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For those soon to retire, an important decision is when is the best time to begin drawing Social 
Security benefits, that is, should they retire at full retirement age, which varies by birth date, but 
is over age 65 for those born after 1937, or receive reduced benefits by taking benefits before the 
full retirement age?  
 
Benefits are reduced 5/9 of 1% for each of the first 36 months the worker is under the full 
retirement age, and 5/12 of 1% for each month in excess of 36 months. For example, a person 
whose full retirement age is 66 will have his monthly benefit reduced 25% by starting benefits at 
age 62. 
 
At full retirement age 
For those who do not wish to retire until their full retirement age, the choice is fairly 
straightforward. Earned income, generally wage or business income, in excess of $12,000 in 
2005, will result in benefit reductions for those under full retirement age. The reduction in 
benefits is $1 for every $2 earned in excess of the limit.  
 
There is no limit on earned income when one reaches full retirement age. Thus, those who wish 
to keep working should be careful not to take benefits unless they plan to reduce their earnings 
below the limit. 
 
Retiring early 
For those who would like to retire early, one can compare receiving several extra months of 
reduced benefits with receiving full benefits and then calculate a “break even” age, when the 
total amount of benefits received by waiting for full retirement equals the amount of benefits 
received by retiring earlier and taking more months of reduced benefits.     
 
Self-employment tax issues 
For farmers who are conducting their businesses as sole proprietors, the calculation is more 
complicated. Those farmers are paying self employment tax on their farm income. 
 
For those farmers that own some farmland, some of their farm income could be generated by 
renting their farmland to someone else.  Income from renting farmland is exempt from Social 
Security taxation.  
 
Thus, there are generally some self employment tax savings that need to be added to the 
calculation to determine the “break even age.”  
 
For example, I recently worked with a farmer who has annual earnings of $50,000 per year and 
owns 320 acres of farmland free and clear. In his neighborhood, he should be able to cash rent 
his land for $110 per acre, net of real estate taxes, for a total of $35,200 (110 X 320.)   



 
His self-employment tax as a farmer on $35,200 of income is approximately $4974.  
 
He is projected to receive $14,000 of annual Social Security benefits if he waits until his full 
retirement age of 66 to retire.  
 
If he begins drawing benefits at age 62, he is projected to receive $10,500 per year.  
 
In this farmer’s case, if he retires at 62, his rental income, plus his Social Security benefit, plus 
his self employment tax savings will exceed his present farm income. Even if he ignores the time 
value of money, his total reduced retirement benefits plus four years of self employment tax 
savings will exceed his total full retirement benefits until age 85.  
 
  


