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SOCIAL SECURITY OPTIONS AND CONSEQUENCES

1. What happens when you retire and start collecting Social Security
(“SS”) benefits before reaching normal retirement age (i.e.,
generally, between 65 and 67 depending on birth date)?

e For 2011, SS benefits are reduced $1 for every $2 earned over
$14,160.

2. What happens when you retire and start collecting SS benefits in
the year containing your normal retirement age and still work prior
to the month you reach normal retirement age?

e For 2011, SS benefits are reduced $1 for every $3 earned over
$37,680.

3. What happens when you reach normal retirement, retire, start

collecting SS benefits, and continue working?
Visit our website at:

www.gwsh-law.com e For 2011, up to 85% of your SS benefits may be taxed.
e The taxability of SS benefits depends on your provisional
income (“PI”) and filing status. Pl is calculated as follows:

Adjusted Gross Income (before SS benefits)

Plus: Interest on U.S. savings bonds excluded for
educational purposes
Most tax-exempt interest
Employer-provided adoption benefits
Excluded foreign income
Deducted interest on educational loans
Deducted tuition and fees
50% of SS benefits

e |[f Pl exceeds certain thresholds, 50% of SS benefits are
taxable. As Pl increases, the proportion of your SS benefits
included in taxable income increases to as much as 85%.
The thresholds and taxability are as follows:




Married Single/Head of Household/Widow(er)
Lower limit of PI $32,000 [$25,000]
Upper limit of PI $44,000 [$34,000]
Pl between the upper Lesser of 50% of benefits or 50% of
and lower limits the excess of Pl over $32,000 [$25,000]
Pl above upper limit Lesser of (a) 85% of benefits or (b) 85% of the excess

of Pl over $44,000 [$34,000] PLUS the lesser of
(1) $6,000 [$4,500] or (2) 50% of SS benefits

° For example: Susie and Jeff file a joint return. Their adjusted gross income (“AGI”)
before SS was $15,000, and they received $8,000 in SS benefits.
They had no items to add back to AGI. Their provisional income is
$19,000 ($15,000 + $4,000). No SS benefits are taxable.

° For example: Susie’s filing status is single. She received $7,000 of SS benefits,
$19,000 of interest income, and $5,000 of nontaxable municipal bond
interest. Her Pl is $27,500 ($3,500 + $19,000 + $5,000). Susie will
report taxable SS benefits equal to the lesser of 50% of SS benefits
($3,500) or 50% of the excess of Pl over $25,000, or $1,250
({$27,500 - $25,000} x 50%). Her taxable SS benefits total $1,250.

° For example: Susie and Jeff file a joint return showing interest and dividend income
of $46,000, self-employment income for Susie of $31,000 and
nontaxable bond interest of $10,000. They excluded $1,000 of
interest on educational loans. They received SS benefits of $9,000.
Their Pl is $92,500 ($46,000 + $31,000 + $10,000 + $1,000 +
$4,500). They will report taxable SS benefits equal to the lesser of
85% of SS benefits ($7,650) or 85% of the excess of Pl over $44,000
(which is $41,225) plus the lesser of $6,000 or $4,500 (50% of SS
benefits). Susie and Jeff's taxable SS benefits total $7,650.
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