This material is derived from soutces believed to be reliable, but its accuracy and the opinions based thereon are not guaranteed. The
articles and opinions in this publication are for general information only and are not intended to setve as specific financial, accounting
or tax advice. Copyright © 2009 Buckingham Family of Financial Services. All rights reserved. This material may not be copied or
distributed (electronically or otherwise) without the written consent of Buckingham Asset Management. The products or services
described herein are available to US citizens and residents only and the information contained is intended for such persons only. No



information contained herein is an offer to sell. Investors should read the prospectus of a security prior to making any investments.
Please contact us if you have any questions at 314.725.0455.



APPENDIX:
Taxation of Social Security Benefits

Up to 85 percent of Social Security benefits can be taxed as ordinary income if total income exceeds
a certain level. About one-third of those receiving Social Security payments owe income taxes on
their benefits. Social Security income is not taxed the same as IRA income, so investors can reduce
their taxes by choosing higher Social Security income and lower IRA income when developing their
strategy for taking retirement income.

Taxes on Social Security benefits depend on investors’ income relative to tax thresholds:

Social Security Benefit Tax Thresholds

Individual Married
No tax Less than $25,000 Less than $32,000
First tax threshold $25,000-$34,000 $32,000-$44,000
Second tax threshold $34,001+ $44,001+

However, taxation is not calculated based directly on income, but rather on combined income. The
formula for calculating combined income is:

Combined Income = Adjusted Gross Income (AGI) + Nontaxable Interest + 2 of Social Security
Benefits

Once the combined income is determined, the figure is compared to the table above. The combined

income formula calculates the tax on the smallest of:

A 50 percent of the excess over the first threshold, plus 35 percent of the excess over the second
threshold

A 85 percent of the benefits

A 50 percent of the benefits, plus 85 percent of any excess over the second threshold

Here’s an example of a married couple filing jointly:

A AGI $50,000
A Tax-free bond interest $2,000

A Y2 of $20.000 in Social Security benefits ~ $10,000
A Combined income $62,000

When compared to the table above, this couple has an income of $30,000 above the first threshold
and $18,000 above the second. Those numbers are plugged into the three options for calculating
Social Security taxes, and the smallest result is chosen:

50% of excess over first level + 35% of excess over second level (0.5 * $30,000) + (0.35 * $18,000) $21,300

85% of total benefits (0.85 * $20,000) $17,000

50% of total benefits + 85% of excess over second level (0.5 * $20,000) + (0.85 * $18,000) $25,300

Source: 2009 Mercer Guide to Social Security

In this example, the second option is the smallest amount. Therefore, income taxes will be calculated
based on a new AGI of $67,000 ($50,000 + $17,000). In other words, $17,000 (85 percent) of Social
Security benefits will be taxed.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


