Social Security Taxes & Earning
Income: What Retirees Need to
Know

Understanding how Social Security benefits are taxed and how earning additional
income affects your benefits is crucial for effective retirement planning. This
presentation provides comprehensive guidance on managing your Social Security
taxes and making informed decisions about withholding strategies.



Social Security Funding Basics

The FICA Tax Structure

Social Security operates on a pay-as-you-go system funded primarily
through dedicated payroll taxes known as FICA (Federal Insurance
Contributions Act) taxes.

* Employees contribute 6.2% of wages
* Employers match with another 6.2%
e Medicare requires an additional 1.45% from each

e Total employee FICA withholding: 7.65% in 2025

These taxes directly fund current beneficiaries' paymentsin a
continuous cycle that supports retirees, disabled workers, and their
families.



Social Security Taxable Maximum (2025)

$176,100 6.2%

Wage Cap Tax Rate

Maximum earnings subject to Social Security tax in 2025 Applied to wages up to the cap

The Social Security Administration adjusts the taxable maximum annually based on changes in the national average wage index. Earnings above
this threshold are not subject to Social Security tax, creating a regressive aspect to the tax structure.



Self-Employment Tax Rates

12.4% Social Security Tax 2.9% Medicare Tax
Self-employed individuals pay both Applied to all self-employment
the employer and employee income with no upper limit,
portions of Social Security tax on representing both employer and
earnings up to the $176,100 employee portions.

threshold.

0.9% Additional Medicare Tax

Applied to earnings above $200,000 (single) or $250,000 (married filing
jointly), adding further tax burden on high earners.




How Social Security Benefits Are Funded

Building a future,
generation
after generation

The Intergenerational Funding Model

Social Security operates on a transfer system rather than personal
accounts:

e Current workers fund current retirees' benefits
e Trustfunds serve as contingency reserves
e Over $1trillion in benefits paid annually

e Approximately 66 million Americans receive benefits

This model creates both sustainability challenges and social solidarity
across generations.



Benefits weren't always taxed

Social Security benefits were
completely tax-free until 1983, when
amendments to the program
introduced taxation on benefits for
higher-income recipients.

Taxation of Social Security Benefits

Progressive taxation
structure

The portion of your benefits subject to
federal income tax increases with your
income level, up to a maximum of 85%
of your total benefits.

Thresholds aren't indexed for
inflation

Unlike many other tax provisions, the
income thresholds for Social Security
benefit taxation have remained
unchanged since 1984, resulting in
more retirees paying taxes on their
benefits over time.



What is "Combined Income"?

Combined income is the specific calculation used by the IRS to determine if your
Social Security benefits are taxable. Understanding this formula is essential for tax
planning.

Adjusted Gross Income
Your AGI from Form 1040 (wages, dividends, capital gains, business

income, etc.)

Nontaxable Interest

Interest from tax-exempt bonds like municipal bonds

Half of Social Security
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50% of your Social Security benefits received

Combined Income

The total used to determine benefit taxation




2025 Income Thresholds for Taxation
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The taxation of benefits follows a tiered structure based on combined income. For example, an individual with combined income of $30,000
would have up to 50% of their benefits subject to taxation, while someone with combined income over $34,000 would have up to 85% of their
benefits taxable.



State Taxes on Social Security

Nine states may still tax Social Security benefits in 2025, though each

has its own rules and exemptions. Most states either don't tax Social
Security or provide significant exclusions.

States That May Tax Benefits

e Colorado (partial exemption based on age)
e Connecticut (exemption based onincome)
e Minnesota (tiered exemption system)

¢ Montana (exemption based on income)

e New Mexico (partial exemption)

e Rhode Island (income-based exemption)

e Utah (tax credit system)

e Vermont (income-based exemption)

e \West Virginia (partial phase-out underway)



Earning Additional Income While Collecting Benefits

1 Higher Taxes

2 More Benefits Taxed

3 Increased Combined Income

4 Additional Income Sources

Additional earnings from wages, self-employment, investments, or other sources will increase your combined income. As your combined
income rises, a larger percentage of your Social Security benefits becomes subject to taxation, potentially resulting in a higher effective tax rate.

For example, a retiree earning $20,000 in pension income might pay no tax on Social Security, but adding a $15,000 part-time job could make

up to 50% of benefits taxable.



Impact of Working While
Receiving Benefits
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Earnings Test Benefit Recalculation

If you're under full retirement age Any benefits withheld due to excess
and earn more than $23,400 (2025 earnings aren't truly lost. Once you
limit), your benefits may be reach full retirement age, your
temporarily reduced by $1 for every monthly benefit is recalculated to
S2 earned above this threshold. account for months when benefits

were withheld.
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Potential Benefit Increase

Additional work years with substantial earnings may replace lower-earning
years in your benefit calculation, potentially increasing your monthly payment

amount.




How You Pay Taxes on Social
Security Benefits

Reporting Benefits

Each January, the Social Security
Administration sends Form SSA-1099
(Social Security Benefit Statement)
showing the total benefits received
during the previous year.

e Enter thisamount on your Form
1040

e UsetheIRS worksheet to calculate
taxable portion

e |nclude taxable amount on Form
1040, line 6b

Payment Methods

You have two primary options for
paying taxes on your benefits:

1. Quarterly estimated tax payments
using Form 1040-ES

2. Voluntary federal income tax
withholding from your Social
Security benefits using Form W-4V

You can request withholding at rates of
7%, 10%, 12%, or 22% of your monthly
benefit.




Should You Have Taxes Withheld from Your Benefits?

Advantages of Withholding Situations Favoring Withholding
e Automatic monthly payments e Multiple income sources

e Reduced risk of underpayment penalties * No other withholding mechanisms

* No needto save for quarterly payments * History of owing taxes at filing

e Simplified tax planning e Difficulty saving for quarterly payments

e Smaller, predictable reductions vs. large annual payment e Preference for "pay-as-you-go" approach

For many retirees, especially those with substantial taxable income from multiple sources, withholding provides peace of mind and eliminates
the surprise of a large tax bill when filing returns.



Paying Tax from Earned
Income vs. Withholding

Using Paycheck Using Social Security
Withholding Withholding
If you're still working while receiving If Social Security is your primary
benefits: income source:
e Adjust W-4 withholding at your job e File Form W-4V to request
to cover taxes on both earned withholding at 7%, 10%, 12%, or 22%
income and Social Security * Simplifies tax planning with single
e Request additional withholding to payment source
compensate for benefit taxation  Provides predictable monthly
e Benefits: maintains full Social benefit amounts
Security payment, potentially more e Eliminates need to save for quarterly

precise withholding payments




Recommendations & Best Practices

Annual Income Estimation

At the beginning of each year, estimate your combined
income including all income sources and half of your
expected Social Security benefits. Use the IRS worksheets to
project your tax liability.

Quarterly Review

Review your tax situation quarterly, especially if you have
variable income from investments or part-time work. Adjust
withholding or make estimated payments as needed.

Withholding Decision

If your estimate shows you'll owe tax on benefits, complete
Form W-4V to request withholding directly from Social
Security, or adjust your W-4 at work if still employed.

Professional Consultation

Consult with a tax professional familiar with retirement
taxation, particularly if you live in a state that taxes Social
Security benefits or have complex income sources.

Taking a proactive approach to Social Security taxation will help you maximize your retirement income and avoid unexpected tax bills or

penalties.



