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The advantages of tax deferral are often emphasized when it 
comes to saving for retirement. So it might seem like a good 
idea to hold off on taking taxable distributions from retirement 
plans for as long as possible.   But sometimes it may make more 
sense to take taxable distributions from retirement plans in 
the early years of retirement while deferring the start of Social 
Security retirement benefits.

Some basics 
Up to 50% of your Social Security benefits are taxable if your 
modified adjusted gross income (MAGI) plus one-half of your 
Social Security benefits falls within the following ranges: $32,000 
to $44,000 for married filing jointly; and $25,000 to $34,000 
for single, head of household, or married filing separately (if 
you've lived apart all year).  Up to 85% of your Social Security 
benefits are taxable if your MAGI plus one-half of your Social 
Security benefits exceeds those ranges or if you are married 
filing separately and lived with your spouse at any time during 
the year. 

Social Security retirement benefits are reduced if started prior 
to your full retirement age (FRA) and increased if started after 
your FRA (up to age 70). FRA ranges from 66 to 67, depending 
on your year of birth.  Distributions from non-Roth IRAs and 
qualified retirement plans are generally fully taxable unless 
nondeductible contributions have been made.

Accelerate income, defer Social Security 
It can sometimes make sense to delay the start of Social 
Security benefits to a later age (up to age 70) and take taxable 
withdrawals from retirement accounts in the early years of 
retirement to make up for the delayed Social Security benefits.
If you delay the start of Social Security benefits, your monthly 
benefits will be higher. And because you've taken taxable 
distributions from your retirement plans in the early years 
of retirement, it's possible that your required minimum 
distributions will be smaller in the later years of retirement 
when you're also receiving more income from Social Security. 
And smaller taxable withdrawals will result in a lower MAGI, 
which could mean the amount of Social Security benefits 
subject to federal income tax is reduced.  

Example 
Mary, a single individual, wants to retire at age 62. She can 
receive Social Security retirement benefits of $18,000 per year 
starting at age 62 or $31,680 per year starting at age 70 (before 
cost-of-living adjustments). She has traditional IRA assets of 
$300,000 that will be fully taxable when distributed. She has 
other income that is taxable (disregarding Social Security 
benefits and the IRA) of $27,000 per year. Assume she can earn 
a 6% annual rate of return on her investments (compounded 
monthly) and that Social Security benefits receive annual 2.4% 
cost-of-living increases. Assume tax is calculated using the 
2015 tax rates and brackets, personal exemption, and standard 
deduction.

Option 1: One option is for Mary to start taking Social Security 
benefits of $18,000 per year at age 62 and take monthly 
distributions from the IRA that total about $21,852 annually.

Option 2: Alternatively, Mary could delay Social Security benefits 
to age 70, when her benefits would start at $38,299 per year 
after cost-of-living increases. To make up for the Social Security 
benefits she's not receiving from ages 62 to 69, during each of 
those years she withdraws about $40,769 to $44,094 from the 
traditional IRA. When Social Security retirement benefits start 
at age 70, she reduces monthly distributions from the IRA to 
about $4,348 annually.

Mary's after-tax income in each scenario is approximately the 
same during the first 8 years. Starting at age 70, however, Mary's 
after-tax income is higher in the second scenario, and the total 
cumulative benefit increases significantly with the total number 
of years Social Security benefits are received.*

How We Can Help
Please call us with any questions on your personal financial plan.

*This hypothetical example is for illustrative purposes only, and its results are not representative of any specific investment or mix of investments. Actual rates of return and results will vary. The example 
assumes that earnings are taxed as ordinary income and does not reflect possible lower maximum tax rates on capital gains and dividends, as well as the tax treatment of investment losses, which would 
make the return more favorable. Investment fees and expenses have not been deducted. If they had been,the results would have been lower. You should consider your personal investment horizon and 
income tax brackets, both current and anticipated, when making an investment decision as these may further impact the results of the comparison. Investments offering the potential for higher rates of return 
also involve a higher degree of risk to principal.
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Frequently Asked Questions on Opening a 529 Plan Account
529 plans are savings vehicles tailor-made for college. 
Anyone can open an account, lifetime contribution limits 
are typically over $300,000, and 529 plans offer federal and 
sometimes state tax benefits if certain conditions are met. 
Here are some common questions on opening an account.

Can I open an account in any state's 529 plan or am 
I limited to my own state's plan?
Answer: It depends on the type of 529 plan. There are two 
types of 529 plans: college savings plans and prepaid tuition 
plans. With a college savings plan, you open an individual 
investment account and direct your contributions to one 
or more of the plan's investment portfolios. With a prepaid 
tuition plan, you purchase education credits at today's 
prices and redeem them in the future for college tuition. 
Forty-nine states (all but Wyoming) offer one or more 
college savings plans, but only a few states offer prepaid 
tuition plans.

Is there an age limit on who can be a beneficiary of 
a 529 account?
Answer: There is no beneficiary age limit specified in 
Section 529 of the Internal Revenue Code, but some states 
may impose one. You'll need to check the rules of each 
plan you're considering. Also, some states may require 
that the account be in place for a specified minimum length 
of time before funds can be withdrawn. This is important 
if you expect to make withdrawals quickly because the 
beneficiary is close to college age.

Jerry W. Lack is a Personal Banker and can be 
reached at (585) 394-4260 x41828 or by email 
at JLack@cnbank.com.

Can more than one 529 account be opened for the 
same child?
Answer: Yes. You (or anyone else) can open multiple 529 
accounts for the same beneficiary, as long as you do so 
under different 529 plans (college savings plan or prepaid 
tuition plan). For example, you could open a college 
savings plan account with State A and State B for the same 
beneficiary, or you could open a college savings plan 
account and a prepaid tuition plan account with State A 
for the same beneficiary. But you can't open two college 
savings plan accounts in State A for the same beneficiary.

Can I open a 529 account in anticipation of my future 
grandchild?
Answer: Technically, no, because the beneficiary must 
have a Social Security number. But you can do so in a 
roundabout way. First, you'll need to open an account 
and name as the beneficiary a family member who will 
be related to your future grandchild. Then when your 
grandchild is born, you (the account owner) can change 
the beneficiary to your grandchild. 

Have more questions?
Contact your dedicated Personal Banker with any 
questions you have on 529 plans and education funding.

©2015 Broadridge Investor Communication Solutions, Inc. All rights reserved. 
This material provided by Jerry W. Lack

2016 Travel Feature! 

August 20-29, 2016 (Saturday-Monday)  
$3,995 per person/double occupancy required

Shades of Ireland  

This year we’re partnering with Collette Travel for a trip to the magical 
Emerald Isle.  We’ll soak in the landscapes of rolling hills and feel the 
warmth of an Irish welcome.  Visit Dublin, Waterford, Killarney and 
Limerick as this comprehensive tour introduces Ireland’s natural 
beauty, rich history and most importantly, its hospitable culture. 

RESERVATION DEADLINE: February 16, 2016. Current passport required.
Email CNBTrips@cnbank.com or call Pam Feicht at (585) 393-6185. 

Please attend a special presentation about the trip at 5:30pm on Wednesday, February 3rd at our Basin Park facility, 
1150 Pittsford-Victor Rd, Pittsford.  Kevin Ferguson of Collette Travel will join us with all the enticing details.

Visit CNBank.com/TravelExperience for more information and all 2016 ventures!


