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One extremely important factor that can favor delaying the start of Social Security to receive a greater monthly benefit 
check has to with the potential impact of income taxes:

In general, taking taxation into account when planning the strategy for claiming Social 
Security may be a key factor in helping both single people and couples decide what to do. 

                                                                                        Society of Actuaries. “Deciding When to Claim Social Security” 2012, pg 7.

People complain that the income provided by Social Security retirement benefits has lost much of its tax-favorable status 
over the years. At one time, the entire income from this benefit was received tax-free. Today, many recipients must 
include as much as 85 percent of this income as taxable income. Because of this, there is no question that these benefits 
are less tax-efficient today than they were in the past. But when you compare income from today’s Social Security to 401(k)
s and most of the other traditional sources of retirement income, it must be recognized that income provided by Social 
Security continues to be extremely tax-efficient. And with proper planning, this efficiency can be significantly increased. 

The significance of this potential becomes more apparent when you consider just how much money might be involved. 
A married couple, both eligible for Social Security retirement benefits could easily collect $700,000 or more over their 
lifetime.

With hundreds of thousands of dollars in lifetime Social Security retirement income at stake, strategies for reducing the 
percentage of that total that is subject to taxation should be an important consideration.

SUPERSIZING SOCIAL SECURITY, BY BOOSTING AFTER-TAX BENEFITS
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TRADING IRA DOLLARS FOR MORE SOCIAL SECURITY DOLLARS

There are three quite different ways that many assets are taxed. For example, taxes are postponed (de-
ferred) on both the contributions and the money that you have accumulated in your traditional IRA and 
401k plans.  Interest earnings from bank CDs are typically taxed currently in the year that they are earned.  
And because contributions made to Roth IRAs and other tax advantaged products are made with after-tax 
dollars, their growth is often free of income tax if certain rules are followed.

These three vastly different forms of tax treatment can be visually represented by the above pyramid.  At 
the base would be your IRA, 401k and other tax postponed accounts. It is larger because these are the 
primary accounts used by most people to accumulate retirement funds.  The tax advantaged accounts at 
the top are smaller because most people do not have as much of their saving in these accounts.

Tax treatment of Social Security retirement benefits is unique because a portion of your benefits will be 
currently taxed (in the year received) and another portion will be received tax free. What makes this spe-
cial is that the actual percentage of those benefits that will be taxable versus tax free can be vastly differ-
ent for each individual and will depend in large part on the amount and most importantly, the sources of 
that person’s income.

It is easier to become more “tax-wise” about your Social Security when you understand that for many 
people, it might be relatively simple to change the portion of their overall income that comes from either 
Social Security or their IRA, 401(k) or similar retirement account.
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TRADING IRA DOLLARS FOR MORE SOCIAL SECURITY DOLLARS

Assume we have a person who is retired and needs a single dollar. Like many people, this individual has 
two primary sources of retirement income: his IRA and Social Security. This means that he has at least two 
places that he can get the dollar he needs. He could take the dollar from the IRA and wait until a later date 
to start his Social Security. Or, he could leave the dollar in his IRA and instead start his Social Security im-
mediately. 

Past wisdom was that a person should take Social Security as soon as he might need a dollar so that he 
could leave his IRA dollars untouched, allowing them to grow. The logic was that because of the expected 
investment returns, the IRA could ultimately provide a greater number of dollars in the future.

A new strategy has gained popularity. It recognizes that if a person starts withdrawing from his IRA as soon 
as he needs a dollar, he can delay claiming his Social Security, which means that it benefits from delayed 
retirement credits, which will allow it to provide more dollars in the future.

Looking at it this way puts the question of when to start Social Security in a different perspective. The only 
way that a lot of people can delay starting their Social Security is by withdrawing more money from their 
IRAs sooner, to make up for the retirement income they won’t be getting from Social Security

Reducing the IRA balance sooner means that it will provide less income (perhaps no income) in the future. 
But, the delayed Social Security income checks will be larger once this benefit is started. 

Conversely, when a person starts his Social Security early, the amount of each check will be smaller, but he 
won’t need to withdraw as much from his IRA to generate the total amount of income he needs. The IRA 
balance will remain large, so the future income it provides should be greater. 
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This choice often involves trading IRA dollars for more Social Security dollars (which is often the effect 
when a person decides to delay the start of Social Security), or trading Social Security dollars for more IRA 
dollars (which can be the effect of a person deciding to start Social Security early).

Which is better? Does one of these dollars have more value than the other?

One possible difference, apparent when considering the potential impact of taxation.

Dollars coming from traditional IRA, 401k and other tax-deferred retirement plans are 100 percent tax-
able at the time they are withdrawn. But, under current law, the maximum amount of Social Security ben-
efits that are subject to income taxes is 85 percent.  And for most people the taxable portion is far less.

This can mean that the dollars you receive from your IRA might be identical to the amount you receive 
from Social Security, but after taxes you could be left with more from Social Security to spend on your 
retirement lifestyle.
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This content is provided for informational purposes only and is not intended 
to serve as the basis for financial decisions. The information and opinions 
contained herein provided by third parties have been obtained from sources 
believed to be reliable, but accuracy and completeness cannot be guaranteed. 

Investing involves risk, including the potential loss of principal. 
Any references to protection benefits including guaranteed income generally 
refer to fixed insurance products, never securities or investment products. 
Insurance and annuity product guarantees are backed by the financial strength 

and claims-paying ability of the issuing insurance company.

Content provided by Advisor Grid.


