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5 things you should know about taxes if
you’re over 65
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Taxes sometimes get more complicated as you get older. But the good news is you may
be eligible for some tax breaks.
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More than half of older taxpayers (57%) are worried they’ll have to pay more taxes this
year because of the 5.9% Social Security cost-of-living adjustment in 2022, according to
a January survey by The Senior Citizens League, a nonpartisan seniors group.

Taxes for the over-65 set can feel more complicated for a variety of reasons: There are
often multiple streams of income, some retirees still work part time, and people may be
managing required minimum distributions from retirement accounts.

“It can happen that people have more income in their later life than they did when they
were working,” says Barbara O’Neill, a certified financial planner in Ocala, Florida, and
the author of “Flipping a Switch: Your Guide to Happiness and Financial Security in
Later Life.”

For older adults, here are some items to keep in mind this tax season:

1. Medicare thresholds matter

Your income can affect your Medicare Part B and Part D premiums in the future
because of the income-related monthly adjustment amount, or IRMAA. Medicare
premiums are based on your tax return from two years prior, and you may have to pay
more if your income exceeds certain thresholds.

These IRMAA surcharges can be difficult to manage “because they operate as a cliff,
not a phase-in,” says Edward Jastrem, a certified financial planner in Westwood,
Massachusetts. “For example, if you are $1 over an income tier, you are subject to the
full surcharge.”

In 2023, people filing individually with a modified adjusted gross income of more than
$97,000 in 2021 — or jointly with more than $194,000 — will pay higher monthly
amounts for Medicare. “Tax bracket management becomes crucial in later life,” O’Neill
says.

2. Required distributions can go to charity

At age 73, you are required by the IRS to start taking required minimum

distributions from tax-deferred retirement accounts. But once you hit age 70 1/2, you
can have some or all of your required minimum distributions sent directly to a charity of
your choice. This move will still count as a required minimum distribution, but the
amount isn’t added to your taxable income.

“If you take a regular RMD from your IRA, it gets added to your adjusted gross income
for tax purposes,” says lan Weinberg, a certified financial planner in Woodbury, New
York. “It usually throws you into a higher bracket.”
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Sending money directly to charity is called a qualified charitable distribution, and you
can do this with up to $100,000 of your annual required minimum distributions.

3. Side businesses change the tax approach

About 1 in 4 adults 50 and older say they’re doing gig work or freelancing, according to
a January survey from AARP.

If you’re doing gig work, that counts as business income — which means you can
deduct business expenses. This includes health insurance premiums if you're paying for
your own insurance. “Self-employed older adults on Medicare can deduct Medicare
premiums for themselves and their spouses against business income,” O’Neill says.

Other deductible expenses may include business supplies, home office costs and
advertising expenses, which may include costs to run a website.

4. Social Security may be taxable

Many people don’t realize that Social Security benefits are taxable if your income meets
certain thresholds. “That takes people by surprise,” says Nadine Burns, a certified
financial planner in Ann Arbor, Michigan.

The taxable portion of your Social Security benefits is based on your combined income,
which is the total of your adjusted gross income, nontaxable interest and half of your
Social Security benefits. If you're filing taxes as an individual and your combined income
is over $25,000 — or over $32,000 if you're filing a joint return — you may pay income
tax on up to 50% to 85% of your benefits.

5. State tax breaks may be available

Your state may offer tax deductions or credits for retirees, so do some research. In
South Carolina, for instance, all military retirement pay and Social Security income is
exempt from state taxes, says Stephen Maggard, a certified financial planner in
Columbia, South Carolina. Plus, he says, there’s a separate deduction for those over
age 65.

In Ohio, retirees may be eligible for credits based on retirement income or their age —
there’s a senior citizen credit for taxpayers who were 65 or older during the tax year.
Colorado offers an income tax credit of up to $1,000 to residents 65 and up if they meet
income requirements. Check with your state tax department to see what’s possible.

This information is not intended to be a substitute for specific individualized tax advice.
We suggest that you discuss your specific tax issues with a qualified tax advisor.
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