WHY WEALTHY PEOPLEMAY WANT
TOTAKESOCIALSECURITY AT 62

Delaying Social Security to full retirement age or later could cost you tens of
thousands of dollars, maybe even more, in unnecessary taxes if you live on your
retirement savings while you wait.
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I'm always surprised how many high-net-worth individuals and families
overlook one of the most important parts of retirement planning: the enormous

amount of taxes that they may have to pay on their Social Security benefits.

Its understandable. They aren't depending on Social Security as the
foundation of their retirement like most Americans do. For many retirees,
boosting that monthly check can make or break their income plan. But
those who have saved $1 million, or multimillions, in their portfolios have
opportunities to do more with their money than most people would imagine.
These opportunities include reducing income taxes, reducing taxes on Social
Security benefits, lowering Medicare premiums, deducting investment fees

and more.

The question you should be asking yourself is this: Am I inadvertently on a

course to allow decades of hard work and savings to be eaten away in taxes?

My firm reviews hundreds of portfolios each year. It’s frustrating to watch
people who saved diligently all their lives find themselves at retirement in
a position that I call the “government plan” How and where they’ve saved
money through the years now dictates how much money they’ll pay in
income taxes — possibly unnecessarily. Theyre in this position because
they didn’t think about how and when they would pull money out of these

accounts in retirement.

SOCIAL SECURITY RULES OF THUMB
AREN’T PERFECT

These days, too many people in the news and the financial advice world
stress taking Social Security at full retirement age to get their full benefit
amount, and the fact that by waiting even longer to file, the benefit can grow
8% a year from full retirement age to age 70. Based on my Social Security
experience, this one-size-fits-all advice may not be appropriate — especially

for the wealthy.

The problem we see is that everybody wants to boost their benefits on the
front end. But if there is no plan to boost those dollars on the back end, by
keeping more of your Social Security dollars for yourself instead of giving
them to Uncle Sam, then what’s the point? For many, by the time they realize
they’re going to be giving what could be 20% to 30% of their Social Security

away in the form of taxes, it’s too late.

ONE WEALTHY COUPLE’S REVEALING STORY

Indeed, while conventional wisdom says that, if possible, you should hold
off and file for bigger Social Security benefits at age 70 — something high
earners in many cases can manage — there are a growing number of couples
who would be better off filing at age 62 and using that income to preserve
and build their nest egg. Here’s a recent example to illustrate the concept.
We counseled a family where the husband was retiring at age 62. With the
paycheck no longer coming in, they were both about to find themselves in
the lowest tax bracket they had been in since their first jobs: the 10% bracket.

The issue that immediately came to light is they, like many Americans, will
look to pull from their IRA and 401 (k) in retirement. These are generally the
most significant accounts in terms of amounts saved through the working
years. If this family didn’t turn on Social Security at age 62, they would need
to pull heavily from pretax retirement accounts. Based on the monthly
distribution rate needed to maintain their budget, those dollars — taxed at
current income tax rates — would immediately put them into a higher tax
bracket (potentially the 22% bracket under 2018 tax rates).

If they were to go ahead and take their Social Security payments at age 62,
the monthly distribution amounts needed from their retirement savings
accounts would be substantially smaller. As we'll demonstrate, this couple’s
story shows how heavily draining one’s retirement accounts early in
retirement can result in lost opportunities for compounded growth of assets
over a 20- to 30-year retirement.

If they were to take their Social Security at age 62 — while in a 10% tax
bracket from age 62 to 70 — the amount of tax they would pay on those
Social Security benefits would be minimal, possibly even zero. There are cases
where our families who have done a great job of saving across many accounts
with true tax diversification in their portfolio will pay no tax on their Social
Security benefits for a good majority of their retirement (based on 2018

Social Security Base Amount limits, which have been in effect since 1983).
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HOW TAKING SOCIAL SECURITY
EARLY CAN PAY OFF

If this family were to delay Social Security payments from age 62 to age 66,
it's estimated they would be deferring nearly $146,000 in Social Security
payments over that period. They would be forced to pull money from their
retirement accounts to live on, paying a projected $51,372 in federal taxes

from age 62 to 66.

Instead, if they elected to take their Social Security at age 62 at a 10% bracket,
the tax savings on that $146,000 would be substantial. By drawing early and
minimizing taxes on retirement and brokerage funds, the family would owe
$9,768 in taxes during the same period. That’s a savings of $41,604 in taxes at

the beginning of their retirement career.

To take it a step further, when we reviewed what their retirement account
balances would be when comparing the same withdrawal rate, using the
same rate of return on their assets (a portfolio weighted average return of
4.47%). The estimated numbers* spoke for themselves.

* $122,000 more at age 65: If they were to take Social Security at age 62
versus age 66, their combined account balances at age 65 are estimated at
$1.37 million. If they were to defer Social Security until 66, their combined
account balances at age 65 are estimated at $1.248 million. Thats a $122,000
difference: $122,000 more in their bank account at age 65 if they started
taking Social Security earlier.

* $144,000 more at age 75: We reviewed further, to age 75. By taking Social
Security at age 62, their overall account balance would have totaled an
estimated $1.53 million at 75. If they waited to take benefits until 66, their
account balance at 75 came in at $1.386 million. That’s $144,000 more in

their bank account by taking Social Security earlier.

* $100,000 more at age 85: Now, looking to age 85: By taking Social Security
at the early age of 62, their account balance at age 85 would total $1.39
million, versus $1.29 million were they to take Social Security later, at age
66. That’s a $100,000 difference.

* $44,000 more at age 95: Finally, we looked at a 30-year horizon to age 95.
If they were to take their Social Security at age 62, their balance would total
about $1.14 million at age 95, whereas if they were to take Social Security at
age 66, the balance would total $1.096 million at age 95. That’s a difference of
$44,000, still in the positive.

If you're like me, I want $100,000+ more in my retirement accounts in my
early 60s through my mid-70s, when I'm still active and able to travel and
enjoy the fruits of my labor. Ultimately, claiming at age 62 based on their
current expenses potentially nets them $44,000 more in late life.

THE BOTTOM LINE: BE THOROUGH

As you can see, Social Security is a complicated topic. Be informed. Talk
to a financial adviser — a retirement specialist — about all the rules and
strategies that apply to claiming your benefits. You also may wish to include
a tax professional and/or an estate attorney in the conversation. Just don’t
ignore this important retirement issue. Decisions about when to file and
how to integrate Social Security into every aspect of your financial plan

shouldn’t be treated as trivial or an afterthought.

You've worked for years paying into the system — isn't it time these dollars

start working for you?

* These figures take into account federal taxes using the standard deduction,

taxes on Social Security, RMDs, COLAs and average inflation.

Chris Heerlein, author of “Money Won't Buy Happiness - But Time to Find It,”
is an Investment Adviser Representative and partner at REAP Financial LLC.
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