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Quiz: How Much Do You Know About Social Security

Retirement Benefits?

Social Security is an important
source of retirement income for
millions of Americans, but how
much do you know about this
program? Test your knowledge,
and learn more about your
retirement benefits, by answering the following
questions.

Questions

1. Do you have to be retired to collect Social
Security retirement benefits?

a. Yes
b. No

2. How much is the average monthly Social
Security benefit for a retired worker?

a. $1,360
b. $1,493
c. $1,585
d. $1,723

3. For each year you wait past your full
retirement age to collect Social Security,
how much will your retirement benefit
increase?

a. 5%
b. 6%
Cc. 7%
d. 8%

4. How far in advance should you apply for
Social Security retirement benefits?

a. One month before you want your benefits to
start.

b. Two months before you want your benefits to
start.

c. Three months before you want your benefits
to start.

5. Is it possible for your retirement benefit to
increase once you start receiving Social
Security?

a. Yes
b. No

Answers

1. b. You don't need to stop working in order to
claim Social Security retirement benefits.
However, if you plan to continue working and
you have not yet reached full retirement age
(66 to 67, depending on your year of birth), your
Social Security retirement benefit may be
reduced if you earn more than a certain annual
amount. In 2017, $1 in benefits will be deducted
for every $2 you earn above $16,920. In the
calendar year in which you reach your full
retirement age, a higher limit applies. In 2017,
$1 in benefits will be deducted for every $3 you
earn above $44,880. Once you reach full
retirement age, your earnings will not affect
your Social Security benefit.

2. a. Your benefit will depend on your earnings
history and other factors, but according to the
Social Security Administration, the average
estimated monthly Social Security benefit for a
retired worker (as of January 2017) is $1,360.1

3. d. Starting at full retirement age, you will
earn delayed retirement credits that will
increase your benefit by 8% per year up to age
70. For example, if your full retirement age is
66, you can earn credits for a maximum of four
years. At age 70, your benefit will then be 32%
higher than it would have been at full retirement
age.

4. c. According to the Social Security
Administration, you should ideally apply three
months before you want your benefits to start.
You can generally apply online.

5. a. There are several reasons why your
benefit might increase after you begin receiving
it. First, you'll generally receive annual
cost-of-living adjustments (COLAS). Second,
your benefit is recalculated every year to
account for new earnings, so it might increase if
you continue working. Your benefit might also
be adjusted if you qualify for a higher spousal
benefit once your spouse files for Social
Security.

For more information, visit the Social Security
Administration website, ssa.gov.

1 Social Security Fact Sheet, 2017 Social
Security Changes
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Self-employed individuals
make up 10.1% of the total
U.S. workforce.

Source: U.S. Bureau of
Labor Statistics, March 2016
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Tax Tips for the Self-Employed

Being self-employed has many advantages —
the opportunity to be your own boss and come
and go as you please, for example. However, it
also comes with unique challenges, especially
when it comes to how to handle taxes. Whether
you're running your own business or thinking
about starting one, you'll want to be aware of
the specific tax rules and opportunities that

apply to you.
Understand the self-employment tax

When you worked for an employer, payroll
taxes to fund Social Security and Medicare
were split between you and your employer.
Now you must pay a self-employment tax equal
to the combined amount that an employee and
employer would pay. You must pay this tax if
you had net earnings of $400 or more from
self-employment.

The self-employment tax rate on net earnings
(up to $127,200 in 2017) is 15.3%, with 12.4%
going toward Social Security and 2.9% allotted
to Medicare. Any amount over the earnings
threshold is generally subject only to the
Medicare payroll tax. However,
self-employment and wage income above
$200,000 is generally subject to a 0.9%
additional Medicare tax. (For married
individuals filing jointly, the 0.9% additional tax
applies to combined self-employment and wage
income over $250,000. For married individuals
filing separately, the threshold is $125,000.)

If you file Form 1040, Schedule C, as a sole
proprietor, independent contractor, or statutory
employee, the net income listed on your
Schedule C (or Schedule C-EZ) is
self-employment income and must be included
on Schedule SE, which is filed with your Form
1040. Schedule SE is used both to calculate
self-employment tax and to report the amount
of tax owed. You can deduct one-half of the
self-employment tax paid (but not any portion of
the Medicare surtax) when you compute the
self-employment tax on Schedule SE.

Make estimated tax payments on time

When you're self-employed, you'll need to
make quarterly estimated tax payments (using
IRS Form 1040-ES) to cover your federal tax
liability. You may have to make state estimated
tax payments as well.

Estimated tax payments are generally due each
year on the 15th of April, June, September, and
January. If you fail to make estimated tax
payments on time, you may be subject to
penalties, interest, and a large tax hill at the
end of the tax year. For more information, see
IRS Publication 505, Tax Withholding and
Estimated Tax.

Invest in a retirement plan

If you are self-employed, it is up to you and you
alone to save sufficient funds for retirement.
Investing in a retirement plan can help you save
for retirement and also provide numerous tax
benefits.

A number of retirement plans are suited for
self-employed individuals:

* SEP IRA plan

* SIMPLE IRA plan

e SIMPLE 401(k) plan

« "Individual" 401(k) plan

The type of retirement plan you choose will
depend on your business and specific
circumstances. Explore your options and be
sure to consider the complexity of each plan. In
addition, if you have employees, you may have
to provide retirement benefits for them as well.
For more information, consult a tax professional
or see IRS Publication 560, Retirement Plans
for Small Businesses.

Take advantage of business deductions

If you have your own business, you can deduct
some of the costs of starting the business, as
well as the current operating costs of running
that business. To be deductible, business
expenses must be both ordinary (common and
accepted in your field of business) and
necessary (appropriate and helpful for your
business).

Since business deductions will lower your
taxable income, you should take advantage of
any deductions to which you are entitled. You
may be able to deduct a variety of business
expenses, such as start-up costs, home office
expenses, and office equipment.

Deduct health-care expenses

If you qualify, you may be able to benefit from
the self-employed health insurance deduction,
which would enable you to deduct up to 100%
of the cost of health insurance that you provide
for yourself, your spouse, your dependents, and
employees.

In addition, if you are enrolled in a
high-deductible health plan, you may be able to
establish and contribute to a health savings
account (HSA), which is a tax-advantaged
account into which you can set aside funds to
pay qualified medical expenses. Contributions
made to an HSA account are generally tax
deductible. (Depending upon the state, HSA
contributions may or may not be subject to
state taxes.)
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Key Retirement and Tax Numbers for 2017

Every year, the Internal Revenue Service
announces cost-of-living adjustments that affect
contribution limits for retirement plans,
thresholds for deductions and credits, and
standard deduction and personal exemption
amounts. Here are a few of the key
adjustments for 2017.

Retirement plans

* Employees who participate in 401(k), 403(b),
and most 457 plans can defer up to $18,000
in compensation in 2017 (the same as in
2016); employees age 50 and older can defer
up to an additional $6,000 in 2017 (the same
as in 2016).

« Employees participating in a SIMPLE
retirement plan can defer up to $12,500 in
2017 (the same as in 2016), and employees
age 50 and older will be able to defer up to an
additional $3,000 in 2017 (the same as in
2016).

IRASs

The limit on annual contributions to an IRA
remains unchanged at $5,500 in 2017, with
individuals age 50 and older able to contribute
an additional $1,000. For individuals who are
covered by a workplace retirement plan, the
deduction for contributions to a traditional IRA
is phased out for the following modified
adjusted gross income (AGI) ranges:

2016 2017
Single/head  $61,000 - $62,000 -
of household $71,000 $72,000
(HOH)
Married filing $98,000 - $99,000 -
jointly (MFJ) $118,000 $119,000

Married filing $0 - $10,000 $0 - $10,000
separately
(MFS)

Note: The 2017 phaseout range is $186,000 -
$196,000 (up from $184,000 - $194,000 in
2016) when the individual making the IRA
contribution is not covered by a workplace
retirement plan but is filing jointly with a spouse
who is covered.

The modified AGI phaseout ranges for
individuals making contributions to a Roth IRA
are:

2016 2017
Single/HOH  $117,000 - $118,000 -

$132,000 $133,000
MFJ $184,000 - $186,000 -

$194,000 $196,000
MFS $0 - $10,000  $0 - $10,000

Estate and gift tax

« The annual gift tax exclusion remains at
$14,000.

¢ The gift and estate tax basic exclusion
amount for 2017 is $5,490,000, up from
$5,450,000 in 2016.

Personal exemption

The personal exemption amount remains at
$4,050. For 2017, personal exemptions begin
to phase out once AGI exceeds $261,500
(single), $287,650 (HOH), $313,800 (MFJ), or
$156,900 (MFS).

Note: These same AGI thresholds apply in
determining if itemized deductions may be
limited. The corresponding 2016 threshold
amounts were $259,400 (single), $285,350
(HOH), $311,300 (MFJ), and $155,650 (MFS).

Standard deduction
These amounts have been adjusted as follows:

2016 2017
Single $6,300 $6,350
HOH $9,300 $9,350
MFJ $12,600 $12,700
MFS $6,300 $6,350

Note: The 2016 and 2017 additional standard
deduction amount (age 65 or older, or blind) is
$1,550 for single/HOH or $1,250 for all other
filing statuses. Special rules apply if you can be
claimed as a dependent by another taxpayer.

Alternative minimum tax (AMT)
AMT amounts have been adjusted as follows:

2016 |2017
Maximum AMT exemption amount
Single/HOH |$53,900 $54,300
MFJ $83,800 $84,500
MFES $41,900 $42,250
Exemption phaseout threshold
Single/HOH |$119,700 $120,700
MFJ $159,700 $160,900
MFES $79,850 $80,450

26% on AMTI* up to this amount, 28% on
AMTI above this amount

MFS $93,150 $93,900
All others $186,300 $187,800
*Alternative minimum taxable income
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If you die without a will, your
property will generally pass
according to state law (under
the rules for intestate

‘ succession). When this
happens, the state essentially makes a will for
you. State laws specify how your property will
pass, typically in certain proportions to various
persons related to you. The specifics, however,
vary from state to state.

Most state laws favor spouses and children
first. For example, a typical state law might
specify that your property pass one-half or
one-third to your surviving spouse, with the
remainder passing equally to all your children. If
you don't have children, in many states your
spouse might inherit all of your property; in
other states, your spouse might have to share
the property with your brothers and sisters or
parents.

But not all property is transferred by will or
intestate succession. Regardless of whether
you have a will, some property passes
automatically to a joint owner or to a designated
beneficiary. For example, you can transfer
property such as IRAs, retirement plan benefits,

What happens to my property if | die without a will?

and life insurance by naming a beneficiary.
Property that you own jointly with right of
survivorship will pass automatically to the
surviving owners at your death. Property held in
trust will pass to your beneficiaries according to
the terms you set out in the trust.

Only property that is not transferred by
beneficiary designation, joint ownership, will, or
trust passes according to intestate succession.
You should generally use beneficiary
designations, joint ownership, wills, and trusts
to control the disposition of your property so
that you, rather than the state, determine who
receives the benefit of your property.

Even if it seems that all your property will be
transferred by beneficiary designation, joint
ownership, or trust, you should still generally
have a will. You can designate in the will who
will receive any property that slips through the
cracks.

And, of course, you can do other things in a will
as well, such as name the executor of your
estate to carry out your wishes as specified in
the will, or name a guardian for your minor
children.

Do | need to file a gift tax return?

If you transfer money or
property to anyone in any year
without receiving something of
at least equal value in return,
you may need to file a federal
gift tax return (Form 709) by the April tax filing
deadline. If you live in one of the few states that
also impose a gift tax, you may need to file a
separate gift tax return with your state as well.

Not all gifts, however, are treated the same.
Some gifts aren't taxable and generally don't
require a gift tax return. These exceptions
include:

« Gifts to your spouse that qualify for the
marital deduction

« Gifts to charities that qualify for the charitable
deduction (Filing is not required as long as
you transfer your entire interest in the
property to qualifying charities. However, if
you are required to file a return to report gifts
to noncharitable beneficiaries, all charitable
gifts must be reported as well.)

* Qualified amounts paid on someone else's
behalf directly to an educational institution for
tuition or to a provider for medical care

< Annual exclusion gifts totaling $14,000 or less
for the year to any one individual (However,
you must file a return to split gifts with your
spouse if you want all gifts made by either
spouse during the year treated as made
one-half by each spouse — enabling you and
your spouse to effectively use each other's
annual exclusion.)

If your gift isn't exempt from taxation, you'll
need to file a gift tax return. But that doesn't
mean you have to pay gift tax. Generally, each
taxpayer is allowed to make taxable gifts
totaling $5,490,000 (in 2017, up from
$5,450,000 in 2016) over his or her lifetime
before paying any gift tax. Filing the gift tax
return helps the IRS keep a running tab on the
taxable gifts you have made and the amount of
the lifetime exclusion you have used.

If you made a gift of property that's hard to
value (e.g., real estate), you may want to report
the gift, even if you're not required to do so, in
order to establish the gift's taxable value. If you
do, the IRS generally has only three years to
challenge the gift's value. If you don't report the
gift, the IRS can dispute the value of your gift at
any time in the future.
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