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When Should You Take Social Security?
By Rande Spiegelman

- May 24, 2013

Key Points
Taking Social Security benefits early may not be the wisest choice.
We'll cover Social Security benefit eligibility and factors to consider when deciding when to take
Social Security.
The strategies for maximizing benefits can get complex, so be sure to get help from your financial
planner or tax professional if you need it.

When it comes to your own Social Security benefits, you've got three alternatives:
Take them early
Wait until your normal retirement age
Wait even longer
The normal age for receiving Social Security retirement benefits is a moving target (see table below). You can still elect to take
benefits early at age 62 (earlier only if you are a survivor or on disability), or wait as late as age 70. Given the range of choices,
as your 62nd birthday approaches, you'll likely be thinking about more than just how all those candles are going to fit on the
cake.
Before you consider whether it makes sense to take Social Security benefits earlier or later, let's take a look at some of the
rules.

What's the "normal" retirement age?
Normal retirement age (abbreviated as NRA, but sometimes called full retirement age) is when you're eligible to receive full
Social Security benefits. The normal retirement age used to be 65 for everyone.
However, under current law, 2002 was the last year anyone age 65 could receive full benefits. If you were born in 1938 or later,
your normal retirement age is some point after age 65—all the way up to age 67 for those born after 1959.

When can you get your full Social Security benefit?
http://www.schwab.com/public/schwab/nn/print.html?domain=www.schwab.com&ls=N
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If you w ere born in ...

Your "norm al" retirem ent age is ...

1937 or earlier

65

1938

65 and 2 months

1939

65 and 4 months

1940

65 and 6 months

1941

65 and 8 months

1942

65 and 10 months

1943-1954

66

1955

66 and 2 months

1956

66 and 4 months

1957

66 and 6 months

1958

66 and 8 months

1959

66 and 10 months

1960 or later

67

Source: ssa.gov.

You'll get a penalty for starting too early...
If you choose to start receiving your Social Security check before your normal retirement age, your benefit is reduced by fiveninths of 1% for each month before that age, up to 36 months. If you start more than 36 months before your normal retirement
age, the benefit is further reduced by five-twelfths of 1% per month.
For example, if your normal retirement age is 66 and you elect to start benefits at age 62, there are 48 months of reduced
benefits. The reduction for the first 36 months is five-ninths of 1% times 36, or 20%. The reduction for the remaining 12
months is five-twelfths of 1% times 12, or 5%. So, in this example, the total benefit reduction is 25%.

... and you'll get credit for delaying
If you retire sometime between your normal retirement age and age 70, you typically get a credit. For example, say you were
born in 1944. Your normal retirement age is 66, but you intend to take your benefits at age 68.
By waiting the extra two years, you get a credit of 8% per year, which means your benefit is 16% higher than the amount you
would have received at age 66.
http://www.schwab.com/public/schwab/nn/print.html?domain=www.schwab.com&ls=N
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If you want to skip the math (and who could blame you?), check out When Will You Break Even? below, which shows the effect
of early or delayed retirement on estimated benefits.
You can also refer to your annual Social Security statement, which lists your projected benefits at age 62, normal retirement
age, and age 70. If you need a copy of your annual statement, you can request one from the Social Security Administration
(SSA).
If waiting seems hard to do, you're not alone. Even though most people would probably be better off delaying benefits, more
than two-thirds of eligible workers take early Social Security.1

Factors to consider
Taking the money early might seem attractive, but it means settling for a lower monthly payment for the rest of your life.
Consider the following factors as you decide when to take the money.
1. Your cash needs. If you're contemplating early retirement and you have sufficient resources (adequate investments, a
traditional pension, other sources of income, etc.), you can be flexible about when you take Social Security benefits. However, if
you can't make ends meet without electing for an early, reduced benefit, you may want to consider postponing retirement for a
few years until you reach your normal retirement age, or even longer.
2. Your life expectancy and break-even age. Taking Social Security early reduces your benefits, but it also means you'll
receive monthly checks for a longer time. Taking Social Security later results in fewer checks during your lifetime, but the credit
for waiting means each check will be larger.
At what age will you break even and begin to come out ahead if you delay Social Security? The break-even age depends on the
amount of your benefits and the assumptions you use to account for taxes and the opportunity cost of waiting (investment
return you could have made, inflation, etc.).
The SSA has several handy calculators you can use to estimate your own benefits. For example, if you're a top wage earner
turning 62 this year and your monthly benefits (in today's dollars) at ages 62 and one month, 66 and 70 are $1,923, $2,591
and $3,447, respectively, then your break-even ages are as follows:
62 (early) vs. 66 (NRA): Break-even age is between 77 and 78.
62 (early) vs. 70 (late): Break-even age is between 80 and 81.
66 (NRA) vs. 70 (late): Break-even age is between 83 and 84.
In this example, if you wait until age 66 to take Social Security instead of taking it at age 62, you'll come out ahead as long as
you live to at least age 77-78. The break-even age goes up, of course, the longer you wait. See the graph below for an
illustration of sample break-even points.

http://www.schwab.com/public/schwab/nn/print.html?domain=www.schwab.com&ls=N
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Source: Estimates based on data from ssa.gov, shown in today's dollars, using SSA's Quick Calculator as of March 29, 2013 for someone born
January 1, 1951 with earned income equal to or greater than the maximum Social Security wage base. No cost of living adjustment is included.
Time value of money is not considered in the example.

Clearly, how long you expect to live will greatly influence your decision. Theoretically, it shouldn't matter when you start to
receive your checks, provided you have an average life expectancy. If you think you'll beat the average life expectancy, then
waiting for a larger monthly check might be a good deal.
On the other hand, if you're in poor health or have reason to believe you won't beat the average life expectancy, you might
decide to take what you can get while you can.
A quick note about life expectancy: At birth, our average life expectancy is about 78 years (about 75 for men and 81 for women),
according to the National Center for Health Statistics.
However, if you are lucky enough to reach age 65, your average life expectancy rises to 82 for men and 85 for women. The
average is even higher for married couples, with the odds of at least one spouse living to age 90 at over 60% for couples who
http://www.schwab.com/public/schwab/nn/print.html?domain=www.schwab.com&ls=N
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reach age 65 together.
Remember, too, that the average is just that—you might be among those who live longer, in which case you may be glad you
waited for a larger benefit.
3. Your spouse. Don't forget to take your spouse's age and health into account as you consider when to begin receiving Social
Security, particularly if you're the higher-earning spouse. The amount of survivor benefits for a spouse who hasn't earned
much during his or her working years could depend on the deceased, higher-earning spouse's benefit—the bigger the higherearning spouse's benefit, the better for the surviving spouse.

62/70 split
There is a strategy, sometimes referred to as a 62/70 split, where the lower earner files early at age 62 based on his or her
own benefit and then the higher earner later files at age 70.
When a lower-earning spouse files for benefits at age 62, the benefits are reduced based on the number of months before
full retirement age.
If the higher earner has not yet filed, the reduced benefit will be based on the early filer's own earnings record.
If the higher-earning spouse has already filed for benefits at his or her own full retirement age, the lower earner would receive
an amount equal to 50% of the higher earner's full retirement age benefit or their own benefit, whichever is greater.
However, the early-filing penalty would be applied to any benefits the lower-earning spouse receives, whether they're
calculated based on that spouse's own earnings record or the higher-earning spouse's record.
If both spouses are in good health and expect to meet or exceed average life expectancy and can afford to wait, an alternative
strategy would be for both spouses to delay filing until full retirement age. At the time of filing, the higher earner files and
suspends his or her benefits until age 70 to continue accruing delayed retirement credits. At the same time, the higher earner
can also claim spousal benefits based on the lower-earning spouse's record and then switch at age 70 back to his or her own
higher benefit. That way, there are two checks coming in during the interim period.
As you can see, such strategies can get complex. Before making any decisions, be sure to consult with your certified public
accountant (CPA) or other qualified advisor, and also double-check with the SSA.

4. Whether you're still working. If you take Social Security before your normal retirement age, earning a wage (or even selfemployment income) could reduce your benefit. For example, if you're still working and you haven't reached your normal
retirement age, $1 in benefits will be deducted for every $2 you earn above the annual limit ($15,120 in 2013).
In the year you reach your normal retirement age, it changes to $1 in benefits deducted for every $3 you earn above a higher
limit ($40,080 in 2013), deducted only for income earned before the month you reach your normal retirement age.
Starting the month you hit your normal retirement age, your benefits are no longer reduced no matter how much you earn.
Keep in mind, any reduction in benefits due to the earnings test is only temporary, analogous to "withholding." You will get the
money back in the form of a higher benefit at full retirement age, so you shouldn't cut back on working or worry about earning
too much.
http://www.schwab.com/public/schwab/nn/print.html?domain=www.schwab.com&ls=N
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That said, keep in mind that Social Security benefits may be taxable, depending on your modified adjusted gross income
(MAGI). As your MAGI increases above a certain threshold (from earning a paycheck, for instance), more of your benefit is
subject to income tax, up to a maximum of 85%.
For more information, see the SSA publication How Work Affects Your Benefits
Equivalent Railroad Retirement Benefits .

, and IRS Publication 915: Social Security and

In any case, if you're still working, you may want to postpone Social Security either until you reach your normal retirement age
or until your earned income is less than the annual limit.
However, in no case should you postpone benefits past age 70. (You will receive your largest benefit by delaying retirement
until age 70, so it never makes sense to wait past that age.)
5. The amount on your Social Security statement isn't what you actually get. Besides the potential for taxes to eat into your
benefit, your Medicare Part B (and Part D, if applicable) premium will also be deducted from the gross amount.
For example, under the means-testing formula already in place, the 2013 Part B monthly premium deducted automatically
from your gross Social Security benefit could range anywhere from $104.90 to $335.70 depending on your MAGI.

Changing your mind
If you previously elected to receive early Social Security benefits at a reduced rate, you have the option of paying back to the
government what you've already received. You could then restart benefits at a later date to take advantage of a higher payout.
This option is limited to one year's worth of benefits.
For example, let's say you elected to receive early benefits at age 62 and you're now 63 and thinking of going back to work. You
could stop receiving Social Security, pay back the one year's worth of benefits you received, go back to work, and then wait until
a later age to restart your benefit checks at a higher level.
Paying back prior benefits is similar to buying an annuity, except that you don't have to pay any interest on the benefits you've
already received and there are no fees (which is why the SSA decided to limit this option to only one year).
Whether it makes sense to take advantage of this option depends on your tax situation, age and life expectancy. Of course, you
also have to come up with the repayment money. You might want to enlist the help of a CPA or another financial professional
to help you crunch the numbers.
For important details about repaying benefits please read the SSA publication If You Change Your Mind . If you determine that
it makes sense to repay your benefits, you can start the process by filling out Form 521: Request for Withdrawal of
Application .

What about the future of Social Security?
If you're skeptical (or downright cynical) about the future of Social Security, you may be inclined to take benefits as early as you
can under the assumption that a bird in the hand is better than nothing. Healthy skepticism is understandable.
One scenario we might see (besides benefit reductions and tax increases) is means testing, where the amount of benefits
could vary depending on income, assets, or some other measure of wealth. This could result in a middle-class squeeze: The
wealthy aren't eligible but are fine on their own and the needy are entitled to receive full benefits, but those stuck in the middle
get something less than hoped for. In any event, waiting to receive benefits would still result in a larger check, all else being
http://www.schwab.com/public/schwab/nn/print.html?domain=www.schwab.com&ls=N
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equal.
If you're really worried about the future prospects for Social Security, that's all the more reason to save more for your own
retirement—even if it means spending a little less now. Regardless of how much is left when you're set to retire, wouldn't it be
nice to treat your Social Security benefit as icing on your retirement cake, rather than the main course?

The bottom line
If you have a choice and are in good health, it's probably best to wait as long as you can to take your benefits (but no later than
age 70). There are many factors to consider, and deciding when to take Social Security can be complex. Get some help from
your financial planner or tax professional if you need it.
To quote that famous Baby Boomer sci-fi icon Mr. Spock: Whatever you decide, may you live long and prosper!

To wait or not to wait? That is the question
Consider taking benefits earlier if …

Consider w aiting to take benefits if …

You are no longer working and really can’t make ends meet
without your benefits.

You are still working and make enough to impact the
taxability of your benefits. (At least wait until your normal
retirement age so benefits aren’t further reduced due to
earnings.)

You are in poor health and don’t expect to make it to average
life expectancy.

You are in good health and expect to exceed average life
expectancy.

You are the lower-earning spouse and your higher-earning
spouse can wait to file for a higher benefit.

You are the higher-earning spouse and want to be sure your
surviving spouse receives the highest possible benefit.

1. Source: OASDI (Old Age, Survivors and Disability Insurance) Monthly Statistics.
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Important Disclosures
The information provided here is for general informational purposes only and should not be considered an individualized recommendation or
personalized investment advice. The investment strategies mentioned here may not be suitable for everyone. Each investor needs to review an
investment strategy for his or her own particular situation before making any investment decision.
All expressions of opinion are subject to change without notice in reaction to shifting market conditions. Examples included are hypothetical,
provided for illustrative purposes only and not intended to be predictive of future results. Data contained here from third-party resources is obtained
from what are considered reliable sources. However, its accuracy, completeness or reliability cannot be guaranteed.
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This information is not intended to be a substitute for specific individualized tax, legal or investment planning advice. Where specific advice is
necessary or appropriate, Schwab recommends consultation with a qualified tax advisor, CPA, financial planner or investment manager.
The Schwab Center for Financial Research is a division of Charles Schwab & Co., Inc.
(0413-2732)
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