Tax Tricks & Tips,

By Michele Knight, CPA

Continuing down the lines of the 1040 (for anyone who’s missed the first 11 issues of this series, feel free to visit my website listed below to catch up!); the next common source of income is Social Security Benefits.  Knowing that the calculation of benefits is complicated and confusing, it shouldn’t leave you surprised that the taxation of the benefits is as well.
To start, you must compute ½ of your Social Security benefits plus your other taxable income.  Include both incomes if you are married filing jointly.  Next, you must subtract a pre-established base amount from your calculation.  The current base amount is between $0 and $32,000, depending on filing status.  If your first amount is greater then your base amount, then some of your benefits may be taxable.  If the base amount is larger then ½ your benefits plus your income, none of your benefits are taxable.  And the complications don’t stop there!
Once you determine that a portion of your benefits may be taxable, you must determine how much will be taxable.  This calculation involves thresholds regarding your income level, filing status, IRA contributions and other factors.  You may also reduce your taxable amount if you are disabled or incur legal costs to product or collect taxable income.

It’s a sad realty that many taxpayers overpay tax on their Social Security benefits because they are not aware of the rules surrounding the taxability of the benefits.  The good news is that most tax software and tax professionals can handle these calculations with ease, so if and when you begin receiving benefits, it is always smart to get help before tackling your return.

Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information and resources, or to submit questions for future columns, please visit www.cpamichele.com. 

