The systematic financial solution®
an innovative approach to life and money

We are asked from time to time to help our clients decide when to take their Social Security
benefit. There are some strategies to consider in making this decision. However, unless you
live much longer or die much younger than expected, the economic difference between
strategies is small.

Context

As with any financial decision, the first step is to put it into context. Most discussions of
collecting Social Security focus on whether to begin at age 62 or wait until normal retirement
age (NRA). This discussion generally focuses on the present value of the expected benefit
assuming various mortality ages. A present value is a lump-sum equivalent value at a
particular point in time and is calculated by applying a “discount rate” to the payments.

For example, a Social Security participant who is age 62 might estimate the present value of
the Security Benefit from age 62 to age 82 at $321,000. And then compare that with an
estimate of $331,000 for the present value of the benefit from NRA through age 82. Based
on these present value estimates, the decision to wait until NRA would have a present value
advantage of about $10,000.

Reviewing the above analysis might lead one to conclude that waiting until NRA is the best
choice. It is true that waiting until NRA produces the highest before-tax present value of
benefit if you use a discount rate based on long-term U.S. Treasury Bonds and the primary
insured lives to the normal mortality age. However, health issues, family longevity, investment
portfolio characteristics and tax considerations can impact the present value calculation.

Impact of Dying Young

Let’s say both the insured dies at age 78. The present values of the benefits through age 78
are $S267,000 for benefit beginning at age 62 and $259,000 for benefit beginning at NRA.
Therefore, waiting to begin collecting Social Security until NRA, would have resulted in a
present value of benefits collected of $8,000 less than initiating benefits at age 62. What is
the impact of suffering that disadvantage? Assuming spending was reasonable, the impact is
a slightly smaller estate.

Impact of Living Long

Now let's say the insured lives to age 95. The present value of the benefit beginning at age
62 is about $470,000 and the present value of the benefit beginning at NRA is about
$531,000, yielding a $61,000 present value advantage of waiting.

Living to age 95 may not be very likely, but living beyond age 90 is happening with greater and
greater frequency and it is a situation that could challenge even a sensible financial plan. So
the key question is, is it worse to die young and fail to maximize the present value of their
Social Security benefit for the benefit of their children, or whether they want to focus on the
risk that they live a long time and fail to maximize the present value of their Social Security
benefit for themselves?
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Even from the children’s perspective, it may be better to focus on maximizing the benefit for
the primary insureds. If they die young, the children receive an inheritance and do not have to
consider the risk that they may be responsible for supporting their parents. However, if the
primary insureds live a long time and spend all their wealth, the greatest gift they may be able
to leave their children is their own financial security.

The impact of this discussion can also be viewed from a monthly benefit perspective. The
monthly benefit at age 90 if payment started at age 62 would be $3,288 versus $4,415 if the
start of payments was delayed until NRA. This difference of $1,127 per month is only $564 in
today's dollars, but that could still be very significant to a 90 year old who is running out of
money.

The Best Choice Depends on Priorities

This information has been presented in a way that advocates waiting to collect Social Security
benefits, but that is not really the message. The message is that either collecting early or late
could make sense depending on circumstances. If the only alternative source of income is a
retirement plan, the tax cost of waiting is higher, a case can be made that beginning early is
likely to be a better economic choice. However, if the spouse is younger or if the focus of the
decision is minimizing the likelihood of facing economic stress in the future, then the case can
be made that waiting is a better choice. Neither is right or wrong, they just depend on
circumstances and objectives.

Other Strategies and Considerations

You must also consider your alternative sources of income. If you have a substantial personal
portfolio from which to draw, then the cost of waiting until NRA is lower than if you must
withdraw funds from a retirement plan.

Waiting beyond NRA until age 70 can also be an appropriate strategy. However, the present
value of the benefit of waiting until age 70 is less than the present value of the benefit of
waiting until NRA.

Coordination with the spousal benefit can also present some planning opportunities. Firstly,
the spouse cannot collect a spousal benefit until the insured begins the primary benefit. This
means that the cost of waiting is increased. However, this cost can be reduced if the spouse
qualifies for a benefit based on his or her own earnings record. If the primary insured waits
until the NRA and the spouse reaches age 62 before that time, it can make sense for the
spouse to begin his or her own benefit at age 62 and then switch to the spousal benefit if it is
higher when the primary insured begins his benefit. However, a cautionary note when
considering this strategy is that the spousal benefit is reduced for collecting before NRA
regardless of whether the spouse collects his or her own benefit or a spousal benefit.

The discount rate used in these present value calculations can have a significant impact.
Generally, a discount rate is selected to match the rate on intermediate to long-term
Treasuries since both Social Security and Treasuries are fixed long-term federal government
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obligations. However, the actual economic impact will result from the actual use of funds. If
beginning Social Security early means withdrawing less from an investment portfolio, then the
true impact will result from the actual return earned. If the portfolio includes equities, the
discount rate could be based on this higher return and the break-even age will be older. This
means that the insured or his spouse must live longer to benefit by waiting to collect their
benefit.

This produces a theoretical conundrum since the apparent conclusion that starting the benefit
earlier is better is partially due to taking more risk. This is why the normal way to analyze
these benefits is using a lower discount rate based on fixed income interest rates. It is
theoretically possible to adjust the asset allocation based on the present value difference in
the alternatives. However, this is rarely done in a precise way. It is nonetheless important to
consider the reality of how this will play out in the real world.

All of these discussions are based on the premise that the Social Security system will be able
to meet its obligations. However, the existing system is not expected to be sustainable. The
economics of waiting may be different if future payments are reduced. Regardless of the
economics, some people argue that you should take what you can get from Social Security
while you can get it.

In summary, there is no definitive answer to the question of when to begin taking Social
Security benefits. If you would like to discuss the way in which these issues impact your
personal Social Security benefit, contact us and we will be happy to help.

resource O
©RCG; All rights reserved




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


