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R E T I R E M E N T  P L A N N I N G 

Retirement Income Sources

Retirement Income Sources

There are four potential sources of income in retirement:

	• Social Security benefits 

	• Employer retirement plans and individual retirement accounts (IRAs) 

	• Personal savings and investments 

	• Post-retirement employment

Social Security

	• Social Security retirement benefits provide a basic amount of monthly income, 
depending on the recipient’s earnings history and age when benefits begin. 

	• The normal retirement age for Social Security was traditionally 65. Now, the age 
when the full benefit amount becomes payable increases in stages depending on 
date of birth.

	• An individual may take a reduced monthly benefit as early as age 62.

	• Benefits are subject to annual cost-of-living adjustments. 

	• Social Security benefits are nontaxable if other income is below certain threshold 
amounts. 

	• According to the Social Security Administration, about 40 percent of Social Security 
recipients pay some taxes on their benefits.

Employer Retirement Plans and Personal IRAs

	• Defined benefit plans pay a promised monthly benefit to employees, usually at 
retirement. 

	• Defined contribution plans, on the other hand, promise annual contributions and 
provide a benefit determined by the individual’s account balance at retirement. 
Common defined contribution plans include 401(k)s, 403(b)s and profit-sharing plans. 

	• Individual retirement accounts may be traditional or Roth IRAs. Contributions to 
traditional IRAs are tax deductible in most cases, while contributions to Roth IRAs are 
never deductible. 

	• Distributions from traditional IRAs are taxable (in whole or in part) as ordinary income. 
Distributions from Roth IRAs are generally tax free when requirements are met. 

Personal Savings and Investments

	• Traditional savings vehicles include savings accounts, certificates of deposit, money 
market mutual funds and government savings bonds. 

	• Investments include stocks, bonds and mutual funds.

	• Bonds are debt instruments issued by the federal government, state and local 
governments, and corporations. They may be owned directly or indirectly through 
mutual funds, investment accounts and trusts. 
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	• Real estate and home equity are common sources of income. However, keep in mind 
the drawbacks of borrowing money to pay living expenses. 

	• Annuities offer tax-deferred growth and a variety of payout options, including 
payments guaranteed to last for the annuitant’s lifetime or until the death of a second 
annuitant. All annuity guarantees are subject to the claims-paying ability of the 
issuing insurance company.

Post-Retirement Employment

	• Working after retirement is a common way to supplement retirement income, but 
these earnings come with tax ramifications. 

	• Post-retirement earnings are subject to federal, state and local income taxes, as well 
as Social Security and Medicare taxes.

	• Post-retirement earnings may also boost a retiree’s income high enough that Social 
Security benefits become subject to federal income tax.

The Bottom Line

Numerous sources of potential retirement income are available to those looking toward 
a comfortable retirement free from financial concerns. The key is to prepare as early as 
possible and save as much as possible during the working years. Thanks to the power 
of compounding, each year’s income and gains build on prior growth. Therefore, the 
sooner a retirement strategy begins, the more likely it is that the strategy can achieve 
targeted goals. 
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Creating Retirement Income 

There are four potential sources for retirement income: Social Security, employer 
retirement plans and IRAs, personal savings and investments, and continued work after 
retirement. 

Social Security

Social Security benefits are based on a person’s earnings history and age when 
payments begin. Traditionally, the normal retirement age was 65, but under current law 
it increases in stages depending on date of birth. Payments are subject to annual cost-
of-living adjustments.

Social Security retirement benefits are generally nontaxable, although they become 
partially taxable when a retiree’s income (or joint return income) exceeds certain 
threshold amounts. According to the Social Security Administration, about 40 percent of 
people receiving Social Security pay some taxes on their benefits.

Employer Plans and IRAs

An employer-sponsored retirement plan may be a defined benefit plan that pays a pre-
established monthly benefit to the retiree, or a defined contribution plan, in which the 
employee’s individual account balance at retirement typically determines the retirement 
benefit. 

Individual retirement accounts and annuities (IRAs) may be traditional or Roth IRAs. 
Contributions to traditional IRAs are tax deductible, accumulate on a tax-deferred basis 
and are then taxed as ordinary income when received. Roth IRA contributions are made 
with after-tax dollars, are not deductible, accumulate on a tax-deferred basis and are 
tax free upon receipt (provided certain requirements are satisfied). 

Personal Savings and Investments 

Savings accounts, certificates of deposit, money market mutual funds and government 
savings bonds are among the most widely used savings vehicles. Investments such 
as stocks, bonds and mutual funds are also popular. Annuities can also provide 
supplementary retirement income in fixed or variable amounts over the annuitant’s 
life or the life of a second annuitant, such as a surviving spouse. Real estate—including 
personally owned property and property owned in a limited partnership—can also 
generate retirement income. 

Post-Retirement Employment

It is common to supplement retirement savings with a continuing paycheck, but these 
earnings are subject to income tax, as well as Social Security and Medicare taxes.

R E T I R E M E N T  P L A N N I N G 

Summary
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1 
A retiree must reach normal retirement age 
under Social Security to receive full benefits, 
but can collect reduced benefits as early as 
age 62.

2 
Employer retirement plans and IRAs are other 
important sources of retirement income.

RETIREE

3 
Personal savings and investments 
produce income that a retiree can 
liquidate if needed.

4 
Some retirees work part-time or full-time after 
retirement to provide an additional source of 
income.

R E T I R E M E N T  I N CO M E  S O U RC E S 
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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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This material was prepared by PGI Partners, Inc. on behalf of LPL Financial, LLC.

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member 
FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice 
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