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Taxation of Social Security Benefits
Vermont follows the federal rules for the income tax treatment of Social Security benefits.
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least 15 percent of benefits are always exempt and up to 100 percent may be exempt
depending on the taxpayer’s “combined income” and filing status.

How much is exempt?
A taxpayer must include other income (wages, self-employment, interest, and dividends),
nontaxable interest and 1/2 of their Social Security benefits in the calculation of combined
income to determine the percentage of their total Social Security benefits that are taxable. The
percentage of benefits that are subject to the federal income tax is shown in the table below.
Because Vermont uses federal taxable income as its starting point for state income tax
calculations, Social Security benefits that are taxed at the federal level are included in the state
taxable income base.

Source: Social Security Administration (https://www.ssa.gov/planners/taxes.html)

The income thresholds are not indexed at the federal level and have been unchanged since
they were established in 1984. Because wages and other income have increased, the
proportion of beneficiaries who must pay income tax on their benefits has risen over time. For
example, if the $32,000 exemption level for married taxpayers had been indexed by the CPI, it
would be just over $74,000 in 2016. According to Congressional Budget Office estimates,
nationally about half of Social Security recipients paid some tax on their benefits in 2014
(https://www.cbo.gov/publication/49948).

The 15 percent exemption was established by Congress to ensure that nearly all post tax
contributions to the Social Security system would be treated similarly to pensions. This amount
was determined by the Social Security Administration’s Office of the Actuary to avoid “double
taxation.” Workers pay income taxes on the employee share of FICA (Social Security)
contributions at the time they earn wages; and the untaxed share of benefits paid out in later
years is subject to income tax in later years for higher-income taxpayers.
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Resident Details by Decile

Source: Chainbridge Vermont Income Tax Model

This table includes detailed information on the number of returns, AGI income level, total amount of Social Security benefits, the taxable portion of
Social Security benefits and the amount of tax paid on those benefits. The amount of benefits that are taxed increases as income increases so it is
the highest income taxpayers that pay taxes on a higher portion of their benefits.

Vermont collected $29.8 million from the taxation of Social Security benefits in TY 2013. Of the total tax revenue collected on Social Security
benefits, 65% comes from the top two deciles, with $7.3 million (26%) paid by those between $80,000 and $114,000 adjusted gross income and
$11.2 million (39%) paid by those with total incomes greater than $114,000. Social Security benefits are distributed across all of the deciles; the tax
on these benefits is paid by the highest income taxpayers.

The average Social Security benefit per return was $19,713 for residents. The last two columns show the percentage of the total benefits that are
taxable and the percentage of returns that pay tax on their benefits by decile.

Lastly, because of national demographics, the core of the baby boom has only just begun receiving benefits; both the number of beneficiaries and
the amount of taxes on benefits paid will increase substantially in the near future.



Taxation of Social Security Benefits Across the States

Of the 50 states and Washington, D.C., 37 and Washington D.C. have no income tax on any
Social Security benefits; 13 states, including Vermont, tax a portion of the benefits based on
income level or age. Of those 13, five follow the federal treatment while eight have a partial
benefit exemption based on either income level or age. Often the tax treatment of Social
Security benefits mirrors the treatment of other retirement income sources. State-specific tax
treatment may be more or less beneficial than federal tax treatment. More details are included
below.

Partial Exemption State Details

Source: State Tax Treatment of Social Security, Pension Income https://c342180.ssl.cf1.rackcdn.com/wp-
content/uploads/2011/12/state_tax_treat_ss_pi_2015.pdf


