Chapter 14: Social Security and Medicare/Medicaid

e Social Security benefits can accumulate above $1 million
e Medicare is subsidized, reduced cost, health insurance

e Medicaid is help for the needy

In the previous chapter on Living to 100 we report that most baby boomers rely on
Social Security and Medicare to provide a reasonable standard of living, and we also
report the costs to taxpayers of these awfully expensive programs that are forecasted to
go bankrupt soon. In this chapter we discuss the choices that beneficiaries make and

how to avoid mistakes.
Social Security

Background

The Social Security Act was signed into law by President Roosevelt on August 14, 1935.
In addition to several provisions for general welfare, the new Act created a social
insurance program designed to pay retired workers age 65 or older a continuing income
after retirement. The first one-time, lump-sum payments were made in January1937.
Regular ongoing monthly benefits started in January 1940. Cost of Living Adjustments
(COLAs) were first paid in 1975 as a result of a 1972 law. Prior to this, benefits were

increased irregularly by special acts of Congress.



As reported in the previous chapter, Social Security has become increasingly expensive

because people are living longer, as reported by the Social Security Administration:

Table 1: Life Expectancy for Social Security

Year

Cohort Percentage of Population | Average Remaining Life

Turned Surviving from Age 21 to Expe.cf:ancy for Those

65 Age 65 Surviving to Age 65

Male Female Male Female
1940 539 60.6 12.7 14.7
1950 56.2 65.5 13.1 16.2
1960 60.1 713 13.2 17.4
1970 63.7 76.9 13.8 18.6
1980 67.8 809 14.6 19.1
1990 72.3 836 15.3 19.6
Cost

Taxes were collected for the first time in January 1937. Social Security payroll taxes are
collected under authority of the Federal Insurance Contributions Act (FICA). The
payroll taxes are sometimes even called "FICA taxes." FICA is nothing more than the tax
provisions of the Social Security Act, as they appear in the Internal Revenue Code. For
2021, the FICA tax rate for both employers and employees is 7.65% (6.2% for Social
Security and 1.45% for Medicare). For 2021, the Social Security tax rate is 6.2% each for
the employer and employee (12.4% total) on the first $142,800 of employee wages. There
is no salary limit on the 1.45% Medicare tax. These taxes are paid while you are earning

(accruing) benefits.

You might also pay taxes on your benefits if you earn additional income:



Taxation of Social Security benefits

Filing status Provisional income* Amount of SS subject to
tax
Married filing jointly Under $32,000 0
$32,000 - $44,000 Up to 50%
Over $44,000 Up to 85%
Single, head of household, qualifying Under $25,000 0
widow(er), married filing separately & | $25 000 - $34,000 Up to 50%
living apart from spouse Over $34,000 Up to 85%
Married filing separately and living Over 0 85%
with spouse

Provisional income = AGI + one-half of SS benefit + tax-exempt interest

As reported in the previous chapter, these taxes are insufficient to pay current benefits,
so the shortfall adds to the spending deficit. As people retire, the reliance on those who

remain working increases.

Choices

Your main choice is when to claim benefits. This is an important choice that you should
research and use available consulting services. You can claim early reduced befits at age
62, full benefits at age 67 or delayed (increased) benefits at age 70. Most Social Security
advisors recommend that you wait as long as you can in order to earn the maximum

benefit as shown in the following graph



Claiming Early

% of full benefit

Apply at age
62 70%
63 75%
64 80%
65 86.7%
66 93.3%
67 100%
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General decision guidelines are as follows:

Cumulative Nominal Benefit

Claim at 70
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e Early (age 62) if you really need the money, don’t expect to live long or fear that

Social Security will end

e Full (age 67 at this time) if you expect to live a normal length life

e Late (age 70) if you don’t need the money at age 67 and you expect to live a long

life

The Social Security Administration provides information to help you make this

decision, like the following sample benefit report:



Your Estimated Benefits

*Retirement You have earned enough credits to qualify for benefits. At your current earnings rate, if you
continue working until...
your full retirement age (67 years), your payment would be about............c..ooooii $ 1,986 a month
age 70, your payment would be about $ 2,468 a month
age 62, your payment would be about ........... corsveeienee 3 1,376 @ month
*Disability You have earned enough credits to qua]liy f'or beneﬁts lfyou beca.me dlsab]ed rlght now,

your payment would be about...........cc...... w..$ 1,956 a month
*Family If you get retirement or dlsabllny bcncﬁts your spouse zmd ch1ldrm1 alsc may quahfy 1or bcncms
*Survivors You have earned enough credits for your family to receive survivors benefits. If you die this

year, certain members of your family may qualify for the following benefits:

YOUE CRII. ..ottt ettt e e e s et bbb ae et et ot e e bbb e et bbb smnasnas $ 1,467 a month

Your spouse who is caring for your child.............. .$ 1,467 a month
Your spouse, if benefits start at full retirement age.. ...’ 1,956 a month
Total family benefits cannot be more than ... e s $ 3,568 a month
Your spouse or minor child may be eligible for a special one-time death benefit of $255.

Medicare You have enough credits to qualify for Medicare at age 65. Even if you do not retire at age 65, be
sure to contact Social Security three months before your 65th birthday to enroll in Medicare.

*

Your estimated benefits are based on current law. Congress has made changes to the law in the
past and can do so at any time. The law governing benefit amounts may change because, by 2035,
the payroll taxes collected will be enough to pay only about 79 percent of scheduled benefits.

We based your benefit estimates on these facts:

Your date of birth (please verify your name on page 1 and this date of birth) .............c.ccocococeeeeeee.. April 5, 1960
Your estimated taxable earnings per vear after 2008 ... s $50,653
Your Social Security number (only the last four digits are shown to help prevent identity theft)......... XXX-XX-1234

Survivor benefits are an important aspect of your decision that is complicated so you
should seek professional guidance. Sometimes you can amend your decisions, but it’s

best to get it right the first time.

Medicare/Medicaid

Background

On July 30, 1965, President Lyndon B. Johnson signed into law legislation that
established the Medicare and Medicaid programs. There are four parts to Medicare
coverage as follows:




Four Parts of Medicare

Usually—

PartA PartB PartC PartD
Hospital Medical Medicare Medicare
Insurance Insurance Advantage Prescription

Drug
Coverage
Provided by Medicare Provided by private insurer that

contracts with Medicare

Medicaid provides health coverage to millions of Americans, including eligible low-
income adults, children, pregnant women, elderly adults and people with disabilities.
Medicaid is administered by states, according to federal requirements. The program is

funded jointly by states and the federal government.

Costs

As discussed above, FICA taxes currently at 1.45% pay some Medicare/Medicaid
expenses. Most people don't pay a Part A premium because they paid Medicare taxes
while working. If you don't get premium-free Part A, you pay up to $471 each month.
Most people pay the standard Part B premium amount ($148.50 in 2021). Those with
high adjusted gross incomes pay more. Deductibles and co-insurance for Part B are
shown in the following table. The costs of parts C and D vary as explained in the next

section.



2021 Medicare Costs at a Glance

Part A Premium Premium-free with qualifying work history;
(monthly) $471 each month without

Part A Deductible You pay: _ -
and Coinsurance $1,484 deductible for each benefit period

Days 1-60:

S0 coinsurance for each benefit period

Days 61-90:

$371 coinsurance per day of each benefit period
Days 91 and beyond:

$742 coinsurance per each “lifetime reserve day”
after day 90 for each benefit period (up to 60 days
over your lifetime)

Beyond lifetime reserve days: All costs

Part B Premium The standard Part B premium amount is $148.50
(monthly) (high earners pay more)

Part B Deductible  $203 per year and then 20% of the Medicare-approved
and Coinsurance amount

Choices

Medicare Parts A and B provide basic coverage that is insufficient for most people who
get sick. There are two basic ways for recipients to fill most of the coverage gaps and
reduce the risk of tremendous bills in a bad health year:

1. Medicare plus Medigap supplemental insurance policies
2. Medicare Advantage Plans

Most recipients purchase additional Medigap insurance that comes with a whole range
of coverages and costs. Websites help you search for a plan that matches your needs
and budget, but we recommend that you use an insurance specialist. In addition to
covering the gaps in “Original Medicare” supplemental plans typically provide dental
and eye care benefits. You can also choose a separate provider for Part D prescription
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coverage, or you can purchase it from your Medigap provider. The choice here is
coverage and cost. You'll want to see what it will cost you for your prescriptions;

“formularies” can vary widely across providers.

Many cannot afford Medigap supplemental insurance, so a Medicare Advantage Plan,
also called Part C, is a good choice. Many Advantage plans are free or low cost and
include prescriptions. Most Medicare Advantage plans operate as a health maintenance
organization (HMO) or preferred provider organization (PPO) insurance. HMOs limit
members to using the doctors and hospitals in their networks. PPOs generally let
members get care outside the plan's network, but members may have to pay more for
such care. Some plans require prior authorization for specialist care or procedures, or a
referral from a primary care doctor. Plans might not cover care given outside of the
network’s geographical area. Extra benefits not covered by regular Medicare, such as

eyeglasses, routine dental care, or gym memberships, may be offered.

Medicaid

Medicaid is discussed in the previous chapter. It can be extremely helpful to the poor.
The main cost is assigning your Social Security benefits to the care facility that accepts

you.

Conclusion

Important generous programs have been created for older people. Ultimate benefits are
directly tied to decisions made by recipients, so choose wisely and get help.

Please Watch These Videos

We end each chapter with links to videos on the topic. The videos for this Chapter are:

e Social Security : https://www.youtube.com/watch?v=7i5PIj 1RO8

e Medicare _https://www.youtube.com/watch?v=pejNrOwLZws
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https://www.youtube.com/watch?v=Zi5PIj_1RO8
https://www.youtube.com/watch?v=pejNr9wLZws
https://www.youtube.com/watch?v=pejNr9wLZws

