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s you approach retirement age, you must
decide whether to begin taking reduced
social security benefits early or wait until full
benefit retirement age (FBRA), or even later.
In many cases, this decision will depend on
factors other than trying to receive the greatest
lifetime benefit from social security. Remember
that while you have the option of receiving
social security benefits as early as age 62, the
eligibility age for Medicare remains at 65.
So, although you may be able to replace a
sufficient amount of your earned income with
social security benefits beginning at age 62, you
may not be able to adequately replace your
employer-provided health insurance.
Even if you have sufficient funds to live on
without considering social security, many
people prefer to begin receiving benefits as
soon as possible. For 2013, the benefits at age
62 are reduced by 25% of what they would be
at age 66 (i.e., the FBRA); but, you will receive
more social security checks if benefits are
drawn early. In addition, drawing early social
security benefits may allow you to leave taxdeferred retirement accounts untouched and
growing for longer periods.
Another reason to receive benefits early is if
you have children living at home. Children
under age 18 (or up to 19 if a full-time student)
may be eligible for benefits if you are also
receiving social security benefits.
Furthermore, if you wait until the FBRA to
draw benefits, it will take several years to reach

Alert

™
November 2013

Deciding When to Start
Receiving Social Security
Benefits

the break-even point to make up for the years of
payments that were not received.
Example: Receiving social security benefits
at age 62 versus the FBRA.
Curt is single and
plans to begin
receiving social
security benefits
on his 62nd
birthday in 2013
when his benefit,
based on his
earnings history,
is $1,000. He will receive monthly social
security retirement benefits of $750, or 75%
of his benefit. Therefore, he will receive 48
benefit checks of $750 each (not considering
annual inflation adjustments), a total of
$36,000, by the time he reaches age 66 (his
FBRA).
Curt’s benefit would have been $1,000 if he
had waited until age 66 to begin receiving
benefits. Therefore, it would take him
12 years (starting at age 66) before the
additional $250 per month ($1,000 − $750)
benefit caught up to the $36,000 he would
have received between ages 62 and 66.

(Continued on Page 3.)
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Using an S Corporation
to Hold Stock in Other
Corporations
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hen choosing an entity for your business,
keep in mind there are opportunities
to use an S corporation to hold stock in other
corporations, but not
the stock of other S
corporations. If any
corporation acquires
the S corporation’s
stock, that S
corporation becomes
a C corporation,
which is generally
detrimental. The truth is that taxpayers with
S corporations have a great deal of flexibility
in structuring their corporate holdings. This
flexibility allows an S corporation to hold
C corporation subsidiaries and qualified
Subchapter S subsidiaries, as explained below.
Regular C Corporation Subsidiaries. S
corporations can own up to 100% of the stock
in another corporation. A corporation that
owns more than 50% of the stock of another
corporation has the right to control that
corporation. Ownership of 80% or more of
the stock of another corporation establishes
an affiliated group relationship. Thus, S
corporations may have 80%-or-more-owned
regular C corporation subsidiaries. These
C corporation subsidiaries are allowed to
file a consolidated return with any other C
corporations they are affiliated with. However,
the parent S corporation cannot be included

IRS Affordable Care Act
Website

T

he IRS has a new website that provides
information on the Affordable Care Act
(www.irs.gov/uac/Affordable-Care-Act-TaxProvisions). The site explains tax benefits and
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in this return. In summary, S corporations
can own and operate one or more chains of
subsidiary C corporations or brother/sister C
corporations, but cannot join in the filing of a
consolidated return.
Qualified Subchapter S Subsidiaries. Because
an S corporation cannot have a corporate
shareholder, subsidiary corporations cannot
be treated as S corporations. However, an S
corporation can have one or more qualified
Subchapter S subsidiaries (QSubs) if it owns
100% of the subsidiary corporation and makes
the required election.
A QSub is ignored for federal tax purposes,
and its operations are reported as part of the
parent S corporation’s income tax return.
In addition to the efficiency of eliminating
multiple tax returns, the shareholders gain the
ability to offset losses from one or more QSub
entities against the income of other members
of the parent S corporation/QSub group.
Furthermore, QSubs generally limit the parent
company’s legal liability. The use of multiple
corporate entities helps prevent problems in
one business or location from affecting others.
A QSub is not treated as a separate corporation.
Instead, its assets, liabilities, income,
deductions, etc., are treated as those of the
parent S corporation. The QSub’s accumulated
earnings and profits, passive investment
income, and built-in gains are also treated as
those of the parent. Other tax consequences
relating to QSubs can be complex.
Please contact us if you would like us to
analyze the benefits and costs of using a QSub
A
arrangement.
responsibilities for individuals, employers,
and other organizations. In addition, it
provides information about tax provisions
that are in effect now and those that will go
into effect in 2014 and beyond. Topics include
premium tax credits for individuals, new
benefits and responsibilities for employers,
and tax provisions for insurers, tax-exempt
organizations, and other types of businesses. A
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Another factor to consider in taking retirement
benefits early is the increased tax cost. With
a smaller social security retirement benefit,
you may need to work or draw on other
resources to meet expenses. If the additional
taxable income you generate exceeds certain
thresholds, 50% to 85% of your social security
benefits will be taxable.
You might carefully consider the long-lasting
advantages of waiting until FBRA based on the
following factors.
Life Expectancy. Your life expectancy may
be the biggest factor in deciding whether
to receive benefits early. By age 62, you
should have a good handle on your own life
expectancy based on your current health and
the longevity of your parents. In general, 77
years might be a good cutoff point. If you
reasonably expect to reach that age, waiting
until FBRA may be a wise choice.
Shortening the Retirement Period. A
significant factor in retirement planning
projections is the length of the retirement
period. For example, if you want to retire at
age 62 and you have a life expectancy of 85,
you have a 23-year retirement period to fund.
By working past age 62, you are shortening the
retirement period and lowering the amount
of money needed to fund your retirement
regardless of longevity.
The Earnings Test. If you are considering
receiving retirement benefits before your FBRA
but you intend to keep working, you must
consider the earnings test. For 2013, social
security benefits are reduced $1 for every $2 in
earnings above the exempt amount of $15,120.
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Deciding When to Start Receiving Social
Security Benefits

(Continued from Page 1.)

Replacing Lower-wage Years. Your social
security benefits are calculated based on your
highest 35 years of indexed earnings. If you can
replace lower-wage
years early in your
career with higherwage years after age
62, the benefit can
be increased. This
can lead to a greater
benefit when you
retire.
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When the present value of future social
security benefits is considered, it could be
more favorable to start the benefits as soon as
possible (if the money is going to be invested).
However, if you are simply using early social
security benefits to replace a similar amount
of earned income, the short-term financial
position will not be improved and the longterm outlook could suffer.

Inflation Adjustments. Social security benefits
receive an annual inflation adjustment. By
taking early benefits, your starting base for
these annual adjustments is smaller. For
example, if your benefit was $1,000, but you
retired early and received only $750, each
year you would miss out on the compounded
inflation adjustment of that $250 in lost
benefits. In other words, the gap between the
early retirement benefit you receive and the
amount you would have received by waiting
will get bigger and bigger.
The Effect on Your Spouse. Your decision to
start receiving social security benefits before
reaching FBRA may also affect your spouse’s
benefits. If your spouse does not have a
personal earnings record, he or she will only
receive half of your retirement benefit.
After FBRA. If you delay receiving benefits
until after your FBRA, you will receive larger
benefits because of the delayed retirement
credit. You may receive a credit of up to 8% per
year for each year you delay receiving benefits
until age 70.
If you are able to wait, the delayed retirement
credit can have a significant impact. In addition
to the higher retirement benefit you will
receive, you will also shorten your retirement
period and increase your spouse’s survivor’s
A
benefit.
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The information contained in
this newsletter was not intended
or written to be used and cannot
be used for the purpose of (1)
avoiding tax-related penalties
prescribed by the Internal
Revenue Code or (2) promoting
or marketing any tax-related
matter addressed herein.
The Tax and Business Alert is
designed to provide accurate
information regarding the subject
matter covered. However, before
completing any significant
transactions based on the
information contained herein,
please contact us for advice on
how the information applies in
your specific situation.
Tax and Business Alert is a
trademark used herein under
license.
© Copyright 2013.
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New Tax Rules for
Legally Married Same-sex
Couples
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he U.S. Supreme Court’s decision in the
Edith Windsor Case, invalidating a key
provision of the Defense of Marriage Act, raised
many questions
regarding the federal
income tax rights
and responsibilities
of same-sex couples.
The U.S. Department
of the Treasury and
the IRS recently
ruled that samesex couples, legally
married in a jurisdiction that recognizes their
marriages, will be treated as married for federal
tax purposes. This ruling applies regardless of
whether the couple lives in a jurisdiction that
November 2013

recognizes same-sex marriage or a jurisdiction
that does not. However, the ruling does not
apply to registered domestic partnerships,
civil unions, or similar formal relationships
recognized under state law.
Same-sex couples will now be treated as
married for all federal tax purposes (income,
gift, and estate taxes) where marriage is a
factor. The ruling applies to filing status,
personal and dependency exemptions, the
standard deduction, employee benefits, IRA
contributions, and the earned income and child
tax credits.
For 2013, legally married same-sex couples
must file their tax return using either the
married filing jointly or married filing
separately filing status. For years prior to 2013,
these couples may, but are not required to,
file amended returns choosing to be treated
as married for federal tax purposes for one or
more prior tax years still open under the statute
A
of limitations.
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