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intRoduction
You won’t believe it. When you learn how much 
money you’ve contributed to social security 
throughout your working life, it’ll blow your mind. 
You probably don’t realize it, but you’ve contrib-
uted 6.2% of every single paycheck to social 
security.  And the government has also required 
your employer to match that contribution of 6.2%.

So as much as 12.4% of your earnings have gone 
to social security.  And that’s been happening ever 
since your very first paycheck as a kid. When you 
add this up over 40, or 50 years, it could be several 
hundred thousand dollars. 

In fact, it could make your 401K contributions, 
look like chump change. But claiming your social 
security benefits is complicated, confusing, and 
riddled with traps. And if you make one simple 
mistake here, it could cost you tens of thousands, 
if not hundreds of thousands of dollars in lifetime 
benefits. And that kind of money could go a long, 
long way in retirement.

The following are 5 social security traps that could 
cheat you out of tens of thousands of dollars that 
are rightfully yours …

tRap #1: There Are Thousands of Rules.
The government has made claiming your social 
security benefits complicated, and confusing. 
And that’s putting it kindly. According to PBS (and 
social security wunderkind Laurence Kotlikoff): 
“The Social Security Handbook has 2,728 separate 
rules governing its benefits. And it has thousands 
upon thousands of explanations of those rules. Talk 
about a user’s nightmare!”

Here’s the bottom line …

There are literally thousands of different combina-
tions as to how and when to claim your benefits. 
But there’s only one way to get it right.

And the difference between the best and worst 
case scenarios could literally be tens of thousands, 
if not hundreds of thousands of dollars in social 
security benefits.

It’s no wonder why as much as $10 billion in social 
security benefits go unclaimed every single year. 

QualiFying FoR Social SEcuRity 
REtiREMEnt BEnEFitS:

To qualify for retirement benefits you must be fully 
insured, which means you’ve earned the required 
number of social security credits.  For most work-
ers, that means you need 40 credits, or about 10 
years of work (a max of four earned credits each 
year) to qualify for retirement benefits. 

Through the years the way you earn credits has 
changed. In 2020, one credit is recorded for every 
$1,410 you earn during the year, subject to the 
maximum four credits per year. Once you have 
those 40 credits and qualify for social security, 
the social security administration will calculate 
your benefits by looking at all the years you have 
worked and contributed to the social security 
system.
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youR REtiREMEnt BEnEFit iS BaSEd 
upon youR pRiMaRy inSuRancE 
aMount 

To figure your primary insurance amount (PIA), 
you need to know your average indexed monthly 
earnings (AIME), which is based on your lifetime 
earnings history 

For everyone born after 1929, your AIME is calcu-
lated by using your highest 35 years of indexed 
monthly earnings.  They are “indexed” to account 
for average wage changes since the year your 
earnings were received. If you have not worked 
for 35 years, some of you highest earnings years 
could be zero 

Social Security then averages your 35 highest 
years of indexed earnings and uses that average 
when it calculates you PIA. The PIA is the monthly 
amount you would receive at full retirement age 
(FRA). If you retire at full retirement age, you’ll get 
your full PIA amount.

Your full retirement age depends upon the year of 
your birth. For those born in 1937 or earlier, the 
FRA is age 65. For those born between 1943 and 
1954, the FRA is currently age 66. For those born 
in 1955 or after, the FRA increases by two months 
per year until it reaches age 67

SpEcial pEnSion RulES:

There are two situations involving government 
pensions where things get much more compli-
cated and the end result could be a reduction 
to the amount of Social Security benefit you or 
your spouse will receive. These reductions are 
the government pension offset (GPO) and windfall 
elimination provision(WEP)

Government pension offset (GPO)
If you worked for a federal, state, or local govern-
ment and were not covered by Social Security 
throughout your last 60 months of employment, 
your potential Social Security benefit as a spouse, 
widow, or widower may be reduced. 

Windfall elimination provision(WEP)
Your Social Security retirement or disability benefits 
may be reduced if you received a pension from 
any employer that did not withhold Social Security 
taxes (such as government agency or an employer 
in another country); and if you worked in another 
job(s) long enough to qualify for a Social Security 
retirement or disability benefit. 

If you are eligible to receive such a non-covered 
pension, a modified formula will be used to calcu-
late your Social Security benefit, and may result in 
a reduced Social Security benefit. 

What iS thE MaxiMuM Monthly 
Social SEcuRity BEnEFit?
For a worker retiring in 2020 at the full retirement 
age of 66, the highest monthly amount is $3,011. In 
January 2020, the average monthly Social Security 
benefit for a retired worker was $1,503.
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can you StaRt youR Social SEcuRity 
BEnEFitS EaRliER, Say at agE 62, oR So?
You could start to get Social Security retirement 
benefits as early as age 62, but if you start before 
your full retirement age (age 66 for those reaching 
FRA in 2020) your benefits will be reduced. Today it 
is reduced by 25% if you retire at age 62. For those 
born in 1960 or later, the reduction is 30% if benefits 
are started early at age 62.

However, you can increase your benefits by 
delaying the start date until you are past 
your full retirement age. 

You can earn delayed retirement credits (DRC) for 
every month you defer, up to age 70 You’ll get an 
increased benefit of 8% more for each year that 
benefits are delayed, up to four years (a 32% maxi-
mum increase). A cost of living adjustment (COLA) 
will also be applied to your benefit amount 

can you continuE to WoRk WhilE 
REcEiving Social SEcuRity BEnEFitS?
If you work and take benefits before full retirement 
age, you could have some Social Security benefits 
reduced by continuing to work if you make too much 
under the so called “earnings cap”

In 2020, the maximum amount you could earn by 
working is $18,240. (Your spouses’s earnings, if 
any, are not included in the earnings test). So, if you 
make more than that amount while under full retire-
ment age, your benefit would be reduced up to $1 in 
Social Security benefits for every $2 you make over 
that $18,240.

However, during the year you reach FRA, you can 
earn a higher amount up until the first of the month 
you turn FRA and not have your Social Security 
benefits reduced. In 2020, that maximum amount 
is $48,600/year. If you earn more than that, your 
benefit would be reduced $1 in Social Security 
benefits for every $3 you earn over that limit. 
Beginning the first day of the month when you 
attain full retirement age, you can now work and 
make any amount and not get a reduction in Social 
Security benefits. 

Please note that any reduction in your Social Security income 
that occurs before full retirement age (due to your continuing to 
work) will result in positive adjustment to your monthly benefit 
when you reach your full retirement age. 

can you REcEivE thE Social SEcuRity 
BEnEFit iF you’RE a nonWoRking 
individual?
If you have never worked, or have not worked 
enough to be eligible for your own Social Security 
retirement benefits, you may not get any Social 
Security benefit unless you are, or have been, 
married. If so, and you meet the special rules for 
married,  survivor, or divorced, you might be eligi-
ble for spousal survivor benefits, based on your 
spouse’s or ex-spouses’s earnings history.
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WhEn Should you StaRt BEnEFitS?
You should carefully consider when to start bene-
fits, since the decision will impact how much you 
collect from Social Security during your lifetime.

Depending on your health and life expectancy 
(which is often impacted by your lifestyle and 
genetics), you might opt to delay benefits.

Obviously, if you are in poor health, starting at an 
earlier age may make sense. 

Talk to your Social Security Administration for more 
information. 

• Delayed Retirement Credits(DRC) can 
increase your Social Security benefits by 8% 
annually, if you defer your retirement past your full 
retirement age (FRA).  

• Cost Of Living Adjustment(COLA) is a 
periodic increase in the amount of Social Security 
benefits, to help offset some of the effect of infla-
tion. The 2020 COLA is 1.6%.

• Working and Spousal Filing Strategies  
A spouse who has reached full retirement age 
(FRA) can work and earn any amount without 
causing a reduction in benefits under all filing 
strategies, depending upon date of birth. 

To obtain your statement online go to  
www.ssa.gov/mystatement 

tRap # 2: They Keep Changing the Rules
If you thought claiming your social security benefits 
was complicated and confusing, there’s even more 
bad news! In 2016, the government made many 
significant changes for claiming your social secu-
rity benefits. They stripped away two of the most 
beneficial Social Security claiming strategies - the 
file-and-suspend and the restricted-application 
strategies. 

And, the government announced more changes 
in 2017. According to US News, some of these 
changes included:

• A large social security tax hike for high income 
earners.  
• Some spousal benefits were stripped away. 
• Increased earnings limit for working retirees.  
• The full retirement age increased. 
• And the cost of living adjustment is nothing more 
than a drop in the bucket.

You need a scorecard to stay on top of these 
changes in benefits to ensure you get back every 
nickel that’s rightfully yours.
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tRap #3: The Social Security Administration is Giving  
    Misleading Information

According to a recent article out of Forbes Magazine:

“The top Brass at the Social Security Administration 
is asleep at the wheel. The benefit application forms 
are seemingly designed … to trip you up. And the 
social security administration website is “chock full of 
misinformation.”

But it gets worse. Another Forbes article states:

“The Social Security Administration has some 40,000 
undertrained, overwhelmed, and sometimes arrogant 
staffers who routinely tell people things that are dead 
wrong, half wrong, misleading, or incomplete. As a 
result, thousands of people are making terribly wrong 
decisions daily about claiming their Social Security 
benefits ... decisions that are costing them huge 
sums of money.”

So here’s the bottom line … 

You can’t rely on any information provided by the 
Social Security Administration to help you decide 
how, or when to claim your benefits.

If you do, it could wind up costing you dearly.

tRap #4: The Social Security Administration is  
    Forbidden to Give You Any Personal Advice

When it comes to claiming your social security 
benefits, there is no one-size-fits-all solution. There 
are an endless number of contributing factors that 
are totally unique to you, and your personal finan-
cial situation. 

But unfortunately, the Social Security Adminis-
tration is forbidden to offer you any personalized 
advice. According to research from Morningstar:

“Social Security Administration (SSA) staffers can 
only give you general information about benefit 

options--they are prohibited as a matter of agency 
policy from advising you one way or the other 
about claiming strategy.” 

So, you can’t rely on the Social Security Adminis-
tration to hold your hand and ensure you make the 
right decision for yourself. This responsibility lies 
squarely on your shoulders.

That’s why it’s critical you have someone who’s in 
your corner that understands all of the ins and outs 
of claiming your social security benefits.
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tRap #5: You Can Be Taxed on 85% of Your Benefits

It used to be pretty simple—Your social security 
benefits were tax free.

But then, as part of a “Save Social Security” plan, 
Congress decided to tax up to 50% of your bene-
fits. And now, lawmakers have increased this tax 
up to 85% of your social security benefits. 

So, the money you were counting on to help fund 
your retirement, could be a fraction of what you 
thought it was going to be.

But here’s the good news …

taxation iSSuES:
To support your retirement benefits, there are 
two separate payroll taxes that are withheld from 
your earnings. In most cases, these two taxes are 
added together and treated as one amount called 
FICA (Federal insurance Contributions Act):

Social Security:  This tax of 6.2% pays for the 
benefits entitled to Social Security.

Medicare (hospital insurance): This tax of 1.45% 
pays for hospital benefits for Medicare beneficia-
ries. Since 2013, an additional 0.9% tax applies to 
high-income employees for the employee’s share 
only. 

You and your employer each pay taxes to 
support Social Security and Medicare. If you’re 
self–employed, you pay both the employee and 
employer shares. 

What EaRningS aRE taxEd?
All salaries, wages, bonuses, and commissions 
that you receive for working are taxed and credited 
to your earnings record. 

The Social Security tax is withheld until the maxi-
mum taxable earning ($137,700 in 2020) for the 
year is reached. Medicare tax is withheld from 
every paycheck, and high-income employees 
could pay an additional 0.9% tax once earning 
more than $200,000 individual/$250,000 joint. 

aRE youR Social SEcuRity BEnEFitS 
taxEd WhEn REcEivEd?
Social Security retirement benefits may be included 
in taxable income depending on your combined 
income. Your combined income is the sum of your 
adjusted gross income, plus nontaxable interest, 
plus one-half of Social Security benefits.

Individuals who have higher combined incomes 
could be taxed on up to 85% of their Social 
Security income.  For middle-income earners, up 
to 50% of their Social Security income could be 
taxable.  For lower-income people, none of the 
Social Security income is taxable. 

Keep in mind that these percentages are the 
portion of the Social Security that would then be 
subject to the tax rates (i.e., for higher income 
earners, 85% itself is not the tax rate).
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hoW aRE BEnEFitS taxEd:
Single or head of household: 

• Up to 50% taxable with $25,000 combined income  
• Up to 85% taxable with $34,000 combined income 

Married, filing jointly 

• Up to 50%  taxable with $32,000 combined income  
• Up to 85% taxable with $44,000 combined income 

Note: these percentages are the amount of Social 
Security benefit included in income, not the tax rate 
of the Social Security benefit.

But hERE’S thE good nEWS …
There are some little-known strategies that could 
help reduce, or potentially eliminate the taxes on your 
benefits, so you could keep this money for yourself.

Creating this forward-looking tax strategy alongside 
your other investments could have a huge impact on 
how much money you keep in retirement.

Remember, “It’s not what you make, it’s what you 
keep!” 

thE BottoM linE …
It doesn’t matter if you’ve saved $100,000, or $5 
million for retirement, your social security benefits will 
be the very foundation of your retirement game plan.

And the time to create a strategy to claim your social 
security benefits is now. Even if you’re in your 50’s, 
the sooner you get started, the better off you’ll be.

You have a choice …

Take your social security benefits at face value, and 
risk leaving tens of thousands, if not hundreds of 
thousands of dollars in lifetime benefits on the table. 

Or, get a customized Social Security Analysis that 
could help wring every nickel out of your benefits that 
are rightfully yours.

A Customized Social Security analysis could help you:

• Identify the ideal time to get the very most out of 
your social security benefits 
• Discover if you’re eligible for additional benefits that 
could mean thousands of dollars in your pocket every 
single year. 

SouRcES:

http://www.forbes.com/sites/nextavenue/2016/09/27/
how-social-security-misleads-about-claiming-benefits/#30bdb57b67e7

http://www.forbes.com/sites/nextavenue/2017/01/12/social-securi-
ty-plans-to-provide-even-less-information/?ss=retirement#1b0a614a550e

http://ibd.morningstar.com/article/article.
asp?id=664547&CN=brf295,http://ibd.morningstar.com/archive/archive.
asp?inputs=days=14;frmtId=12,%20brf295 

http://www.marketwatch.com/
story/10-billion-in-unclaimed-social-security-benefits-2013-09-13

https://www.fool.com/retirement/2017/01/29/19-million-americans-pay-
tax-on-social-security-be.aspx

http://money.usnews.com/money/blogs/planning-to-retire/
articles/2016-10-18/6-social-security-changes-coming-in-2017

http://www.pbs.org/newshour/making-sense/
social-security-secrets-you-ne/
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aBout thE authoR:

In addition to holding a State of Texas Life Insurance License, Scott Has also received the following Financial 
Planning Training, and completed, through The College for Financial Planning and Texas A and M University: 

CERTIFIED FINANICAL PLANNING I: Financial Planning and Insurance  
CERTIFIED FINANCAIL PLANNING II: Investment Planning  
CERTIFIED FINANCIAL PLANNING III: Income Tax Planning  
CERTIFIED FINANCIAL PLANNING IV: Retirement Planning and Employee Benefits 
CERTIFIED FINANCIAL PLANNING V: Estate Planning  
CERTIFIED FINANCIAL PLANNING VI: Plan Presentation 

The Retirement Cash Flow Example provided by SCOTT MANN is a hypothetical example that should be used only an approximate guide for the 
individual investor.  You should not rely upon the Example as our guarantee, promise, or representation of your retirement cashflows being the same, 
since your situation may be different, and investment vehicles, along with their features, rates, and variables, such as in “fixed index annuities with 
lifetime income riders” are constantly changing.  Furthermore, non-principal protected “non-guaranteed investments” or Investing strategies, such as 
“four asset Portfolio” asset allocation, diversification, or rebalancing do not assure or guarantee better performance and cannot eliminate the risk of 
investment losses. There are no guarantees that a portfolio employing these or any other strategy will outperform a portfolio that does not engage in 
such strategies. Funds and ETFs are subject to risk, including loss of principal. All investments have inherent risks. There can be no assurance that 
the investment strategy proposed will obtain its goal. Past performance does not guarantee future results.  Material discussed is meant for general 
illustration and/or informational purposes only, and it is not to be construed as tax or legal advice. Although the information has been gathered from 
sources believed to be reliable, we do not guarantee its accuracy or completeness. Please note that individual situations can vary, therefore, the infor-
mation should be considered when coordinated with individual professional advice. Investors should be aware that there are risks inherent in all non 
-guaranteed investments, such as fluctuations in investment principal or risk of loss. Neither the information in this document nor any option expressed 
herein constitutes an offer to sell or solicit any person to purchase any security. Investment decisions should not be made based on information in this 
document. Individuals should rely exclusively on the offering material when considering whether to invest.  Receipt of this investors kit acknowledges 
these factors. It is understood that the recipient of this investors kit has read the above disclosure, and will not hold SCOTT MANN responsible if the 
retirement cash flow shown in the Example is not achieved.

Check out other articles written by Scott Mann  
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