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CHAPTER 1

Bottom Line Up Front (BLUF)
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Isn’t it better to know the ending at the beginning? This book is about concepts and decisions; it is not a numbers game for bean counters. We’ll start with the forest and show you several paths to explore. It will help you make better retirement decisions, so the first order of business is determining your goals. Define your goals before reading this book, really!

I can’t completely eliminate numbers, but I promise to minimize their use. The journey will be fun. Social Security and fun in the same sentence—stranger things have happened.

WHY YOU SHOULD READ THIS BOOK!

Social Security is the biggest piece of the retirement puzzle. Approximately 40% of the average retiree’s income is her Social Security benefit check. Because it’s the largest piece, your decision on when to start collecting is important. You don’t want to screw this decision up, so you should read the book.

This is a government-run program. In other words, it’s more complicated than it needs to be and harder to understand than it should be. Don’t believe me? Just log into the official Social Security Administration website (http://www.ssa.gov) and start reading. When you are done and understand it all, please give me a call and I’ll send you the 10th edition of this book free, or maybe you can just help me write the 11th edition.

Uninformed decisions on your Social Security benefit and the lack of coordination of a spousal (or ex-spousal) benefit could cost you more than a hundred thousand dollars over your lifetime.

If you collect a Social Security benefit before full retirement age and continue to work, you may lose some of that Social Security income. Enough said for now. I’ll write more on this later.

Are you married, divorced, or a survivor (a widow or widower)? If so, you have more options than your single counterparts and need to understand how these decisions will affect your retirement and legacy planning.

THE 90% SOLUTION

Have you ever run into people who can’t make a darn decision? We all know them; some just plain won’t make decisions and their circuitry will never change. Then there are the ones who always need more information, and just when you think they are completely overloaded with material, answers, and suggestions, they ask for more stuff. If you are one of those types, you won’t get 100% of the information you want from this book. This book was created to inform those who want enough information to make a well-educated decision and move on. I’m not going to discuss Social Security brick by brick nor get into the bend points used to determine payment expectations. Offering more information will induce coma-like symptoms and confuse minds. Although I generally like to confuse people from time to time, this simple book will focus on the beef with no bun or condiments. After all, most of us don’t want to understand every aspect of Social Security; we just want to make a good decision about claiming our earned benefits.

This book will answer common questions and provide scenarios to help you understand available options. It will open your eyes to the complexity of Social Security while simplifying your choices and suggesting appropriate solutions. This book will keep you safe—I promise!

MUST STAY!

If you were born in 1960 or earlier, this book is probably for you. As one of today’s 78 million baby boomers, this book will inform you on Social Security essentials and help you make educated decisions about when to collect your benefit. There is a right solution for you; it’s just not the right decision for everyone, so keep that in mind.

For single people, deciding when to begin social security benefits might take less effort, but everyone has options to consider. If you are divorced, the key question is, were you married to someone for at least 10 years? It must be one person, one time, for at least 10 years, or there will be no ex-spousal and no survivor benefit. It’s a harsh rule, but if you are considering leaving your spouse, is it worth sucking it up for 10 years before divorce? I doubt it, but the choice is yours.

Survivors have too many options to consider. Yes, I did say “too many.” Just the same, you need to understand your choices and know that you can undo, redo, and upgrade later in life. I know, it sounds confusing, but I’ll turn the Social Security window less opaque in this short book. The key is that you will learn the available choices, understand how to evaluate them, and choose the right answer for you.

Married couples have many options also. This book will help you make excellent decisions to reach your goals. Understanding concepts such as the strategic use of a spousal benefit, why maximizing one of your two earned benefits is advantageous, and what happens when the first spouse passes away are paramount and could be worth tens of thousands of dollars or more.

If you are single or divorced and contemplating marriage, you should read this book. Getting married could increase your benefit or decrease it. Yes, that last sentence is correct. You could decrease your Social Security benefit if you remarry. I talk about love versus money in Chapter 9. There is no need to take a pay cut for love when shacking up is an option.

I love proactive planners. If that describes you, read this book and congratulations on getting an early start. The sooner you educate yourself, understand the concepts, and seek council, the more likely it is that you will reach your goal. Any plan is better than no plan, and frankly, most of us have no plan.

SHOULD GO!

Those born after 1960 should pass on this book. I appreciate you being superproactive, but the likelihood of Social Security benefits changing for you is high. Come back in a few years and try a more recent edition after Congress makes its adjustments. Additionally, cost-of-living adjustments and Medicare Part B premiums change annually. OK, the Medicare Part B stuff is more than I should have mentioned, as my purpose is to keep this book simple.

If you are seeking information on Social Security Disability Insurance (earned disability benefits) or Supplemental Security Income (welfare), this book will not meet your needs. Both of these benefit programs are important aspects of Social Security, but my purpose for this book is to keep it short, simple, and straightforward. If I included disability, family benefits (children benefits), and other miscellaneous aspects of Social Security, the book would be twice the size, too complicated, and not the one-day read I want it to be.

If you worked for an organization that did not participate in our Social Security system and you will receive a pension or lump sum payment from that organization, don’t buy this book. I will not describe the “Windfall Elimination Provision” or “Government Pension Offset” for the same reasons I did not include disability benefits. The bottom line is this: even if you toiled in other jobs and contributed to Social Security, you will probably earn fewer benefits than others who paid the same amount into the Social Security system. If you aren’t sure you fit into this category, check your annual Social Security statement (hard copy or online) to see if you have any “zero” paid amounts toward Social Security in years you worked. Generally, workers for some government, state, municipal, or education organizations fit this category.

If you will not pay 40 quarters in Social Security taxes, then do not read this book unless your spouse or ex-spouse (if married for at least 10 years) paid 40 quarters into Social Security. How many people do you know who paid fewer than 10 years of Social Security taxes, are not married, or weren’t married for at least 10 years? I thought so!

THE MAJOR SOURCE OF INCOME FOR MOST RETIREES

Yes, it is true. Social Security is about 40% of the average retiree’s income. Any guesses on what comes in second place at approximately 25%? No, sorry, it is not pensions. No, wrong again, it is not savings. Yep, you guessed it: work. Yikes, it’s kind of scary when you think about it—all the more reason to ensure you understand your Social Security benefit options now and create a plan for retirement.

Unlike fixed income retirement payments, Social Security is tied to an inflation index, meaning that payments received will increase over time. This annual cost-of-living adjustment (COLA) was added in 1975 and has kept Social Security’s purchasing power from receding over time. I suggest you consider the value of your Social Security benefit in terms of today’s dollar and expect it to somewhat keep pace with inflation during your lifetime.

Your decisions will dramatically affect the value of your Social Security income. We’ll address various options in the chapters to come, but by delaying your benefit from age 62 to 70, your check may grow by 76%. You can also grow your benefit after you start collecting Social Security through continued work, remarriage, and survivor benefits. Planning is an integral part of Social Security and a necessary tool to maximize your goal for this earned benefit.

THERE IS NO RIGHT ANSWER

With all the options available, there is no right answer for everyone. There is just a correct answer for you, and this book will help you determine it. Remember, this is about retirement goals and not bean counting. Financially, it may make sense to wait until 70 to begin benefits, especially if you are healthy and have longevity in your family. But consider what you can do with the money at 65 compared with what you can do with the money at 85 (if you get there). Just food for thought. It’s not all about the dollar; it’s about your goals.

If you are married, you should consider what your spouse will be left with when you die. The higher of your two Social Security retirement benefits will last two lifetimes. Consider this with other income sources and assets in your planning.


CHAPTER 2

Will It Be There?
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I didn’t mean to scare you with the picture—OK, I did. But I apologize. I can’t help but poke fun at the doomsday scenario and those who believe Social Security is bankrupt. It’s certainly possible that we could lose our Social Security benefits, but it was also possible that we could have checked out at the end of the Mayan calendar. Fortunately (or unfortunately), we are still here. Social Security should be there for you also.

$2,732,334,000

It’s a big number, and it’s the Old-Age, Survivors, and Disability Insurance (OASDI) Trust balance at the end of 2012. For the purpose of our discussion, OASDI is the Social Security trust fund. It grew by $54.4 billion during 2012, and it is predicted to continue growing until 2021, until our sustained retiree growth rate begins draining our trust fund assets. Without congressional action, the trust fund could reach zero around 2033.

WHERE’S THE BEEF?

I loved that 1980s vintage Wendy’s commercial (http://www.youtube.com/watch?v=R6_eWWfNB54), didn’t you? Today’s Social Security doomsters apply a variation of that same commercial slogan: “Where’s the money?” So where is the money? Our Social Security trust funds are invested in special-issue short-term certificates of indebtedness and long-term bonds. According to the Social Security Trust Fund Data website (http://www.ssa.gov/cgi-bin/investheld.cgi), the average rate of return on this investment as of December 31, 2013, was 3.602%. I wish I could get that guaranteed rate of return from an AA+ rated company.

Our Social Security trust fund assets are not placed in a vault. They are invested as our government sees fit with a guarantee of return with interest. Companies you invest with do the same thing. The real question is, will the United States of America default on this debt? It’s highly unlikely, and if it does, we’ll have much larger problems to deal with than our Social Security checks.

If you worry about whether Social Security will be there when you retire, please don’t. It will be there, and if you are more than 60 years old, the only change from today’s program you will probably experience is a reduction in the cost-of-living adjustment. This is not a trivial matter, as cost-of-living adjustments help retain purchasing power in retirement. Congress is considering “tweaking” Social Security COLA, in addition to other options, to solidify our Social Security system. Changes are necessary and will take place. Let’s not blow them out of proportion. You’ve paid into this program, are entitled to the benefit, and will receive it. Don’t let the alarmists scare you.

10,000 A DAY

Any guesses? It’s the number of US citizens reaching age 65 every day. Yes, there are approximately 78 million baby boomers, and all of us want to collect our Social Security someday. We also vote, so don’t be shy in letting your congressional representatives know which solutions you like. They like their jobs and will thus like your suggestions. I’ll discuss options later in this book.

You’ve probably heard that there will soon be just over two Social Security–paying workers supporting each retiree. With approximately 25% of our US population being baby boomers, it’s not like we haven’t seen this one coming for decades. That is why the trust fund is worth almost $2.8 trillion in 2014 and continues to grow. There is more good news for our Social Security program. Almost half our eligible beneficiaries begin collecting Social Security at age 62, which minimizes trust fund outlays over time. If I put on my green eyeshades and do a bit of break-even analysis comparing paychecks and life expectancy for 62-year-olds, the house (trust fund) wins against early collectors.

Another wild card is immigration reform. As it’s a hot topic, we should see reform soon. Whatever Congress does, it should increase Social Security trust resources, improving program solvency.

Lastly, we like to live large—literally. Our overweight and obesity problems reduce life expectancy and will decrease Social Security outlays. Ouch, that may have hurt, but facts are facts. Obesity shortens life expectancy: I didn’t make it up.

ZERO DOESN’T MEAN ZERO

What do you think would happen if the average American retiree lost 40% of her income? With 78 million baby boomers and approximately 10,000 each day turning 65 for the next 20 years, all of whom have the power to vote, do you think Congress may scrap this program or water it down much? Me neither. I didn’t say it would be pain-free, but it’s about time Congress felt some pain along with the rest of us.

Just because the trust fund could reach zero doesn’t mean Social Security paychecks stop. Remember, people are still working. Workers and their companies will continue paying into our Social Security system. This worst-case scenario has Social Security benefits cut to about 75 cents on the dollar. That means if congressional gridlock remains, we’ll lose 25% of our Social Security benefit starting around 2033. What is the likelihood of Congress taking no action? Pretty much zero. This isn’t the first Social Security crisis we’ve experienced. Congress “fixed” Social Security in 1984 and again in 1993. It will do so again. The sooner the better, as small changes now are preferable to large adjustments later. The 1993 Social Security fix lasted 20 years, so hopefully the next adjustment will also. Congress will put in a fix and kick this can farther down the road. As for the next Social Security crisis, it won’t matter for most of us baby boomers.

The actuarial deficit is 2.3%. What that means in English is that we must increase Social Security trust income (taxes/earnings) and/or decrease expenditures by 2.3% annually to bring this program into balance. Is 2.3% really that big of a deal? The answer is no.

There are several credible proposals floating around Congress to adjust our Social Security program, and in the end, it will most likely be a combination of these “proposals” that gets approved:

• Increase the age required to receive “full retirement age benefits,” which is currently 66 and grows to 67 for people born 1960 and later.

• Increase the amount of earned income subject to Social Security taxation. As of 2014, that ceiling was $117,000, and it increases annually based on wage growth.

• Increase the Social Security tax rate, which is currently 12.4% (6.2% by you and 6.2% by the company you work for). If you are self-employed, congratulations: you get to pay the full 12.4%.

• Use means testing. Social Security is already a wealth distribution tool. Those who contribute more receive a smaller percentage of their contributions back in benefits. Means testing is another way to distribute wealth.

• Tie the cost-of-living adjustment to an alternative (less beneficial) index than the one used today.

The last bullet is the one I’d whine to my congressperson about, as it has the largest negative effect on you. I don’t like the second-to-last bullet, either. Why punish people who actually had a plan, saved money for retirement, and contributed to “their” Social Security retirement accounts?

Making Social Security more solvent for decades to come isn’t that difficult. Go to the website of the American Academy of Actuaries (http://www.actuary.org) and select “the Social Security game.” This is a great site where you can actually “test” your proposed solution. I combined three of the bullets listed and fixed our Social Security for the foreseeable future. I loved my solution, but maybe you won’t. No worries, I don’t plan to run for Congress. Visit the website and make your own adjustments and you’ll find that small changes now will prevent problems down the road.

THE MORE COLA THE BETTER

Too many of us don’t plan for retirement, and even fewer give inflation its due. At 3% inflation growth over a 20-year retirement, you’ll need $1.82 to purchase $1.00 worth of goods in year 20, and inflation could be higher than 3% per year over the next 20 years. Please, please, please, consider inflation in your retirement planning. You will need to either spend more in retirement to offset the effects of inflation or reduce your lifestyle. Which do you prefer?

Adding a cost-of-living adjustment to our Social Security benefits in 1975 was the right thing to do. Thank you, Gerald Ford! The cost-of-living adjustment for Social Security should not go away, but Congress is considering changing the index it is tied to—that is, lowering your future benefit. Modifying COLA is the least favorite solution for you and also punishes current retirees who planned on the annual increases to keep up with inflation. OK, maybe some retirees didn’t plan on it, but they certainly count on it now and have few options to make up the difference in retirement.

Squeaky wheels generally get greased. Most of us hate whiners, but in this case, make an exception. It’s your money, and if you whine to get what’s yours, that sounds fair, doesn’t it? Our congressional representatives love to hear from us. At least that’s what they say, so pick up the phone, write an e-mail, or send some snail mail voicing your displeasure with COLA adjustment for your friends, the 78 million baby boomers who all vote.

WE’RE ALL DOOMED

Damn the facts; USS Doomsday is full speed ahead. Social Security is a pay-as-you-go system, with $2.7+ trillion of assets averaging a guaranteed rate of return around 3.6% in 2014. The actuarial shortfall is 2.3%, and there are many proposals out there with myriad combinations to solve this problem.

Don’t believe the scare tactics.

Include Social Security in your retirement planning. If you don’t believe me, then go ahead and plan on its collapse, and take our government with it: military pensions, civil service pensions, Medicare, Medicaid, and the gamut of government-funded programs we rely on. Are you happy now? I think I saw a doomsayer smile!

OK, if it really happens and you want the satisfaction of giving me a piece of your mind, I’ll be on the back of the ship featured at the start of this chapter. I recommend you bring a life preserver.


CHAPTER 3

Keep It Simple
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My intent is to simplify a complicated issue enough to help you select the best Social Security benefit options and improve your retirement situation. I choose to do this by covering relevant Social Security features and using scenarios to describe various options through examples. You should also visit http://www.retirereadyseries.com and view the Social Security video presentation and/or attend a monthly Social Security webinar.

LET’S MAKE IT COMPLICATED

It amazes me how complicated we make things. Whether it’s reading a phone bill, deciphering a financial statement, or understanding an insurance policy, things are more complicated than they used to be and more difficult to understand than they should be. Social Security is extremely complicated, yet many people sign up without seeking advice or knowing how to choose the best alternative to support their retirement goals. The Social Security representatives you deal with on the phone or in person are quite helpful. But they don’t know you, your goals, or what you don’t know. They are also overwhelmed with calls and forbidden to give financial advice. You may also sign up online but likewise need to understand your options before making such an important decision.

This book will help you make better decisions. However, I recommend you contact your financial advisor (or seek one if you don’t have one) and verify that you have selected the best option to meet your retirement and legacy goals. Remember, you don’t know what you don’t know. Your financial advisor should know, and if he or she doesn’t, look for a new one.

Almost 40 million retirees were collecting Social Security retirement benefits at the beginning of 2014, and the majority started early (before full retirement age). Only 4% of all recipients wait until 70 to maximize their Social Security benefits. I won’t suggest that everyone wait until 70, but if more people understood the advantages of waiting, many would consider delaying benefits until full retirement age or later.

Single and divorced people who were married for fewer than 10 years should consider retirement goals, work status, health status, income needs, legacy desires, expected longevity, and children’s ages in making Social Security income decisions. Divorced individuals who were married at least 10 years should also consider their ex-spousal benefits and potential survivor benefits. Married couples have even more to consider in coordinating benefits between themselves and planning for a survivor benefit. I could go on and on, but I’m already starting to lose you. The bottom line is that this book and its scenarios will describe options you should consider.

Medicare is available to most of us at age 65. If you are already collecting Social Security, you will be automatically enrolled for Medicare Part A and Part B. Part B requires a monthly premium deducted from your Social Security monthly payment. For most people, that amount was $104.90 per month in 2014. It varies annual and generally goes up from year to year. There are also income-related adjustments if your income reaches certain thresholds. Plan ahead and talk with your tax advisor about this issue. You may decline Part B coverage, but that is generally a very bad idea unless you are covered by another health plan. Medicare Part B is heavily subsided by general tax revenue, so please do not decline this coverage before talking to a heath care professional and your financial advisor.

Social Security is a wealth distribution tool as well as a retirement plan. These annuity benefit payments are based on individual contributions. Determining your earned benefit is fairly complicated and depends on bend points that dilute benefits for higher contributors. I point this out so you will understand that the benefits earned by high and moderate contributors isn’t much different and that low-wage earners receive a higher percentage of their contributions in monthly benefits. This compromise between a retirement plan for individual contributors and a wealth distribution tool to help the less fortunate was the foundation for Social Security’s creation in the 1930s.

ACRONYM SOUP

Our government loves acronyms, and Social Security has plenty of them: PIA, FRA, WEP, GPO, COLA, and so on. We won’t discuss many of these throughout the book, with the exception of cost-of-living adjustment (COLA) and full retirement age (FRA). I refer to COLA to let you know that your benefit will, for the most part, keep up with inflation. This growth is essential to maintain purchasing power as we age. When I discuss particular scenarios starting with the next chapter, I disregard this growth to keep it simple. Just remember that your benefit will increase to help maintain your Social Security income purchasing power.

Full retirement age (FRA) is based on your birth year. If you were born in or between 1943 and 1954, your FRA is 66. If you were born before 1943, your FRA is less than 66 (65 for people born in 1937 or earlier), and if you were born more recently than 1954, then your FRA is beyond age 66, gradually stepping up two months per year until reaching a maximum of 67 for those born in year 1960 or later. If your FRA is 66, you will receive 100% of your earned benefit at age 66, and if your FRA is 67, you have to wait an additional year to receive 100% of your Social Security benefit. You may think this is unfair, but at least you are younger and should have more life ahead of you. Want to trade places? Thought not.

I use 66 as the full retirement age for all scenarios. It keeps the math simple and will help you concentrate on the concept. The key point here is that full retirement age equals 100% of earned benefit. If you start sooner, you get less, and if you wait longer, you get more. For earned benefits, you may start as early as age 62 or wait until age 70 to maximize your benefit.

My favorite part of Social Security is the cost-of-living adjustment! Inflation can devastate a retirement plan. At 3% inflation, you will need to double your income to buy the same stuff 24 years from now, and many of you will be alive 24 years from now. COLA will protect your Social Security purchasing power, and because you cannot outlive your benefit, your longevity is protected also.

We could dig down much deeper, but adding more ingredients would spoil this simple dish and defeat the purpose of my book. A confused mind will not make a decision, and you must make a decision. My job is to get you there by simplifying the complicated.

WHAT YOU NEED TO KNOW

Almost every decision on when and which Social Security benefits to take will be compared to waiting until full retirement age. This is a benchmark we deviate from in upcoming scenarios to explain why. Options increase dramatically if we wait until full retirement age, as you will soon learn.

Most of us want things right now! As a group, we don’t like to wait, thus many people sign up for Social Security as soon as they are eligible for benefits. There are many detriments to this strategy. If you start benefits before full retirement age, you won’t have the option of collecting a spousal benefit while delaying earned benefits. If you work, you could lose a portion of your Social Security income until you reach full retirement age, although your benefit will be recalculated at full retirement age, adding lost benefits back into future benefit payments. If you are married and the higher of the two wage earners, collecting early benefits will diminish the survivor benefit, possibly leaving you or your spouse short of income after one of you passes. The highest Social Security benefit for a couple performs like a joint annuity and will last two lifetimes, while the smaller benefit will be lost upon the death of the first spouse.

By delaying benefits, you will receive a bigger check for the rest of your life, and if you delay until full retirement age or longer, you are better able to coordinate spousal benefits to realize your family goals. If you are divorced and eligible for an ex-spousal benefit, you can coordinate ex-spousal benefits at full retirement age, similar to a married couple.

Survivors are treated differently, and the rules allow more flexibility to help offset the loss of your loved one. A survivor may start benefits at age 60 and will maximize her survivor benefit by waiting until full retirement age. A survivor is also able to start her earned benefit or survivor benefit before full retirement age and switch benefits later in life; the same holds true for a divorcee eligible for a survivor benefit.

DON’T MEMORIZE THE NUMBERS

If you focus on the numbers, you will miss the big picture. Understand the concepts and options first and then choose a couple of solutions that meet your needs. Plugging in numbers is the last step, not the first. I will use a $1,000 benefit as the full retirement age benefit for all single and divorced individuals. It makes the math and comparisons easier to comprehend. Because most of you will have a full retirement age benefit greater than $1,000, it should make you feel pretty good. If you have less, sorry.

This book is about forest to trees to leaves. Take off the green eyeshades for now and read through the scenarios first. Concentrate on the options and move from chapter to chapter as they build on themselves. When you finish, you will be at the point where you can select the best choices to meet the goals you determined before reading this book. You did that, didn’t you? If not, stop reading the book and do it now.

FOCUS ON CONCEPTS

As mentioned a few times, begin with the end in mind: your retirement goals! Because Social Security is the largest income source for most retirees, consider it within the context of your overall retirement plan. Remember that you can’t outlive it, that you can’t pass it on to anyone other than your spouse (or maybe an ex-spouse), and that it will retain most of its purchasing power as you age. The decision to start early or wait should be considered in the context of your overall retirement plan.

You do have a plan, don’t you? Good. Because most budding retirees don’t, that puts you a step above the rest. After all, it’s hard to make good retirement income decisions if you don’t have a path to success. Good decisions are hard to make if you don’t know how much money you need and when you need it in retirement. Please, please, please create a plan before making a decision on this significant portion of your retirement income.

Know your goals and prioritize them for retirement. It is foolhardy to expect plans to execute perfectly. Hopefully your plan is conservative and you’ll get to add instead of subtract retirement desires.

The following is Retirement Planning 101:

• Determine your goals.

• Create a plan.

• Execute the plan.

• Review the plan.

• Revise the plan.

Now, that doesn’t seem difficult or complicated. You can do it!


CHAPTER 4

Start Early or Wait

FOR INDIVIDUALS AND DIVORCEES WITH
FEWER THAN 10 YEARS OF MARRIAGE

[image: image]

All right, we are finally here. We begin to compare scenarios! We start with individual cases, and there is no right answer for everyone, only a right answer for you. Let’s get started with what most people have done, cover the plusses and minuses, and help you make a decision.

73%

This is the percentage of people who begin their Social Security benefit before full retirement age (FRA). The most common age to begin benefits is 62, and it guarantees the lowest monthly lifetime payment. If starting benefits early coincides with a well-thought-out retirement plan, great. If not, it probably isn’t the right choice, because it may not provide adequate resources to protect your longevity.

If your FRA benefit is $1,000 per month and you begin at age 62, your monthly check will be $750. Payments start four years early, but the 25% haircut costs you in the long run. Without considering cost-of-living adjustments (COLA) and assuming you spend the Social Security check (rather than invest the money), the “break-even” age is 78, which means that if you live beyond age 77, you’d earn more money from Social Security by waiting until full retirement age (66) to begin collecting benefits. Adding expected COLA reduces the break-even age.

OK, now you know the break-even age and can plan accordingly.

STARTING EARLY: THE GOOD

If Social Security isn’t a big portion of your retirement plan and you want to see the glaciers before they melt away, then starting early might be your plan of choice. Additionally, most of us will be able to do more in our 60s than in our 80s and, as my sister always reminds me, “If you don’t have your health, the rest doesn’t matter.” Having the money to enjoy retirement while you can enjoy retirement is important, and if starting Social Security before full retirement age allows you to enjoy your retired years, wonderful.

STARTING EARLY: THE BAD

If Social Security is a significant portion of your retirement and you do not have a pension, another annuity, or significant retirement assets to accommodate your desired lifestyle, then beginning Social Security benefits early could be a very bad idea! If you plan to continue working and decide to collect Social Security benefits before full retirement age, you will be subject to the “earnings test.” This could reduce or eliminate your monthly Social Security paycheck until you reach full retirement age. Delaying your Social Security from 62 to 66 is like receiving a 7.2% compound return on your paycheck. That is pretty good, and I don’t know anywhere else that you can get that type of guarantee; spending down other assets while delaying Social Security benefits is less risky and may be a better long-term solution.

STARTING EARLY: THE UGLY

Yes, it could be worse. If you live longer than expected, don’t have a pension or another annuity, and run out of other financial assets before you run out of life, options are limited. Social Security may become your only source of revenue. Thus starting this benefit early could be devastating. The difference between beginning at 62 and waiting until 70 is a 76% increased monthly payment.

STARTING EARLY: THE UNEXPECTED

If you begin Social Security benefits before full retirement age and earn income above a certain amount, you will lose a portion of your Social Security payment until you reach full retirement age. Your benefit will be recalculated at full retirement age and adjusted for withheld payments. However, it might be smarter to wait based on your earnings expectations.

27%

If 73% of Social Security retirees begin collecting benefits early, then 27% wait to collect their Social Security benefit checks until full retirement age or later. There are advantages for those who wait!

FULL RETIREMENT AGE: THE GOOD

The good news is that you will now receive 100% of your full retirement age benefit, not a lesser amount based on an early start. If you worked between the ages of 62 and 66, you weren’t penalized by having Social Security benefits withheld based on income. You might have actually increased your full retirement age benefit by working longer (assuming you broke into your 35 highest years of earnings). You have undoubtedly increased your retirement income and should be able to take advantage of these additional resources in reaching your retirement goals.

FULL RETIREMENT AGE: THE BAD

You’ve probably worked an additional four years or used up savings to support yourself in retirement between 62 and 66. If your goals included a family legacy and you pass before your mid- to late 70s, then your beneficiaries might be left with less money. If your health decreased significantly between 62 and 66 and you can no longer enjoy some of those items on your bucket list, then perhaps starting earlier would have been a better idea. Getting a physical or wellness checkup each year should assist with making the best decision.

FULL RETIREMENT AGE: THE UGLY

You die at 65 and 364 days. This is as ugly as it gets, because you will not collect any Social Security benefits. At least you won’t know you made a bad decision—but all your friends will!

4%

A small percentage of individuals wait until 70. Doing so maximizes your monthly Social Security check. I generally recommend this strategy for the highest-earning partner in a marriage, but it’s a toss-up for recipients who are single or divorced (with fewer than 10 years of marriage).

WAITING UNTIL 70: THE GOOD

Congratulations, your paycheck is 32% larger than what you would have received at full retirement age and 76% higher than if you began Social Security at age 62. By waiting, you have maximized your Social Security income checks for life! If you have a pension or additional annuity, you should be in pretty darn good shape. If you don’t, at least you have maximized your Social Security and there is less of a burden on your remaining investments.

WAITING UNTIL 70: THE BAD

Money doesn’t matter much if you don’t have your health. Creating a plan to begin Social Security at 70 is just a plan. Monitoring your heath is essential. Declining health might suggest you should initiate Social Security payments before age 70. Your health and retirement goals are more important than maximizing your Social Security paycheck. Keep things in perspective.

WAITING UNTIL 70: THE UGLY

You die between full retirement age and 70.

One note: You can file for and suspend your Social Security benefit at full retirement age. It will allow you an option to backdate your payments to full retirement age. If you are terminally ill at 69, you can file for and collect all the missed Social Security payments from when you suspended benefits to your current age. It’ll be one big check and you can have a huge party. You are terminally ill, though, and that’s not much of a trade-off.

SCENARIO 1: KEVIN

Kevin makes plenty of money and saves a good percentage of his income for retirement. His health is average, his eating habits are inconsistent, he doesn’t exercise much, and he works a lot of hours in a very demanding environment. Kevin plans to retire at 62. His retirement goals include travel, and he owns a primary and a vacation home. He is unmarried and has no long-term relationships.

Kevin plans to begin his earned Social Security benefit at 62. He is motivated to retire early to reduce stress and focus on his health. He will be debt-free at retirement and have enough assets to enjoy the type of retirement he desires. Although Kevin isn’t primarily concerned with leaving a legacy, he plans to start his Social Security benefit at 62 and delay using other retirement assets, which will maximize a death benefit for his niece and nephew should Kevin die prematurely.

SCENARIO 2: ELIZABETH

Elizabeth is in her second career. As a retired Massachusetts state trooper, she has a pension, although it does not provide a cost-of-living adjustment to protect the pension’s purchasing power. She is self-employed and likes her job. She eats well and exercises when she has time. She is unmarried and has no children.

Elizabeth likes to travel and spend time with her many friends. She is an avid New England Patriots fan and enjoys her “toys.” Saving isn’t her strong suit, but she owns some rental property and has significant cash value in a life insurance policy she plans to use in retirement. Like many of us, she wants to maintain her current lifestyle in retirement.

Because she enjoys working and is in good health, she plans to wait until 66 to retire. Waiting until 66 to start Social Security will provide her with 100% of her full retirement age benefit and keep her from being susceptible to the Social Security earnings test. She will not be debt-free at retirement, increasing her monthly cash flow needs.

Elizabeth enjoys life and will not sacrifice her lifestyle between 66 and 70 for a more generous Social Security payment. She has a good plan and believes starting Social Security at full retirement age is an excellent compromise.

SCENARIO 3: SEAN

Sean is a retired schoolteacher and in a second career. He is single with no children and didn’t save much during his teaching career. He is seven years into a second career and was recently selected as a clerk magistrate for a municipality. It pays well and will produce a nice pension when Sean retires. Sean is a bit of a spendthrift, and he has struggled to save money throughout his life. He is afraid of running out of money in retirement and plans to work until 70 to maximize his municipal pension. He likes his free time, enjoys travel, and spends most of his time with friends. He likes to eat out and tends to overeat from time to time. He is in good health and exercises regularly. Longevity runs in his family.

Because Sean enjoys his job and fears running out of money before running out of life, he wants to work until 70 and delay receiving Social Security benefits until then. Sean met with a financial retirement planner who indicated Sean could retire from his municipal job at 66 and easily meet all his retirement goals. Sean may reevaluate at 66 but currently plans to remain at work until 70. He will be debt-free at retirement and will maximize his Social Security income at 132% of the full retirement age benefit.

Sean has many options based on his retirement analysis. He will monitor his health situation and use the generous vacation time provided by his current employer until calling it quits at 70. He can always accelerate his retirement by four years without compromising his retirement plans.


CHAPTER 5

Tapping into Someone Else’s Benefit

FOR MARRIED COUPLES, DIVORCED INDIVIDUALS WITH
AT LEAST 10 YEARS OF MARRIAGE, AND SURVIVORS
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Options multiply for married couples, divorced individuals with at least 10 years of marriage, and survivors. The next three chapters will discuss your alternatives and provide many scenarios to help solidify the material. The key point at this stage is to understand that some people have the option to tap into someone else’s earned benefit regardless of their own earned benefit size. Thus a higher-earning woman may take a spousal benefit on her lower-earning husband’s Social Security benefit, and there are some good reasons to do so. Really.

MARRIED

You are probably aware that Social Security provides a spousal benefit, although too many married couples who attend my seminars are not. Based on recent law changes, marriage between same-sex partners is now recognized by our federal government, meaning that Social Security benefits apply to married same-sex partners just as they apply to married opposite-sex partners. For the point of discussion, you can replace “Lisa” in the following examples with “Fred” and the situations will be identical. Just don’t call my wife Fred; she prefers Lisa.

My wife, Lisa, never worked a day in her life. All she did was raise our 12 kids (slacker). Even though she didn’t earn one darn penny, she is entitled to a spousal benefit because we are married. If my full retirement age benefit is $1,000 per month and Lisa begins Social Security at age 62, she will receive 35% of my full retirement age benefit ($350 per month). If she waits until her full retirement age, the benefit will increase to 50%, or $500 per month. I must have filed for (or filed and suspended) my Social Security payments for Lisa to be eligible for this spousal benefit.

Lisa’s spousal benefit is based on when she applies and not when I apply, so whether I start early, collect at full retirement age, or delay benefits until 70, it will have no effect on Lisa’s spousal benefit. Lisa’s spousal benefit is maximized at her full retirement age! This is a key point to remember, so I’ll state it again. Spousal benefits are maximized at full retirement age.

DIVORCED

Divorced individuals who were married for a minimum of 10 years (to one person) and remain unmarried are eligible for an ex-spousal benefit. This is a significant benefit and one that many people aren’t aware exists. Remember, you must have been married to a person for a minimum of 10 years: 9 years and 364 days gets you zilch. It begs the question whether you should suck it up for 10 years before calling it quits—seriously. Marrying the same person twice for a total of 10 years won’t work either, unless the second marriage takes place before the end of the calendar year following your divorce. To collect an ex-spousal benefit, your ex-spouse must be at least 62 but isn’t required to file for benefits (as long as you’ve been divorced for two years). Your ex won’t know you are filing, as it’s none of his business, so there’s no need to worry about receiving hate mail or unwanted phone calls. Ex-spousal benefits aren’t split, so if your ex was married at least 10 years multiple times, both you and the other ex-spouse(s) are entitled to full ex-spousal benefits. Any current spouse is also eligible for a spousal benefit. No wonder Social Security rules need some updating.

Spousal and ex-spousal benefit payments can be coordinated with your earned benefit. We’ll cover those details in Chapter 7.

If you remarry, the ex-spousal benefits will stop. You may want to ask your significant other (preferably before proposal time) what his Social Security full retirement age benefit is before tying the knot. It may make the difference between hitching up and shacking up. My advice is to upgrade your benefit or shack up. The money will retain its value, whereas your love might not!

SURVIVOR

We all pass, and it generally doesn’t happen at the same time for a married couple. There will be a survivor, and the planning decisions you make about beginning Social Security benefits have a dramatic impact on the survivor. When the first spouse passes, the smaller Social Security monthly payment will stop and the larger benefit will remain. I suggest you strongly consider maximizing this payment, as it performs like a joint annuity and will last two lifetimes.

Survivorship doesn’t follow the same rules as spousal and ex-spousal benefits, making it more complicated to explain. Survivors may begin receiving survivor Social Security benefits as early as age 60 and simultaneously delay their own earned benefits until 70. Alternatively, a survivor may begin her earned benefit at 62 and delay the survivor benefit until it is maximized at full retirement age. The “earnings test” is still applicable to receipt of Social Security benefits prior to full retirement age. Lastly, the survivor benefit is dependent on when both spouses begin Social Security income, unlike the spousal and ex-spousal benefits.

Ex-spouses are also entitled to survivorship income. The marriage must have lasted at least 10 years, and the survivor must remain unmarried until age 60 to become survivor-benefit eligible. Survivorship is complicated enough to dedicate an entire chapter to how it works. Chapter 6 will tackle these benefits in detail.

SCENARIO 4: BILL AND TINA

Bill and Tina are happily married and the same age. Both lead sedentary lifestyles and are overweight. Bill works for the government, has a well-paying job, and will receive a small pension. He is a conservative investor but has consistently contributed to his thrift savings retirement account, creating a nice nest egg for retirement. He’s also been paying into Social Security his entire career. Tina works part time, which provides extra money to fund the couple’s discretionary spending habits while earning a small Social Security benefit. Bill and Tina have two grown children who have left home and are employed (if we could all be so lucky).

Let’s compare three retirement situations, assuming Bill’s full retirement age Social Security benefit is $1,000 per month and Tina’s is $200 per month.

Plan A: Bill and Tina retire at 62 and begin Social Security benefits immediately. In Plan A, Bill will receive a $750 monthly Social Security payment (75% of full retirement age benefit), and Tina will receive a $360 monthly check (combination of earned and spousal benefit).

Plan B: Bill and Tina retire at 66 and begin Social Security benefits immediately. In Plan B, Bill will receive a $1,000 monthly Social Security payment (full retirement age benefit), and Tina will receive a $500 monthly check (50% of Bill’s full retirement age benefit).

Plan C: Bill and Tina retire at 66. Bill files and suspends his benefit until age 70. Tina begins her Social Security income immediately. In Plan C, Bill will receive a $1,320 monthly Social Security payment starting at age 70 (maximizing his Social Security income), and Tina will receive a $500 monthly spousal benefit at retirement.

Comparing spousal benefits indicates the smallest amount Tina will receive is $360 per month at age 62. The spousal benefit is maximized at age 66 and equals $500 per month.

SCENARIO 5: TINA THE SURVIVOR

Bill maintained his sedentary lifestyle in retirement, which led to heart disease and an early demise at age 75 (sorry Bill, but none of us are getting out of here alive). Let’s compare the same three plans after Bill passes.

Plan A: Bill and Tina retire at 62 and begin Social Security benefits immediately. When Bill passes at age 75, Tina will lose her $360 Social Security benefit and start collecting a survivor benefit. Here is where the survivor benefit is a bit tricky. Even though Bill started his benefit at age 62, the minimum survivor benefit is 82.5% of Bill’s full retirement age benefit. So Tina’s monthly survivor check will be $825, not $750. This begs the question why, but we won’t go down that road, or you’ll want to jump out of the car.

Plan B: Bill and Tina retire at 66 and begin Social Security benefits immediately. In this scenario, Tina will lose her $500 per month spousal benefit and receive a monthly $1,000 survivor benefit.

Plan C: Bill and Tina retire at 66. Bill files and suspends his benefit until age 70. Tina begins her Social Security income immediately. In Plan C, Tina will lose her $500 payment and collect a monthly survivor benefit check of $1,320.

Comparing survivor benefits shows the lowest monthly payment is $825 while the maximum available is $1,320. The latter amount is 60% higher than $825. Which check would you want?

SCENARIO 6: TINA THE EX-WIFE AND SURVIVOR

I guess Bill and Tina weren’t happily married after all, and the relationship ended in divorce. The marriage was so bad toward the end that Tina vowed to remain divorced for the rest of her life. Because Tina was married to Bill for well over 10 years, she will receive an ex-spousal benefit and upgrade to a survivor benefit if she outlives Bill. In comparing Tina the ex-wife and survivor with plans A through C, Tina’s incomes would be identical to those of Tina the spouse and Tina the survivor. Because Tina was collecting an ex-spousal benefit when Bill died at age 75, Social Security was aware of the marriage and upgraded Tina to a survivor benefit. Sending holiday cards to your ex-spouse and awaiting a nondeliverable mail return is a great back up plan—just in case.


CHAPTER 6

Making Your Benefit Last Two Lifetimes
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I love joint annuities because they last both spouses’ lifetimes. This chapter is about survivors and helping you make the best benefit decision for your family.

BIGGER IS BETTER

Perhaps bigger isn’t always better, but I’ll take a bigger paycheck any day of the week. When it comes to Social Security benefits, I often recommend that the highest-earning spouse wait to start her earned benefit at age 70. Simple math suggests this is a great decision for married couples, as this payment will last two lifetimes and most likely exceed the break-even age of waiting to maximize this benefit. Considering that the highest-earning spouse might collect a spousal benefit from 66 to 70 is frosting on the cake. Maximizing this benefit isn’t always the right answer, but it’s a great place to start the analysis.

When making decisions on starting the highest earner’s benefit, it’s best to remember that it affects both spouses. It’s critical to make this decision with survivor cash-flow needs in mind, too. I always run an analysis with the primary wage earner dying at a relatively young age to view a bad (if not worst) case scenario. It’s better to plan for the worst and happily enjoy the expected than to plan for the best-case situation and leave your survivor destitute. Don’t leave your survivor’s outcome to chance. Have a plan. It’s often better to start the lowest wage earner’s benefit early if needed to enjoy retirement and allow the larger benefit to grow and protect your longevity.

LIFE EXPECTANCY

How long can you expect to live once you reach 65? Well, if you are a man in average health, that age is 82. If you are a woman, you can expect to live until 85. Couples tend to outlive their single counterparts. For a 65-year-old couple, there is a 50% chance that the survivor will reach age 92.

As we previously discussed, most of us would rather have the money early in retirement when we can enjoy it rather than delay benefits to protect our mid-80s and beyond (if we get there). Just the same, I have yet to meet anyone who prefers to run out of money before running out of life, so protecting longevity is an important consideration. I suggest that maximizing the highest wage earner’s benefit is a relatively easy solution if other assets are available in early retirement. The risk to Social Security is miniscule (doomsday scenario), delayed benefits grow regardless of stock and bond market performance, and these guaranteed lifetime payments receive cost-of-living adjustments. Thus maximizing the highest wage earner’s Social Security payment is an ideal strategy to protect survivors.

NO ONE IS GETTING OUT OF HERE ALIVE

OK, since none of us will live indefinitely, let’s do a little number crunching to find break-even points. We’ll disregard the cost-of-living adjustment (COLA) and focus on the survivor benefit. Just remember that any COLA will add more income to a bigger benefit and reduce the break-even age. The break-even analysis also assumes you are spending Social Security payments and not investing the money.

Let’s pick on Bill and Tina again (from Chapter 5). Forget about the divorce; we’ll leave them happily married and enjoying a carefree retirement. Recall that Bill’s full retirement age benefit was $1,000 per month. In Plan A, Bill started his Social Security at age 62. In Plan B, he began the benefit at full retirement age (66). In Plan C, Bill waited and maximized his benefit at age 70. His age 62 benefit would be $750 per month; age 66 benefit would be $1,000 per month; and at 70, the monthly check would be $1,320.

Ready, set, go. Plan A (62) is in the lead, collecting $750 per month, and it remains there until Plan B (66), collecting $1,000 per month, passes Plan A when Bill turns 78. Plan B then takes the lead until Plan C (70), collecting $1,320 per month, passes Plan B when Bill reaches 82.5 years. If either Bill or Tina lives past 82.5, then delaying Bill’s benefit to age 70 will earn them more in Social Security benefits.

Rarely are both spouses the same age. If the higher-earning spouse is also the older spouse, the analysis looks even better. Let’s shave three years off Tina’s age and have another look. When Bill turns 82.5 (break-even age for maximum delayed benefit), Tina would be 79.5 and may have plenty of tread left on her tires. That big Social Security check could go a very long way toward protecting her lifestyle if Bill, as expected, predeceases her.

WHAT’S IN IT FOR YOU?

Protecting the survivor’s longevity provides a host of benefits. Primarily, it maximizes the survivor’s Social Security benefit for life, reducing the likelihood of her becoming destitute and needing government support to survive. It should assist your spouse in maintaining financial independence after you are gone. It allows your children to focus on their children and not their parent. Lastly, it is a great example to set for your children. You may even seem wiser than deserved.


CHAPTER 7

Coordinating Benefits
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Most people only consider Social Security benefits as individual benefits and leave money on the table. But it is your money, earned by paying into the Social Security system for your entire working career, and you are entitled to it. In this chapter, we’ll discuss your benefit coordination options and run through several scenarios.

PUTTING THE PIECES TOGETHER

Now that we have covered individual, spousal, ex-spousal, and survivor benefits, it’s time to put it all together to ensure that you optimize them in supporting your retirement plan. Each person is unique and will have different retirement goals. As such, we will cover benefit coordination alternatives for early, mid, and late benefit selection periods. At this stage, it is assumed that you have a plan and know what you want in your life once retired. You should realize where the income challenges exist, and this chapter will help you make smart decisions about Social Security. The problem is that you don’t know what you don’t know. This chapter will demystify your coordination options and help you choose the best strategy to realize your personal retirement goals.

MARRIED, DIVORCED, OR WIDOWED

Whether you are married, were married for at least 10 years to the same person, or are a survivor, you are eligible to tap into someone else’s benefit. For married and divorced individuals, these options are very similar. Survivors have more alternatives. Please refer to Table 1.

If you are married or were married at least 10 years, the key decision point is at full retirement age (66). If you begin benefits before full retirement age, you will receive a combination of your earned and spousal (or ex-spousal) benefits. You have no options. However, if you wait until 66, you are able to begin a spousal (or ex-spousal) benefit and allow your earned benefit to grow.

Table 1. Social Security benefit age decision points
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This is a key point to maximizing a working couple’s Social Security benefits. At full retirement age, one spouse may have the option of collecting a spousal benefit while postponing and maximizing her own earned benefit. The caveats are that both of you must be at least 62 years old and have filed for Social Security benefits. Additionally, couples cannot collect spousal benefits simultaneously, so only one spouse may collect at a time. Remember, at full retirement age, you can file for and suspend your benefit, making your spouse eligible for a spousal benefit.

If you are divorced and were married for a minimum of 10 years, you have similar options at age 66. You can begin your ex-spousal benefit and allow your earned benefit to grow. Unlike a married couple, your ex only needs to be 62 or older. His filing isn’t necessary for you to receive an ex-spousal benefit unless your divorce took place within the last 2 years. Coordinating benefits is just as important for you as it is for married couples.

If you are collecting an ex-spousal benefit and remarry, you will lose your ex-spousal benefit and become immediately eligible for a new spousal benefit. The key word to remember here is upgrade. If your second marriage doesn’t work out and you divorce, you can return to collecting your previous ex-spousal benefit. If the second marriage lasted 10 years or longer, you can choose between the ex-spousal benefits and select the higher of the two payments. Sorry, you are not eligible to collect both!

For survivors, the rules are quite different. A widow (or widower) may begin a survivor benefit as early as age 60 and may postpone her own earned benefit to as late as 70 (maximizing her earned benefit). Alternatively, a survivor may file for her earned benefit as early as age 62 and postpone her survivor benefit until age 66 (maximizing the survivor benefit). The key point to remember here is that survivors do not have to wait until full retirement age to coordinate their earned and survivor benefits. Don’t forget that Social Security benefits collected before full retirement age are subject to the Social Security earnings test.

FULL RETIREMENT AGE OPTIONS

Full retirement age is the most critical time in Social Security benefit options for married couples and divorced individuals who were married for a minimum of 10 years. As previously mentioned, there are no coordination options before full retirement age for these two categories of individuals. At full retirement age, the spousal benefit is maximized and you are now eligible to choose between your spousal (or ex-spousal) and your own earned benefits. This is a wonderful opportunity to delay your earned benefit, allowing it to grow at 8% simple interest per year to age 70 while collecting a spousal benefit at the same time. It’s almost like having the best of both worlds: collecting benefits and growing benefits. Single counterparts must choose between collecting or growing benefits. If you are the higher wage earner, using this strategy also maximizes your survivor benefit, making you a trifecta winner!

Survivors have the advantage of coordinating benefits as early as age 60. The earnings test influences decisions before full retirement age, though. As a reminder, earning more than $15,480 per year in 2014 (tied to wage growth in future years) will reduce your Social Security benefit check. At 60, a survivor is entitled to 71.5% of either the deceased’s full retirement age benefit, early benefit, or delayed benefit, depending on the age at death and whether the deceased was already collecting earned benefits. Yes, it’s bit confusing.

If the survivor is still working and has an earned benefit similar to the survivor benefit, a great option is to begin the survivor benefit at 66, when the benefit is maximized and the earnings test no longer applies. This allows the survivor to delay receipt of her own earned benefit until age 70, maximizing her lifetime Social Security benefit.

If the survivor is unemployed or working but with a much smaller earned benefit, then it might make more sense to start the earned benefit at age 62 and allow the survivor benefit to maximize at full retirement age before beginning this lifetime income stream.

If the survivor is at or over full retirement age, it simplifies the decision-making process, as we can disregard the earnings test considerations.

The last point before we tackle scenarios is age. Significant age differences between spouses (and ex-spouses) eliminate coordination of benefit opportunities for the older applicant. The younger applicant must be at least 62 in order for the older applicant to consider a spousal (or ex-spousal) benefit. A survivor, on the other hand, may coordinate earned and survivor benefits based solely on her age.

SCENARIO 7: LEE AND BROOKE

Lee and Brooke are happily married. Both are employed in similar professions with comparable salaries and Social Security earned benefits. This couple’s dilemma is age. Lee is 13 years older than Brooke. Lee is in great physical shape and has longevity on his side. In planning for the future and retirement, Lee plans to work until 66, and Brooke will retire on Lee’s 70th birthday. She will be 57 years old. This is a compromise based on their age differences and should afford the couple quality time together in retirement. Lee will earn a small pension during his career; however, Brooke will not. Lee plans to take his pension as a joint lifetime annuity, accepting a reduced benefit but protecting the income stream for Brooke’s lifetime. This couple hasn’t done a good job of saving, but they are willing to change to meet their retirement goals. They plan to be debt-free at Brooke’s retirement.

What are the best Social Security options for this couple? Should Lee start his Social Security at 66 or 70? And what about Brooke?

Because Lee will start his pension at 66 while Brooke continues to work, it makes sense for him to delay his Social Security benefit until 70. This will maximize his earned benefit and the couple’s survivor benefit. Because Brooke will not have reached the age of 62 when Lee reaches full retirement age, there is no option for him to collect a spousal benefit.

Brooke will reach 62 when Lee is 75 years old. This will be her first opportunity to collect Social Security benefits. Although she is retiring early and will stop contributing to Social Security at age 57, her own earned benefit will remain bigger than her spousal benefit. If she starts her earned benefit at 62, she’ll receive 75% of her earned benefit. If Brooke waits until full retirement age, she’ll get 100% of her earned benefit, but Lee will then be 79 years old.

Thinking about just Brooke for a minute, the break-even age (without considering cost-of-living adjustments) between Brooke starting benefits at 62 and 66 is age 78. When Brooke is age 78, Lee will be 91. OK, Lee is in great shape today, but the likelihood of him reaching 91 is less than 50% (sorry Lee—facts are facts).

When Lee passes, Brooke will lose her earned benefit and begin collecting her survivor benefit. In this situation, a prudent choice would be for Brooke to start collecting her earned benefit on the day she turns 62.

Lee starting his earned benefit at 70 and Brooke beginning her earned benefit at 62 is a great plan for this couple.

SCENARIO 8: TYLER AND AUBREY

Tyler and Aubrey were college sweethearts. They are happily married and the same age. Tyler is self-employed and Aubrey assists Tyler but doesn’t earn a salary. They make good money and are saving for retirement; Tyler is paying into the Social Security system, whereas Aubrey is not (because she isn’t receiving a salary). They plan to retire at 66, travel, and spend time with their son, daughter, and grandchildren. They will be debt-free at retirement or work longer to obtain this retirement goal. Tyler’s heath and family longevity are average; Aubrey stays fit and has family longevity on her side. This couple will not have a pension and will depend on their individual retirement accounts (IRAs) and Social Security to fund retirement.

What are some credible Social Security options for this couple?

Let’s start with the easy one. Aubrey should begin her Social Security upon Tyler’s retirement. She will be at full retirement age, and the spousal benefit will be maximized. As for Tyler, he has the option of beginning his Social Security benefit at retirement, or he can delay his benefit. It would reach a maximum amount at age 70.

If Tyler decides to begin his benefit at 66, it would initially reduce the amount needed from his and Aubrey’s IRAs to fund the couple’s desired lifestyle. Delaying the benefit would ensure an 8% simple income growth, increasing his future Social Security income. The break-even age between Tyler starting his benefit at 66 and waiting until 70, without considering cost-of-living adjustments, is 82.5. Adding cost-of-living adjustments will lower this break-even age. Tyler doesn’t think he’ll be around at 82.5 but knows his benefit will turn into a survivor’s benefit upon his death and last two lifetimes. As there are no guarantees that his and Aubrey’s IRA investments will grow, Tyler plans to eat into his IRA and turn on his Social Security benefit at 70.

Aubrey starting her spousal benefit at 66 and Tyler waiting until 70 for his earned benefit is a great selection for this couple.

SCENARIO 9: TIM AND LAUREN

Tim and Lauren are unmarried partners. They maintain active lifestyles and have good jobs. Tim works for a company that offers a 401(k) plan with matching contributions but no pension. Lauren is self-employed and a good saver. They have a dog but no children. Lauren is one year older than Tim. Both have good Social Security benefits, but Tim’s benefit is slightly larger than Lauren’s. Both plan to retire when Lauren turns 66 (full retirement age).

They love to travel and recently returned from a trip to Kauai, where they kayaked the Nā Pali coastline and went skydiving. These adventurers plan to increase their traveling and have a very active retirement. As there are no children, their legacy isn’t very important to them.

What are some options for this couple?

As single people, there are no spousal benefits. This couple would rather spend more money up front enjoying travel and adventure at the cost of a less comfortable late-term retirement. To supplement cash-flow needs in early retirement, it makes sense for at least one of them to begin Social Security benefits at retirement. If we knew who was going to die first, the decision would be an easy one: we’d start that person’s benefit first. Lauren is likely to outlive Tim, but this is a difficult decision. The best answer? Get married!

OK, they get married before retirement. What are the options now?

There are several credible choices.

Tim and Lauren: Option 1

Let’s start with maximizing the biggest benefit: Tim’s. To maximize it, Tim would have to wait until 70 to start his earned benefit. With this premise, Lauren should start her benefit immediately to reduce other retirement cash-flow requirements. Tim isn’t at full retirement age, so he needs to wait until his 66th birthday before filing for his spousal benefit. This will net him 50% of Lauren’s full retirement age benefit from age 66 to 70 while allowing Tim’s earned benefit to grow. At 70, Tim would switch to his own earned benefit.

Option 1 provides a good early retirement Social Security income and maximizes the survivor benefit.

Tim and Lauren: Option 2

Tim and Lauren both decide to maximize both Social Security benefits. In this case, all spending during the first year of retirement will come out of this couple’s retirement savings. When Tim turns 66, Lauren would file and suspend her earned Social Security benefit. Immediately afterward, Tim would file for his spousal benefit. Both spouses cannot simultaneously collect a spousal benefit. Although Tim’s earned benefit is slightly larger than Lauren’s earned benefit, Tim would collect four years of spousal benefit, whereas Lauren would only collect three years of spousal benefit before reaching age 70. In this situation, having Tim collect the spousal benefit would create more income. When Lauren turns 70, she would start her earned (and maximized) benefit. When Tim reaches 70, he would file for his own earned benefit.

Option 2 maximizes the couple’s Social Security monthly income when Tim turns 70. The drawback is a much-reduced Social Security benefit for the first five years of retirement. If this couple saves enough and isn’t concerned about drawing on their other retirement assets, Option 2 best protects their longevity.

Tim and Lauren: Option 3

Tim and Lauren decide to maximize Lauren’s Social Security benefit and increase their early retirement income. In this situation, Tim would start his Social Security benefit immediately at age 65 and Lauren would file for her spousal benefit. At 70, Lauren would file for her own earned (and maximized) Social Security benefit.

Tim would continue receiving his current benefit. He is not allowed to suspend his earned benefit and collect a spousal benefit because he initiated Social Security benefits before full retirement age. Yes, it’s a bit complicated.

Compared to the other options discussed, Option 3 provides more near-term retirement income for this couple and maximizes Lauren’s Social Security benefit. Because Lauren’s benefit isn’t as high as Tim’s, this option doesn’t protect longevity as well as Options 1 or 2.

Tim and Lauren: Option 4

This is the last one for Tim and Lauren—promise! Tim and Lauren decide to just go for it and immediately maximize their near-term Social Security incomes. Lauren starts at 66 and Tim begins at 65. This will create the highest Social Security benefit in early retirement. It does eliminate any spousal benefit collections and minimizes the survivor benefit and longevity protection.

Option 4 is my least favorite, but it is one all too often chosen under these circumstances. Personally, I’d go with Option 1, as I believe it’s the best value selection.

SCENARIO 10: LOIS LANE

Lois is divorced, works for a large newspaper company, and earns an average salary. She was married to Clark, who was her superman, but he left her for a younger woman after 15 years of marriage. Lois was heartbroken. Clark was in the movie business and made a lot of coin. He will receive an outstanding Social Security benefit. If Lois outlives Clark, she will receive a great survivor benefit. Clark keeps himself pretty fit and has longevity on his side, but he has a dangerous job and isn’t getting any younger. He’s also severely allergic to kryptonite, and too much of it could kill him. P.S. Lois doesn’t own any kryptonite.

Lois is a good saver but is addicted to purchasing clothes and getting manicures, pedicures, and eyelash extensions. She rents an apartment and is debt-free. She will not have a great deal of savings in retirement, so maximizing her Social Security income is important. As such, she is planning her retirement around her Social Security benefit. With this in mind, her best option is to work until 66, begin her ex-spousal benefit, and then switch to her own earned benefit at age 70, when it is maximized and slightly larger than her ex-spousal benefit.

Recently, a fellow newspaper colleague, Jimmy Olsen, asked Lois to marry him. She was obviously flattered and likes Jimmy. Unfortunately, Jimmy’s Social Security benefit is much lower than her ex-husband Clark’s benefit. Marrying Jimmy would reduce her expected Social Security income between the ages of 66 and 70. Lois thanked Jimmy for the proposal but turned him down. She suggested they shack up instead and marry when Lois turns 70. They do marry when Lois turns 70.

If Clark predeceases Lois after she marries Jimmy, Lois is still eligible to upgrade to Clark’s survivor benefit, because she married Jimmy after she turned 60.

SCENARIO 11: DOROTHY

Dorothy is a widow. She was married to Frank, who passed on at a relatively early age. Although Dorothy worked prior to meeting Frank, she left the workforce to help Frank with his law practice. She wasn’t paid during this time and earned a very small Social Security benefit. Frank passed when Dorothy was 61 years old. Dorothy immediately started her (reduced) survivor benefit to supplement the retirement savings she and Frank created. At 61, Dorothy didn’t have an option to start her own earned benefit, and because it was such a small amount, it wasn’t worth waiting until age 62 and delaying her survivor benefit to age 66 (and maximizing it).

When Dorothy was 66, she remarried. Her second husband, Peter, was retired and had a pension and a Social Security benefit. As a survivor, Dorothy had options: she could keep her survivor benefit or take a spousal benefit based on Peter’s Social Security earnings. Because Frank’s survivor benefit was larger than the expected spousal benefit, she kept the survivor benefit.

Dorothy outlived her second husband. He died when Dorothy was 76 years old. She was then entitled to a survivor benefit based on Peter’s Social Security income. Comparing benefits, Peter’s survivor benefit was slightly larger than Frank’s, so Dorothy switched to the highest survivor benefit.


CHAPTER 8

Taxes, Taxes, Taxes
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Two of the largest concerns you should prepare for in retirement are inflation and taxation. We’ve discussed the importance of retaining Social Security cost-of-living adjustments, and now we’ll talk about Social Security taxation.

Many people believe taxation of Social Security benefits is a double tax. I don’t. I look at Social Security as a tax-deferred savings plan similar to a 401(k). My contributions (and matching company contributions) aren’t much different from a 401(k), with the exception that they are forced on us. Unlike the 401(k), Social Security will provide me (and my spouse) a lifetime joint annuity payment with cost-of-living adjustments. It is a wealth distribution tool as well as a “retirement plan,” so people who earn a lot will get a smaller monthly percentage of contributions back compared to lower-earning (and contributing) members. Sorry for the diatribe. Back to business.

DON’T SHOOT THE MESSENGER!

I didn’t make the rules; I’m just informing you that your Social Security payments will most likely be taxed. The maximum amount of Social Security income that can be taxed is 85%, and it is taxed at your marginal tax rate. If you are in this category, where 85% of your Social Security benefit is taxed, congratulations! You should have enough money to enjoy your retirement.

IN THE BEGINNING

In 1935, the Social Security Act was signed into law. It was set up as a self-funding program with the expectation that it would never need general tax revenue to survive. Benefits were tax exempt, and it worked as advertised for decades.

Demographic changes, particularly reduced worker-to-Social Security beneficiary ratios and extended life expectancies, required adjustments to keep Social Security solvent. Taxation would be one of the many adjustments. The original act didn’t provide for the automatic cost-of-living adjustments that we currently enjoy, either, so some of the changes were favorable.

TODAY

Up to 85% of your Social Security Benefits could be taxed. I could educate you on all the law changes and how we got here, but probably all you want to know is how much of your benefit will be taxed. Let’s get going.

PROVISIONAL INCOME

Taxation of your Social Security is based on your provisional income. You’ve probably never heard this term. New names generally aren’t a good thing, especially when they deal with taxes. This name is no exception to that rule.

Provisional income = adjusted gross income (AGI) + 1/2 of your Social Security benefit + tax-exempt interest.

There are a few other items, but this definition covers it for most of us.

Tax-exempt interest includes municipal bond tax-fee interest payments. Although these bond interest payments aren’t taxed (directly), they do contribute to the taxation of your Social Security benefit.

Thought you were being smart by purchasing muni bonds and accepting the lower, nontaxed interest payment? Whoops, maybe that wasn’t such a smart idea. Remember, don’t shoot the messenger. Note: Roth IRA earnings do not contribute to your provisional income.

FIXED THRESHOLDS

Fixed is the key word here. The thresholds we discuss are fixed, not tied to inflation or wage growth. So as your income needs grow to keep up with rising costs, the thresholds that determine how much of your Social Security benefit is taxed don’t increase, meaning that more of your Social Security income will be taxed in the future, unless you are already paying taxes on 85% of your benefit.

SCENARIO 12: PETER AND LISA

Peter and Lisa are married. They are retired and currently living on Peter’s pension and Lisa’s Social Security benefit. Although they have savings, they aren’t needed at this time. Their adjusted gross income is $75,000, and Lisa’s Social Security benefit is $12,000. They did not earn any tax-exempt interest this year. How much of Lisa’s Social Security benefit will be taxed?

Provisional income = $75,000 (AGI) + $6,000 (1/2 of Lisa’s
Social Security benefit) = $81,000.

Using Table 2, Peter and Lisa are $37,000 above the $44,000 threshold. They also have $12,000 between the $32,000 and $44,000 thresholds. To figure out the taxation on Lisa’s Social Security benefit, we multiply $37,000 by 0.85 (85%) and multiply $12,000 by 0.50 (50%). Then we add them together.

Table 2. Social Security taxation
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$37,000 × 0.85 =       12,000 × 0.5 =       $31,450 + $6,000 =

$31,450                    $6,000                   $37,450

We now compare the $37,500 to 85% of Lisa’s Social Security benefit, which is $10,200 ($12,000 × 0.85). Social Security taxation is limited to 85% of the annual benefit received. Thus Peter and Lisa would add the lower amount ($10,200) to their adjusted gross income of $75,000. This additional $10,200 would be taxed at their marginal income tax rate.

The key takeaway is that Peter and Lisa have a moderate income, but they easily maximized taxation on their Social Security benefit.

SCENARIO 13: JIM AND DEB

Jim and Deb are married. They are in a phased retirement. Jim is collecting his Social Security benefit while Deb continues to work and pay the bills. Deb has a secure but low-paying job. Her work allows them to leave their other retirement assets intact for the time being. Their adjusted gross income is $40,000, and Jim’s Social Security benefit is $12,000. They did not earn any tax-exempt interest this year. How much of Jim’s Social Security benefit will be taxed?

Provisional income = $40,000 (AGI) + $6,000 (1/2 of Jim’s
Social Security benefit) = $46,000.

Using Table 2, Jim and Deb are $2,000 above the $44,000 threshold. They also have $12,000 between the $32,000 and $44,000 thresholds. To figure out the taxation on Jim’s Social Security benefit, we multiply $2,000 by 0.85 (85%) and multiply $12,000 by 0.50 (50%). Then we add them together.

$2,000 × 0.85 =       12,000 × 0.5 =       $1,700 + $6,000 =

$1,700                    $6,000                    $7,700

We now compare the $7,700 to 85% of Jim’s Social Security benefit, which is $10,200 ($12,000 × 0.85). Jim and Deb would add the lower amount ($7,700) to their adjusted gross income and pay taxes on $7,700 of their Social Security benefit at their marginal income tax rate.

SCENARIO 14: LUIS

Luis is divorced and was previously married for more than 10 years. He is 67 years old. He is frugal and saved a significant portion of his earnings during his working years. His frugality was the cause of his divorce (at least that’s what Luis claims). His favorite investment vehicle during his working years was a Roth IRA, following the 1997 Taxpayer’s Relief Act, which established Roth IRAs. He maximized his contribution every year. He currently has 60% of his retirement assets in a Roth account. This Roth IRA provides Luis tax-exempt income, which is treated very differently than municipal bond tax-exempt interest. The bottom line is that Roth IRA earnings do not contribute to your provisional income.

Luis’s ex-wife is over the age of 62, and Luis is currently collecting his ex-spousal benefit, allowing his own earned benefit to grow. He hates paying taxes and adjusts his income to minimize taxation. His adjusted gross income is $21,000, and Luis’s ex-spousal Social Security benefit is $6,000. He did not earn any municipal bond tax-exempt interest this year. How much of Luis’s Social Security benefit will be taxed?

Provisional income = $21,000 (AGI) + $3,000 (1/2 of Luis’s
Social Security benefit) = $24,000.

Using Table 2, Luis’s provisional income is below the $25,000 threshold. As such, he will pay no taxes on his $6,000 Social Security benefit.

Although Luis’s taxable income is low, he lives on much more. He supplements his taxable income with an additional $26,000 taken from his Roth account. Because Roth money isn’t taxed and doesn’t contribute to his provisional income, Luis eliminates taxation on his Social Security benefit without reducing his lifestyle.

SCENARIO 15: RICH AND LYDIA

Rich and Lydia are married. They took an early retirement at age 60. Rich had a well-paying job, and Lydia was a stay-at-home mother with no earned Social Security benefit. Both turned 66 this year and decided to begin Social Security benefits. Rich started his full retirement age benefit, and Lydia began her spousal benefit. As in previous years, Rich left his retirement accounts alone. He prefers to let them grow tax deferred for the time being while he creates income for a well-funded municipal bond investment portfolio. He enjoys the tax-exempt income it provides.

Rich and Lydia’s adjusted gross income is $0, Rich’s Social Security benefit is $24,000, and Lydia’s spousal benefit is $12,000. They earned $40,000 in tax-exempt interest this year from their municipal bond portfolio.

How much of Rich and Lydia’s Social Security benefits will be taxed?

Provisional income = $0 (AGI) + $18,000 (1/2 of Rich and Lydia’s Social Security benefit) + $40,000 (tax-exempt interest) = $58,000.

Using Table 2, Rich and Lydia are $14,000 above the $44,000 threshold. They also have $12,000 between the $32,000 and $44,000 thresholds. To figure out the taxation on their Social Security benefit, we multiply $14,000 by 0.85 (85%) and multiply $12,000 by 0.50 (50%). Then we add them together.

$14,000 × 0. 85 =       12,000 × 0.5 =       $11,900 + $6,000 =

$11,900                    $6,000                    $17,900

We now compare the $17,900 to 85% of their combined Social Security benefit, which is $30,600 ([$24,000 + $12,000] × 0.85). Rich and Lydia would add the lower amount ($17,900) to their adjusted gross income and pay taxes at their marginal income tax rate. This caught Rich by surprise, as he didn’t expect to pay taxes on Social Security income at all.

MY HEAD HURTS

Did you enjoy the last section? Me neither. Too much math. But the scenarios should have made comprehension a bit easier. Just focus on the big picture. The fixed thresholds mean that more of your Social Security income will be taxed as inflation requires increased spending to maintain your lifestyle. If you want to reduce Social Security taxation, there are three basic options.

REDUCING SOCIAL SECURITY TAXATION

Eliminate/Reduce Debt

Eliminating debt decreases your required living expenses without reducing your lifestyle expectations. Reducing expenses helps also, but eliminating debt should be the goal!

Minimize Your Adjusted Gross Income

There are many ways to do this without negatively affecting your lifestyle. I’ll cover a few favorites.

1. Eliminate debt, which reduces fixed income needs.

2. Consider Roth IRA investments. This money is collected by you tax-free in retirement and will not affect your provisional income.

3. Borrow against permanent life insurance policies. This offers another option for receiving tax-exempt money that will not impact your provisional income.

4. Consider moving to a location with a lower cost for the lifestyle you desire. As an example, the fixed cost of living in New York City is pretty darn high compared to the national average.

Delay Your Social Security Benefit

The maximum amount of Social Security income taxed is 85%. If you are in this category, congratulations! You won’t go hungry, and you can still reduce taxation by delaying benefits. A full retirement age (FRA) benefit of $1,000 pays $1,320 if delayed to 70 years of age.

At FRA (66), 85% of $1,000 is $850, meaning that $150 of the $1,000 is not taxed.

At 70, 85% if $1,320 is $1,122, meaning that $198 of the $1,320 is not taxed.

You may not think the difference is all that important, but $48 per month is $576 per year. Throw in annual cost-of-living adjustments and multiply by the number of years you (and your spouse) expect to live. Now the number gets much bigger. If you don’t like paying extra taxes, this strategy helps. Everything adds up!

KEEP IT SIMPLE, SHIPMATE (KISS)

I believe in the KISS principle. Planning to pay taxes on 85% of your expected Social Security income is a conservative approach to retirement planning. Could it get worse? Perhaps Congress will decide to tax an even higher percentage of our Social Security income, but I don’t think so. As my hiking buddy says, “Pack for bear and hope for squirrel.” You won’t be disappointed if you plan to pay taxes on 85% of your Social Security benefit.


CHAPTER 9

Redos and Upgrades

[image: images]

Too many of us believe that beginning Social Security benefits is the last Social Security decision we have to make. This would be a mistake. Like the rest of your investments and income, Social Security planning should be considered periodically: in preparation for a life change or when your spouse or ex-spouse passes.

LIFE AFTER FULL RETIREMENT AGE

1. When you reach full retirement age, Social Security benefit options multiply. If you began benefits earlier in life, you can suspend payments at full retirement age and let your future benefits grow by 8% per year until age 70.

2. You can file for and suspend benefits at full retirement age and then change your mind any time before age 70 and ask for a lump sum of the delayed benefits.

3. You can file for and suspend benefits at full retirement age to delay your Social Security income but allow your spouse to collect a spousal benefit.

4. You can “restrict” your Social Security income to your spousal benefit at full retirement age provided your spouse is at least 62 and has already filed. If you are filing for an ex-spouse’s benefit, she must be at least 62, and her filing for Social Security benefits isn’t a requirement.

5. You can shift from a spousal benefit to your own earned benefit anytime between 66 and 70. The longer you wait, the higher your earned benefit will grow (up to 32% at age 70).

SCENARIO 16: ROGER

In 2008, at age 63, Roger lost his job after the US housing market crashed. As a typical American, he hadn’t saved much for retirement and decided to begin his Social Security benefits immediately. His persistent job searching paid off. At 65, he found a position that would cover his annual living expenses and actually allow him to somewhat rebuild his retirement savings. At 66 (full retirement age), he suspended his monthly payments. He allowed his benefit to grow by 8% per year and restarted his Social Security income at age 70, maximizing his future benefit.

SCENARIO 17: JILL

Jill filed for and suspended her $1,000-a-month full retirement age Social Security benefit at 66 and then at age 69 discovered she had terminal cancer. She decided to immediately begin her Social Security benefit and backdate the application to when she “suspended” payments at 66. She began collecting $1,000 per month at age 69 and also received a check for $36,000 ($1,000 per month × 12 months × 3 years). She was able to complete several of her bucket list items before becoming too ill to travel.

REMARRIAGE

If you remarry, your benefit could go up, stay the same, or be reduced. It depends on your earned benefit, your ex-spousal benefit, and your new spouse’s benefit. Complicated, huh?

LOVE VERSUS MONEY

Call me heartless (you won’t be the first—or the last). I’m just providing the facts, and you make the decision. It’s always best to know what will happen when you say “I do.” Remember that phrase “to have and to hold from this day forward, for better or for worse, for richer or for poorer”? Well, most of us don’t plan on the “for poorer” part. Saying “I do” might be an instant downgrade if you are collecting an ex-spousal benefit that is higher than your future spousal benefit.

SCENARIO 18: LIVING THE LIFE OF RILEY

Riley was married for 15 years but, at age 60, left his wife, Kelly, for a younger woman. Kelly was 64 at the time, had a great-paying job, and maximized her Social Security contributions. Riley bounced around from job to job during his life and didn’t work the 40 quarters necessary to earn a Social Security benefit. However, he was good looking. Riley immediately moved in with his girlfriend, Nancy. He worked part time as a handyman, getting paid mostly under the table, and survived off Nancy’s income. Riley started his Social Security as soon as he turned 62, collecting his ex-spousal benefit. He is now 65, and Nancy is 62. They plan to retire, get married, and enjoy travel. Nancy is a high school teacher in Texas, and she never paid into the Social Security System.

The big day comes when Riley and Nancy are married. Riley immediately loses his ex-spousal Social Security benefit. He is not eligible for a spousal benefit because Nancy never paid into Social Security, and because Riley hadn’t contributed 40 quarters, he will receive zilch in future Social Security benefits. Most of us don’t care because we don’t like Riley.

The key point is that a divorcee could lose Social Security income if she remarries because her ex-spousal benefit will be replaced with the “new” spousal benefit. Do the math before reciting the “for richer or poorer” section of your vows.

Riley 2: Shacking Up

We don’t like Riley, but that doesn’t mean he’s an idiot. He and Nancy quickly divorced, making Riley immediately eligible for his previous ex-spousal benefit. Then they traveled the world and had a lot of fun together. When his ex-spouse Kelly predeceased him, Riley upgraded to his survivor benefit, which more than doubled his Social Security income. He also inherited Nancy’s pension when she died shortly thereafter. He lived to 100 and enjoyed a worry-free life.

In all seriousness, know the Social Security facts before committing to remarriage. Your ex-spousal benefit will stop, and your spousal benefit begins upon remarriage. The same goes for your new spouse, so do a little planning beforehand.

SURVIVOR

The critical age to remember is 60. A survivor may start her benefit at age 60 (earlier if disabled or when young children are involved) and simultaneously delay her own earned benefit. On the other hand, she may collect her own earned benefit at 62 and delay the survivor benefit until age 66 (when it is maximized).

An ex-spouse (previously married for at least 10 years) receives the same survivor benefits and options at age 60.

SCENARIO 19: LUCY

Lucy was married to Ricky for 13 years before they divorced. At age 60, Lucy married Fred. Ricky died when Lucy turned 64 years old, making Lucy eligible for Ricky’s survivor benefit even though she was married to Fred. It’s a head scratcher, but it’s really true!

Lucy 2

This is the same situation as the first, except Lucy and Fred married when Lucy was 59. Because she married Fred before the age of 60, she was not entitled to Ricky’s survivor benefit when he died.

Lucy 3

This is the same situation as in Lucy 2. Fred’s infatuation with redheads diminished. He divorced Lucy and returned to his previous wife, Ethel. Lucy immediately became eligible for Ricky’s survivor benefit when her divorce with Fred was finalized.

WIDOWED TWICE OVER

The survivor has more options. She can collect Social Security income based on her own earned benefit, her first deceased husband’s survivor benefit, or her second deceased husband’s survivor benefit. If she remarries, then a spousal benefit based on her current husband is another option. Reread the section titled “Scenario 11: Dorothy” in Chapter 7.

SURVIVOR × 3

Never marry someone who has survived two spouses. It would be bad luck.

STILL WORKING IN RETIREMENT

Approximately 25% of the average US retiree’s income is earned money (meaning that many retirees are still working). The critical age to remember is 66 if you plan to work and collect Social Security benefits at the same time. At 66 (full retirement age), you are not penalized for working and simultaneously collecting Social Security benefits. Before 66, your benefits are reduced if you earn more than a certain amount of income. It doesn’t matter if you are collecting survivor, spousal, ex-spousal, or earned Social Security benefits; if you collect before full retirement age and you earn too much, your Social Security income is reduced.

P.S. Earnings = work. You are not penalized for pensions, investment income, royalties, inheritances, real estate income, gifts, and a host of other income sources.

I could make this section very complicated and explain all the rules, but you are near the end of this book, and I’ve confused you enough. Suffice it to say that if your Social Security benefits are reduced because you earn more money than the allowed threshold, you will get increased future monthly benefits based on these withholdings after you reach full retirement age. You can earn millions at full retirement age and beyond without a Social Security benefit reduction.

The bottom line is that if you plan to work in retirement and need Social Security before 66, then start it. If you can wait until full retirement age to begin your Social Security benefit, it’s a better alternative.

SCENARIO 20: WARD AND JUNE

Ward and June are lifelong partners and just celebrated their 50th wedding anniversary. They are doing well and enjoying retirement. Their two boys are grown.

Several years ago, their youngest son, Theodore, lost his job in the movie industry and moved back home for a short stint. It was actually 2 years. It seems short compared to 50 years of marriage, but at the time, it seemed like a very long period. Theodore went back to school, got a psychology degree, and used his connections to get back into the movie industry, where he helps actors with their personal problems.

Due to Theodore’s unexpected arrival and the additional family cost of supporting their son with living and tuition expenses, Ward and June decided to begin Social Security benefits earlier than planned. At the time, Ward was 64 years old, retired, and collecting a nice pension. June was 63 years old and a stay-at-home mom for most of her life. After the boys left home, she earned her nursing degree and worked at the local hospital for 12 years. When Theodore returned home, she was semiretired, working part time at the hospital, and earning approximately $25,000 per year.

Although Ward and June planned to maximize the family’s survivor benefit (Ward’s Social Security income at age 70), they decided the best option to increase current income and reduce Theodore’s school debt was for Ward to begin his Social Security early.

Even though June was working at the time, her earned income didn’t affect Ward’s Social Security benefit. Ward had income from a pension, but not any earned income. He received a reduced Social Security benefit due to his age, but no additional money was withheld because he had zero earned income. His Social Security payments during the next two years paid for Theodore’s tuition and kept Ward and June from touching their retirement nest egg.

Once Theodore earned his degree and left for California and his new job, Ward suspended his Social Security benefits (he was 66) and allowed his future Social Security benefits to grow at 8% per year. He recently restarted his benefits at 70. June started her spousal benefit at 66 (maximizing this benefit) and plans to switch to her own earned benefit next year when she turns 70.

This scenario discussed numerous Social Security decisions made by Ward and June. They were fortunate that their oldest son, Wally, worked for the Social Security Administration and knew the ropes. Social Security isn’t as black and white as many of us believe.

INCREASING SOCIAL SECURITY IN RETIREMENT

Many of us will not increase our own earned Social Security benefits during retirement; however, it can be done! Our government is happy to collect Social Security contributions every time you earn a paycheck, so you’ll continue to pay into the system for as long as you work, regardless of age. Ageism doesn’t exist when it comes to paying taxes.

Some of us like our jobs; others aren’t so fortunate. For those that get fed up with their employment and transition into something they love to do, there is usually a cost. It might just be the paycheck. Fun jobs and pay tend to be negatively correlated. Yes, there are exceptions to the rule.

THIRTY-FIVE IS THE MAGIC NUMBER

Social Security only looks at your highest 35 years of contributions (adjusted for wage growth). So if you pay into the Social Security system for 45 years, your earned benefit is based on the highest 35 years of contributions. But thank you for paying in those extra 10 years and helping out the slackers. Of course, if you haven’t paid into Social Security for 35 years, every year you continue to contribute, you earn a bigger Social Security paycheck.

SCENARIO 21: CHUCK

Chuck is a workaholic. He began working on his family farm at age eight and started receiving earned income (paying into Social Security) at 16. A successful, college-educated agribusiness executive, Chuck earned millions during his 50-year working career and now teaches as an adjunct professor at a prestigious local university. He’s paid very well for his part-time work. He continues to pay 6.2% of his earnings (along with a similar contribution from the university) into the Social Security system. Because Chuck will not break into his top 35 years of earnings, his continued contributions will not earn him an extra penny in Social Security income. He doesn’t mind, as he enjoys sharing his corporate American life experiences with young men and women, helping ready them for the real world. His business experiences help balance other university academics who lack Chuck’s corporate background.

SCENARIO 22: KATHLEEN

Kathleen is married to Peter, and they had six children. She began a teaching career after her youngest son entered elementary school. Peter worked for a state government agency and earned a good pension but never paid into our Social Security system. Kathleen worked 26 years as a schoolteacher and paid into the Social Security system before retiring at the age of 66 and beginning her Social Security benefits. After a year of retirement, she missed teaching children (actually, she found it hard to be around Peter all day long, but don’t tell Peter). She obtained part-time employment with a private elementary school in her hometown and, through her new employment, began contributing to the Social Security system again. Because she had worked fewer than 35 years, she will experience increased Social Security benefits based on her new contributions.

On a side note, Peter is ineligible for a spousal benefit due to the size of his pension. The government pension offset comes into play here. I promised not to talk about it in this book, but I couldn’t help myself in mentioning it once.


CHAPTER 10

Do It!
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I’m done with the Social Security education, but the class isn’t over. All the information in the world will make you wise but not make you move. You’ve probably heard the saying “knowledge is power,” but it really isn’t true if you don’t use the knowledge. I mentioned early in this book that underestimating taxes and inflation can decimate your retirement. Well, there is an obstacle 100 times larger than those combined perils: procrastination. I witness it all the time, every day, where people like you and I can’t decide. Instead of making the future happen, they just let it happen without planning, which usually isn’t the best plan!

THIS ISN’T ROCKET SCIENCE

Retirement income planning isn’t rocket science. If you follow just five basic steps, you’ll be OK: act, determine goals, put together a plan, execute the plan, and revise the plan. You can count these steps on one hand—or one foot, if you prefer.

PIE

Most of us like pie, so let’s pretend our retirement income is a pie; you pick the flavor. My favorite is blueberry, but it tends to be a bit runny. Approximately 40% of the average US retiree’s pie consists of Social Security; it’s a very big piece. Maybe too big. But it’s not the whole pie. Don’t forget the rest. If you add more ingredients, perhaps you can reduce the Social Security slice. We all like variety, don’t we? The more flavors the better. Pensions, retirement savings, real estate, annuities, royalties, life insurance cash value, nonretirement investments, and even work add ingredients to our pie.

BIG PIE VERSUS SMALLER PIE

If we have a lot of debt, we need a big pie. Less debt means we can live on less pie, and no debt means we need a much smaller pie. A small pie without debt reduces risk and taxes and could increase quality of life. There is no penalty for having no debt and a big pie! As mentioned previously, becoming debt-free in retirement should be a goal.

EVERY YEAR WE NEED MORE PIE

Costs generally go up, not down. Over time, we’ll need more pie to survive and enjoy life. Twenty years into retirement, we’ll need approximately twice the income to enjoy the same retirement we began with, and the average retiree lives approximately 20 years after retirement! If we live on the same income each year, then halving our lifestyle is only the other choice. Which option do you prefer?

BAKE YOUR PIE EARLY

Too many of us don’t start baking our pie until retirement is upon us. You may not have enough of the right ingredients if you wait too long—and you will need pie. If you haven’t considered retirement yet, start now, and I mean right now. If you have a financial advisor, ask her to run a retirement analysis on you. If you don’t have an advisor, get one or contact the company that invests your money. Remember, you don’t know what you don’t know. Retirement planning is too important to go it alone, so at least get a second opinion from a licensed professional if you tend to be stubborn and pig-headed like me. Take some financial and retirement classes, which most universities, colleges, and community colleges offer. It’ll reiterate that you don’t know what you don’t know.

MAKE THE PIE LAST

The pie must last longer than you do. Plan on making a big enough pie to last your lifetime. This brings us back to the previous section: Bake your pie early.

FIVE BASIC STEPS TO RETIREMENT PLANNING

Step 1: Act

There are three types of people in the world: proactive, reactive, and inactive. Which one are you? The first two categories have a chance; the last one isn’t reading this book. If all you do is read this book and nothing else, I haven’t achieved my goal and neither have you. Do something, and do it today! I mean right now. Make a decision and don’t second-guess yourself. Now don’t you feel better?

Step 2: Determine Goals

You should have completed this task before reading the book. If you did, then you may want to tweak those goals based on the information you learned here. Your retirement is a living, breathing entity, and it needs care and feeding during your lifetime. If you have yet to complete your goals, do it now. Read Step 1 again if necessary! The following is a list of items to help you determine your goals:

1. What is your destination?

2. When are you going?

3. Who’s coming along?

4. How much will it cost?

5. How long will it take?

6. What’s your Plan B? (You need a backup plan.)

7. What’s your Plan C? (Some of us need two backup plans.)

Step 3: Put Together a Plan

This is where most people come up short, because they decide to go it alone. It amazes me how many very successful and well-educated people plan their retirement by themselves when these very decisions have such a significant impact on the last 20%–25% of their lives. We go to doctors for annual physicals because these experts can better determine our health needs. Would you ever reset a broken bone by yourself? Of course not: it seems almost ludicrous to make such a suggestion. If we treated our financial health with the same regard as we treat our physical and mental health, many of us would better enjoy the latter years of our lives.

Once we take action, we should look ahead and be realistic. I believe in the adage “measure twice and cut once.” Remember that you don’t know what you don’t know, so please seek counsel.

Step 4: Execute the Plan

We might as well execute the plan we created, or it wouldn’t be of much use. For most of us, preparing for retirement will be a long journey covering decades; for others, retirement may only be a few years away. Don’t get distracted and take a lot of side trips along the way. This doesn’t mean you should only focus on retirement; it means you must remember your retirement priorities so you will actually realize them. Too many of us have a short-term focus. Don’t fall into this trap. The sooner you begin implementing pieces of the plan, the earlier you will reach your goals. Persistence is the key to success once you execute the plan. It will be worth the effort!

Step 5: Revise the Plan

I love Bill Belichick. For those of you who don’t know him, he is the head coach of the New England Patriots. Arguably, he will be remembered as the most successful National Football League coach—ever! OK, I’m a New England Patriots fan, so perhaps I’m a bit biased, but he is a great coach nonetheless.

Do you think Bill Belichick and the Patriots have a winning plan before the game begins? Of course they do. They have already completed Steps 1–4, as have all the other National Football League teams and coaches in preparing for each game. Why are Belichick and the Patriots so darn successful? I’ll argue that it’s the way they handle Step 5. Just watch the team perform after half time and recognize the adjustments they have made.

Life evolves and retirement goals may change. Your retirement plan requires adjustments along the way. I encourage my clients to meet for a retirement analysis review annually. No one needs to obsess daily or monthly on “how goes it,” but annual reviews on something so darn important are prudent. Modifications and course corrections are necessary to realizing success.

There will be times in our lives when we run into bad weather and restricted waterways. They can slow us down or perhaps force us to take an alternative retirement route, but keep your eye on the destination. Plan management is expected. Lean on your trusted advisors to help you navigate around or safely through existing hazards.

This trip should fun, and if you enjoy yourself along the way, you are more likely to stick with the plan. Celebrate each victory en route to retirement: ending credit card debt, paying off a car loan or home mortgage, reaching a financial objective in your retirement account, and getting your children off the dole come to mind.

This book contains the requisite information for most of us to make a darn good decision on when to begin our Social Security benefit. If you need more specifics on a personal situation, I suggest you speak with your financial advisor or attend one of my monthly Social Security webinars. Your feedback on ways to improve this educational resource is encouraged. Please visit http://www.retirereadyseries.com for details.
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