
SOCIAL SECURITY

Although your employment with the City of Los Angeles is not covered by Social Security, this program will play a role in your retirement through your spouse's employment and through your own employment in jobs that were covered by Social Security.  Because your pension from the City of Los Angeles is based on employment that is not covered by Social Security, however, it may reduce the amount of Social Security which you may receive.

The key questions to ask about Social Security are:

· Will you be eligible to receive a Social Security retirement benefit?

· How is your benefit as a worker or the spouse of a worker calculated?

· How will your City pension affect your Social Security?

· How might working after retirement affect the payment of your benefit?

Two other important considerations are cost-of-living adjustments once your benefit starts and the possible taxation of part of your benefit.  

Most people tend to measure the value of Social Security strictly by the amount of their retirement check.  Social Security, however, provides a broad umbrella of protection:  disability benefits, survivor benefits and Medi​care, as well as retirement and spouse benefits.  We'll look at each of these separately.

Finally we'll conclude by reviewing how to apply for both Social Security and Medicare benefits.

SOCIAL SECURITY TAXES
All the benefits we listed are financed through taxes.  Each year workers in jobs covered by Social Security pay a flat percentage of their pay into Social Security.  These payments are called FICA (Federal Insurance Contributions Act) taxes and they pay for Social Security retirement, spouse, survi​vor, and disability benefits and part of Medicare.   Some people think that the FICA taxes they pay go into a special account in their name, from which they will later draw benefits.  This is not true.  Most of the FICA taxes paid by today's workers are used to pay the current benefits of today's retirees.

FICA taxes are paid on all covered earnings up to a maximum wage base, which increases each year.  FICA taxes are not paid on earnings above this maximum.  Therefore pay above this maximum does not count toward the calculation of a Social Security benefit.  We'll see how your future retirement benefit will be calculated in a moment.

In 2006, the FICA tax rate is 7.65% of pay up to $94,200.  The Medicare portion of the FICA tax rate is 1.45% and it continues to apply to all wages.

Keep in mind that an employer matches an employee's contributions dollar-for-dollar up to this same maximum.  

Each year, the maximum amount of pay taxed for Social Security goes up.  The FICA tax rate is scheduled to remain at 7.65% under current law.

ELIGIBILITY
Will you be eligible for a Social Security retirement benefit?  Your eligi​bility for a retirement benefit depends on your number of quarters of covered work (also known as Social Security credits) and your age.  

If you were born in 1929 or later, then you need 40 quarters of covered employment to be eligible for a Social Security retirement benefit.  Because the most quarters that you can earn in one year is four, you therefore need 10 years of covered employment to be eligible.  Individuals born before 1929 need fewer quarters of coverage.

PERSONAL EARNINGS & BENEFIT ESTIMATE STATEMENT
If you want to find out all of your past covered earnings and obtain an estimate of your future retirement benefit in today's dollars, you can contact any Social Security Administration District Office or call a nation​wide toll-free number (800-772-1213) to obtain a "Personal Earnings and Benefit Estimate Statement" request (Form SSA-7004).  You can also fill out this form on-line at Social Security’s Website:  www.ssa.gov.  Several weeks after you send in the completed form, the Social Security Administration will send you a statement showing the total amount of your covered earnings and FICA tax you paid for you each year from 1951 up to about two years ago.  Covered earnings before 1951 will appear as one total amount.

Keep in mind that these figures do not represent how much you paid in FICA taxes.  Rather, they show the amount of earnings on which you paid FICA taxes.

If after reviewing this statement and comparing it to your own prior W-2 earnings records in covered employment, you find that any of your prior earnings were incorrectly reported or credited, then you should get in touch with your local Social Security District Office to correct it.

The Social Security "Personal Earnings and Benefit Estimate Statement" also tells you how many Social Security credits you earned based on your quarters of covered work.

Most important, the statement will provide you with an estimate of your monthly Social Security retirement benefit in today's dollars at three ages: 62, your normal retirement age for Social Security purposes, and 70.  It will also provide estimates of survivor and disability benefits.  

HOW A RETIREMENT BENEFIT IS CALCULATED
Age 65 is the Social Security retirement age for people born before 1938.  The Social Security retirement age goes up for those born in 1938 or later.  For example, for those born in 1938, the Social Security retirement age is 65 and 2 months.  For those born in 1943 through 1954, the retirement age is 66.  For those born in 1960 and later, the retirement age is 67.  If you begin collecting Social Security at your Social Security Retirement age, you will receive your full benefit, otherwise known as your primary insurance amount or PIA.  The PIA is the basis for calculating a worker's retirement benefit, as well as the benefit of anyone else who receives Social Security as the worker's spouse, dependent or survivor.  

How is a PIA calculated?

The number of years used to calculate a retirement benefit for anyone born in 1929 or later is 35.

What this means is that, in calculating the PIA, the Social Security Adminis​tration will use the 35 highest years of covered earnings.  If you have fewer than 35 years of covered earnings, then years of zero earnings will be used in calculating your PIA.

For example, if you had only 20 years of covered earnings, then 15 years of zero earnings would be used in the calculation.  For individuals born before 1929, fewer years of earnings than 35 are used in the calculation.

Most of the years' earnings are indexed to reflect increases in average wages.  The 35 years of highest earnings would then be totaled and divided by 35 to get an average annual earnings figure.  This number would be divided by 12 to get a monthly amount.  The Social Security replacement formula de​scribed later would be applied to this Average Indexed Monthly Earnings amount.  The result is the worker's full Social Security retirement benefit, or PIA.

This method of calculating the PIA can result in low retirement benefits for those who have been in and out of covered Social Security employment.  For example, you may have worked prior to your career with the City in jobs that were covered by Social Security.  You might decide to return to Social Security-covered employment after retiring from your current job.  All told, you may have earned enough credits to be eligible for a retirement benefit in your own right, because 40 quarters of covered work or 10 years at most are needed.  However, you may be quite short of the total number of years of earnings needed to calculate your benefit.  As a result, many years of zero earnings must be used and your actual benefit may be quite small.

Once your PIA is calculated, it is reduced if payments begin before the month in which you reach your normal Social Security retirement age (for example, age 65 if you were born before 1938).

RECEIVING AN EARLY RETIREMENT BENEFIT 
When can you begin receiving your Social Security retirement benefit?  You can begin as early as age 62, but your benefit will be permanently reduced.  The amount of the reduction in the benefit is based on the number of months by which your age falls short of your normal retirement age.  The reduction factor is 5/9ths of 1% for each of the first 36 months and 1/12 of 5% for any additional months by which your age falls short of your normal retirement age.  The reduction for someone whose normal retirement age is 65 but who starts receiving Social Security at age 62 totals 20% (36 months times 5/9 times 1%).  Reductions apply both to men and to women.  The reduction takes into account the longer period of time over which you are likely to receive benefits.

If you were born in 1938 or later, you can begin receiving your Social Security retirement benefit as early as age 62, but you will face a greater reduction.  For example, for those born in 1938, the reduction at age 62 is 20-5/6%.  For those born in 1943 through 1954, the reduction at age 62 is 25%.  For those born in 1960 and later, the reduction at age 62 is 30%.

DELAYED RETIREMENT
If you work beyond your normal retirement age, your Social Security benefit will be in​creased by one quarter of one percent for each month that you delay, up to age 70.  This means that for each year you delay receiving your benefit, your benefit will go up at least by 3% (.25% x 12).  This is in addition to any increase in your benefit caused by the wages you are earning.  Beginning with people who were born in 1925, this delayed retirement credit will increase, until it reaches 8% per year for those born in 1943 and later. 

SPOUSE BENEFITS
A spouse's normal retirement age determines how large a benefit he or she can receive at any earlier age.  At his or her normal retirement age, the spouse can receive a spouse's benefit equal to 50% of the work​er's PIA.  Spouse benefits paid before normal retirement age are reduced:  25/36 of 1% for each of the first 36 months by which the benefit commencement age falls short of normal retirement age, and 1/12 of 5% for each additional month.  A spouse whose normal retirement age is 65 but who begins receiving the benefit at age 62, collects only 37.5% of the worker's PIA.  (Fifty percent minus 36 time 25/26 of 1%).  If the spouse was born in 1938 or later, reductions will be greater.  The spouse's benefit is based on the worker's PIA, even if the worker is receiv​ing less than the PIA because the worker began receiving benefits earlier than the worker's normal retirement age.

Your Social Security benefit as a spouse, however, will be reduced or elimi​nated by the government pension offset described later.

A spouse cannot begin collecting this spouse's benefit on the worker's earnings record until the worker begins collecting his or her own retirement benefit.

However, a spouse may also be entitled to a Social Security retirement benefit based on his or her own work record.  If a spouse has reached the normal retirement age and a spouse's retirement benefit based on his or her own work record is higher than the spouse's benefit based on the worker's work record, then a spouse would receive only the higher retirement benefit.  If, however, a spouse's own retirement benefit is lower than the spouse's benefit available based on the worker's work record, then the spouse would receive his or her own retirement benefit plus the difference between that and the spouse's benefit based on the worker's PIA.

For example, let's say that the worker's PIA is $500 a month and the worker's spouse applies for Social Security at age 65.  The spouse's benefit as a spouse would be 50% of the worker's PIA or $250.  If the spouse's own retire​ment benefit is $300, then the spouse would receive only this retirement benefit, since it is higher than the $250 spouse's benefit.  If, however, the spouse's own retirement benefit is $200, then he or she would receive the $200 retirement benefit plus another $50 as a spouse's benefit, for a total of $250 a month.

If the spouse begins to collect benefits before reaching his or her own normal retirement age, then the calculation can be more complex.

YOUR PENSION AND SOCIAL SECURITY
Because your pension from the City of Los Angeles is based on some employment that is not covered by Social Security, it may affect the amount of benefits that you receive from Social Security in two different ways.  First, if you qualify for your own Social Security benefit, the amount of your Social Security benefit will be reduced because of your City pension.  Second, if your spouse qualifies for a Social Security retirement benefit based on your spouse's own earnings record, the amount of your Social Security benefit as a spouse will also be reduced because of your City pension.

Your Own Social Security Retirement or Disability Benefit
Let's first look at how your City pension may affect the amount of your own Social Security benefit, based on your own work record in covered employment.  The formula for determining the PIA for workers who are eligible for a pension from employment that is not covered by Social Security results in a reduced Social Security retirement or disability benefit.  This reduction is sometimes referred to as the "windfall penalty."

Normally, a worker's PIA is calculated by applying three different percent​ages to different portions of the worker's Average Indexed Monthly Earnings amount.  As noted earlier, the Average Indexed Monthly Earnings amount is based on a worker's lifetime earnings history.  The three different percent​ages are 90%, 32% and 15%.  For workers first eligible for benefits during 2006, the PIA consists of 90% of the first $656 of Average Indexed Monthly Earnings, 32% of the next $3,955, and 15% of Average Indexed Monthly Earnings in excess of $4,611.  The purpose of this weighted formula is to provide a Social Security benefit that replaces a higher percentage of lower wages and a lower percentage of higher wages.

For workers who are eligible for a pension from employment that is not covered by Social Security, however, the first percentage used in calculating a PIA based on earnings from employment that is covered by Social Security will be reduced.  For these workers who are initially eligible for Social Security retirement or disability benefits in 1990 or later, the 90% factor is replaced with a 40% factor.  The 40% factor is increased, however, for workers who have more than 20 years of significant covered employment under Social Security.

The purpose of this modified formula is to remove the "windfall" in Social Security benefits for individuals who have only minimal Social Security-covered employment and who receive a pension based on years of work in non-covered employment.

This modified formula will not reduce a worker's PIA by more than one-half of the amount of the pension based on non-covered employment.  Furthermore, this modified formula for calculating a PIA will not apply to an individual who was eligible to receive a Social Security retirement or disability benefit before 1986 or who was eligible to receive a City Pension before 1986.  

Let's take an example of how this modified formula works.  A member retires with a monthly City pension.  He worked in employment that was covered by Social Security and accumulated a total of 20 years of covered earnings.  Because he has at least 10 years of covered employment, he qualifies for a Social Security benefit based on his own earnings record.  Based on his 20 years of earnings plus 15 years of zero earnings, assume his Average Indexed Monthly Earnings (AIME) amount is $1,200.

Normally, his monthly PIA would be calculated as 90% of his first $656 AIME and 32% of his remaining $544 AIME for a total of $764.

Because of his City pension, however, his monthly PIA is calculated as only 40% of his first $656 AIME and 32% of his remaining $544 AIME for a total of $436.  This modified formula results in a reduction of $328 in his monthly PIA.  The reduction, however, is limited to a maximum of one-half of the amount of his monthly City pension that is based on non-covered employment.

Your Social Security Benefit as a Spouse
The second way in which your City pension may affect your Social Security is by reducing the amount that you may receive as a spouse or surviving spouse based on your spouse's earnings record.  Part of a pension from employment that is not covered by Social Security will be used to reduce the amount of a Social Security spouse's benefit.  This reduction is sometimes referred to as the "government pension offset."

For workers who receive a pension from non-covered employment, two-thirds of that pension will be offset against any Social Security benefit for which the individual is eligible as a spouse or surviving spouse.  In other words, for every $3 you receive as a City pension, your Social Security benefit as a spouse will be reduced by $2.  This offset may very well eliminate your Social Security benefit as a spouse.

Even if the government pension offset eliminates your Social Security benefit as a spouse, it will not affect your eligibility for Medicare as the spouse of a covered worker.

Let's take an example of how this government pension offset works, using the previous example of a member who retires with a monthly City Pension of $1,200.  His spouse worked in employment covered by Social Security and has a monthly PIA of $500.

Normally, at age 62, the member's monthly Social Security benefit as a spouse would be $187.50, which is 37.5% of his wife's PIA.

Because of his City pension, however, the amount of his Social Security benefit as a spouse will be reduced by two-thirds of the amount of his City pension.  In this example, two-thirds of his City pension is $800, which eliminates his Social Security benefit as a spouse.

WORKING AFTER RETIREMENT
What happens if you go back to work after you've begun to receive your Social Security benefit? 

If you work after receiving Social Security, you will be subject to an earnings limit.  Your Social Security payments will be reduced if you earn more than the annual exempt amount.  If you are under your Social Security Normal Retirement Age, the annual exempt amount for 2006 is $12,480.  The annual exempt amount increases each year.  If your earnings go over the annual exempt amount, your Social Security benefit will be reduced by $1 for each $2 in earn​ings over that limit.  Once you reach your Social Security Normal Retirement Age, there is no earnings limit.  

Only earnings from employment count toward this limit.  Other income, such as your City Pension or your savings and investments, do not count toward the earn​ings limit.  

Many people also ask:  If I return to work, will my earnings be subject to FICA taxes?  If so, what benefit will that have for me?  Regardless of your age, if your employment is covered by Social Security, you must pay FICA taxes.  These additional earnings after your retirement, however, may also increase your benefit.  Social Security will automatically refigure your benefit each year to take into consideration your additional earnings.

COST-OF-LIVING ADJUSTMENTS
Two of the characteristics most often noted about Social Security benefits are that they are inflation-proof and income tax-free.  The Social Security Amendments of 1983 put into law actual and potential changes to these two aspects of Social Security: cost-of-living adjustments and taxation of part of some recipients' benefits.

Once you begin receiving Social Security, your benefit will increase in each year beginning with your December benefit (received in January), in order to preserve the purchasing power of your Social Security dollar in times of inflation.  The Social Security cost-of-living adjustment (COLA) is based on increases in the Consumer Price Index (CPI).

However, because of the 1983 amendments, these cost-of-living adjustments may not always equal the CPI in future years if Social Security's financing is not at a certain level.  Instead, benefits may be increased only by the percentage that average wages in the United States increased, if this per​centage is lower than the increase in the CPI.  

TAXATION OF SOCIAL SECURITY BENEFITS
You may have to include up to 85% of your Social Security benefit in your adjusted gross income for federal income tax purposes, depending on your annual income.   Whether this inclusion will actually cause any tax to be payable on the benefit depends on your exemptions and deductions for the year.  To keep this discussion simple, we will simply refer to a benefit as "taxable" if it must be included in adjusted gross income.

Two thresholds
Two income thresholds are used to determine whether any of your Social Security benefit is taxable and, if so, how much of it is taxable.  The first threshold is $25,000 for an unmarried taxpayer, $32,000 for married taxpayers filing jointly and $0 for a married taxpayer filing separately.  If your income is below this threshold, none of your Social Security benefit is subject to income tax.

The second threshold is $34,000 for an unmarried taxpayer, $44,000 for married taxpayers filing jointly and, again, $0 for a married taxpayer filing separately.  If your income is above this threshold, some of your Social Security benefit is taxable, but not more than 85% of it.

If your income falls between the thresholds, some of your Social Security benefit is taxable, but not more than 50% of it.

What income counts?
To determine whether your income exceeds either or both of the thresholds, add together these three items: (1) all of your adjusted gross income, which includes the taxable amount of your Pension, taxable interest and dividends, earnings from work and just about everything else; (2) any tax-exempt interest income you receive from such investments as municipal bonds; and (3) one-half of your annual Social Security benefit. (If you are married filing jointly, this is the total of your benefit and your spouse's; it doesn't matter who worked to earn the benefits.) The total of these three things is your income for the purpose of calculating how much, if any, of your Social Security benefit is taxable.

Determining taxability 
You can find out how much, if any, of your Social Security benefit is taxable by looking up your income on the table below.

	PRIVATE 
INCLUDING SOCIAL SECURITY IN ADJUSTED GROSS INCOME

Single Taxpayer — 2004

	If income is more than
	But not more than
	Social Security to be added to A.G.I. is
	Plus
	Of the 

Excess over

	$0   
	$25,000   
	$0     
	0% 
	$0    

	25,000   
	34,000   
	0     
	50% 
	25,000    

	34,000   
	
	4,500     
	85% 
	34,000    


	PRIVATE 
INCLUDING SOCIAL SECURITY IN ADJUSTED GROSS INCOME

Married Taxpayer Filing Jointly — 2004

	If income is more than
	But not more than
	Social Security to be added to A.G.I. is
	Plus
	Of the 

Excess over

	$0   
	$32,000   
	$0     
	0% 
	$0    

	32,000   
	44,000   
	0     
	50% 
	32,000    

	44,000   
	
	6,000     
	85% 
	44,000    


The reasons for the thresholds are to keep Social Security benefits nontaxable for low-income retirees, to allow the taxation of up to 50% of benefits of middle-income retirees, and to allow the taxation of up to 85% of benefits of higher-income retirees.

Three examples are provided, representing these three income categories.  In all three, the retiree is assumed to be married filing jointly.  The Social Security benefits shown are for the husband and wife together.  Note that the calculation requires three steps -- one to determine income and two more to test that income against each of the two thresholds. 

In the low-income example, the couple's $16,500 income is below both thresholds and is therefore completely free of federal income tax.  

In the middle-income example, the couple's $42,000 income exceeds the first threshold by $10,000.  The amount of taxable Social Security produced by Step 2 is half the excess, half the Social Security benefit, or half the amount governed by this first threshold (that is, half the amount between this threshold and the next), whichever is least.  Half the excess is $5,000, half of Social Security is $7,000, and half the amount governed by this threshold is $6,000.
   Of these three, the smallest is half the excess, $5,000.  The amount of taxable Social Security is therefore $5,000.  In Step 3 no further Social Security is taxable because the couple's $42,000 income is below the $44,000 second threshold.

In the higher-income example, the couple's $60,000 income exceeds the first threshold by $28,000.  Half of this excess is $14,000, half of Social Security is $9,000, and half the amount governed by the first threshold is $6,000.  The amount of taxable Social Security produced in Step 2 is therefore $6,000, the smallest of the three amounts.  Unlike the first two couples, however, this couple's $60,000 income also exceeds the second threshold.  Step 3 shows this excess to be $16,000.  Eighty-five percent of the excess, $13,600, should therefore be considered taxable Social Security.  When this is added to the $6,000 of Social Security deemed to be taxable under Step 1, however, the total, $19,600, exceeds the overall limit -- not more than 85% of the total Social Security benefit can be taxed.  Eighty-five percent of the $18,000 benefit is $15,300.  That amount is, therefore, the taxable portion of this couple's Social Security benefit.

Before we leave these examples, it is worth remembering that "income" for purposes of this calculation includes only half of Social Security.  The lower-income couple has actual income of $21,000 ($16,500 plus the other half of Social Security -- $4,500) and pays no tax on the Social Security benefit.  The middle income couple has actual income of $49,000 and pays tax on $5,000 of Social Security.  And the higher-income couple has actual income of $69,000 and pays tax on $15,300 of Social Security.

Some states exclude all Social Security benefits from their definition of income for state income tax purposes even though a portion of those benefits may be federally taxable.

	SOCIAL SECURITY TAXABILITY:  THREE EXAMPLES

	
	Low Income
	Middle Income
	Higher Income

	Social Security benefits
	$9,000
	$14,000
	$18,000

	STEP 1:  DETERMINE INCOME

	   Adjusted gross income
	$12,000
	$35,000
	$50,000

	   Tax-exempt interest
	0
	0
	1,000

	   Half of Social Security benefits
	 +   4,500
	 +   7,000
	 +   9,000

	INCOME FOR CALCULATION
	$16,500
	$42,000
	$60,000

	STEP 2:    COMPARE INCOME WITH THE LOWER THRESHOLD

	   Income
	$16,500
	$42,000
	$60,000

	   Minus first threshold
	-32,000
	-32,000
	-32,000

	   Excess
	$0
	$10,000
	$28,000

	      (a) 50% of excess
	$0
	$5,000
	$14,000

	      (b) 50% of Social Security benefit
	$4,500
	$7,000
	$9,000

	      (c) 50% of the amount 

           between thresholds:

           ($44,000 - $32,000) ( 2
	$6,000
	$6,000
	$6,000

	SOCIAL SECURITY TAXABLE 

AS RESULT OF STEP 2:
SMALLEST OF (a), (b), (c)
	$0
	$5,000
	$6,000

	STEP 3:  COMPARE INCOME WITH THE HIGHER THRESHOLD

	   Income
	$16,500
	$42,000
	$60,000

	   Minus second threshold
	-44,000
	-44,000
	-44,000

	   Excess
	$0
	$0
	$16,000

	   85% of excess
	$0
	$0
	$13,600

	      (d) 85% of excess plus Social

           Security taxable as result of

           Step 2
	$0
	$5,000
	$19,600

	      (e) 85% of Social Security benefits
	$7,650
	$11,900
	$15,300

	SOCIAL SECURITY TAXABLE AS RESULT OF STEPS 2 and 3: SMALLER OF (d), (e)
	$0
	$5,000
	$15,300


DISABILITY BENEFITS
To be eligible to receive a Social Security disability benefit, not only must you have the required total number of quarters of coverage, but also you must have earned a certain number of these quarters of coverage in recent years.  For example, if you were born before 1930, you need 37 quar​ters of coverage, with 20 quarters earned in the last 10 years.

You can receive Social Security disability benefits if you are unable to perform any substantial gainful work because of a disability that is expected to last at least 12 months or result in death.  The disability must be supported by medical evidence and approved by your state disability agency.  The amount of your disability benefit is your PIA at the time you become disabled.  There is no reduction for starting the benefit before age 65.

There is a "waiting period" before disability benefits begin.  This "waiting period" is five full consecutive calendar months.

SURVIVOR BENEFITS

Social Security also provides benefits to survivors.  Your Social Security benefit as a surviving spouse, however, will be reduced or eliminated by the government pension offset described earlier.

Assuming that a surviving spouse was born before 1938, he or she can receive a survivor benefit equal to 71.5% of your PIA as early as age 60.  If the surviving spouse is disabled, however, the survivor benefit can begin as early as age 50.  If the surviving spouse is caring for an eligible dependent child, then the spouse's survivor benefit, which in this case is 75% of your PIA, can begin at any age.  An eligible dependent child for this purpose is one who is under age 16 or disabled.  The spouse's survivor benefit stops when the child reaches ages 16.  The dependent child, however, can continue to receive a survivor benefit (75% of your PIA) until he or she reaches age 18 (19 if still in elementary or high school, or any age if disabled physically or mentally before age 22).

The amount of the surviving spouse's benefit depends on the spouse's age at the time the benefit starts.  If the surviving spouse is 65 or older, the survivor benefit is 100% of the deceased's PIA.  At age 60, the surviv​ing spouse receives 71.5% of the deceased's PIA.  For starting ages between ages 60 and 65, the percentage rises from 71.5% at age 60 up to 100% at age 65 or older.  (If the surviving spouse was born in 1938 or later, these percentages are lower.)

We have now looked at retirement, disability and survivor benefits, how you become eligible, and how your benefit is calculated.  We have seen how post-retirement work and cost-of-living changes may affect your benefit and under what circumstances part of your benefit may be taxable.

MEDICARE

Medicare is the federal health insurance program available to people age 65 or older and to disability beneficiaries who have been receiving a Social Security benefit for 24 consecutive months. 

Medicare is divided into three parts (A, B and C).  Parts A and B are called Original Medicare.  Part C was new in 1999 and is called Medicare Advantage (formerly called Medicare+Choice.)  

Original Medicare is traditional fee-for-service coverage, allowing you to use any hospital or doctor. Part A provides coverage while you are an inpatient in a hospital or a skilled nursing facility.  Part B helps pay doctor bills.  It also pays for outpatient physical or speech therapy, and any outpatient service provided by a hospital.  In contrast to these traditional coverages, Medicare Advantage offers managed care options, among other things.  You may enroll in Original Medicare and then elect to receive benefits under a Medicare Advantage plan.  All of these options are described further below.

During your working years in covered employment, some of the FICA taxes paid go toward Medicare Part A coverage. (All City employees who were hired after March 1, 1986, contribute to Medicare Part A.)  When you are eligible for Medicare, there is no further cost for Part A.  (People who have not had sufficient employment can purchase Medicare Part A coverage.  In 2006 the premium is $393 a month.)  

Medicare Part B is voluntary and requires a monthly premium.  In 2006, the Part B premium is $88.50 per person.  The Part B premium usually goes up in January of each year.  You may enroll in Part B even if you do not purchase Part A coverage.  If you do not enroll in Part B when you are first eligible, the monthly premium is increased by 10% for each 12 full months that you delay.

To be covered under Medicare Part C, you must pay the Part B premium.  You may also be required to pay additional premiums for certain coverage options.

MEDICARE PART A
Some people are under the impression that Medicare pays all or most of your health care expenses after age 65.  Unfortunately, this is not the case.  Under Part A, you must pay some of the charges.  For each benefit period in 2006, you pay the first $952 of hospital charges.  Medicare then pays 100% of all other covered hospital charges for the first 60 days.  For the 61st through the 90th days, you pay $238 a day and Medicare pays the rest of the charges for those days.  You also have 60 lifetime reserve days which you can use if you are hospitalized for more than 90 days during one benefit period.  You pay $476 a day for each reserve day and Medicare pays the rest. 

If you are in an extended care facility, Medicare pays the full cost for the first 20 days.  Then you must pay $119.00 a day for the 21st through the 100th days and Medicare pays the rest.  Part A does not cover skilled nursing costs beyond 100 days.  Keep in mind that an extended care facility under Medicare means a facility that provides skilled nursing care or skilled rehabilitation services, not merely custodial care. 

All of these dollar amounts, known as the Part A deductible and copayments, increase every January 1. 

MEDICARE PART B
Under Part B, you must pay the first $124 of covered medical expenses in 2006.  (This amount is called the annual deductible.)  Furthermore, under Part B, Medicare pays 80% of the charge it approves for the specific services you receive.

Incentives have been initiated to encourage doctors to charge no more than Medicare's approved charge under Part B for all Medicare services.  Your local Social Security office can provide you with the names of participating physicians who agreed to bill only the Medicare-approved amount for all Medicare patients. 

If your doctor is not a participating physician, he or she can accept assignment on a case-by-case basis.  This means that your doctor agrees to charge you only the Medicare-approved amount in your case.

Even though your doctor may not accept assignment of Medicare benefits and may not be a Medicare participating physician, federal law nonetheless limits the amount the doctor may charge a Medicare beneficiary for services.  The limit is generally 115% of the Medicare-approved amount.  You are not legally obligated to pay amounts that exceed the limit.  Some states have stricter limits on physician charges.

PART C:  MEDICARE ADVANTAGE

You may elect to enroll in one of the Medicare Advantage (Part C) plans.  You must be enrolled in Medicare Part A and B and pay the Part B monthly premium to enroll in a Medicare Advantage plan.  

The Medicare Advantage options include managed care plans like health maintenance organizations (HMOs), preferred provider organizations (PPOs) and provider sponsored organizations (PSOs).  Medicare Advantage also offers a private fee-for-service plan and Medicare medical savings account plan.  The types of coverage available and their cost depend on where you live.

Managed care plans are an approved network of doctors, hospitals, and other health care providers that agree to give care in return for a set monthly payment from Medicare.  

An HMO or PSO usually asks you to use only the doctors and hospitals in its network.  If you do, you may have little or no out-of-pocket cost for covered services.  A PPO usually lets you use doctors and hospitals outside the plan for an extra cost.  Some managed care plans may provide extra benefits and some plans may charge you a premium.

The private fee-for-service (PFFS) is a Medicare-approved private insurance plan.  Medicare pays the plan a premium for Medicare-covered services.  The PFFS plan provides all Medicare benefits but determines how much to pay for the covered services you receive.  If you are charged more than is covered, you must pay the difference.  This is different from Part B coverage; doctors who accept Part B agree to charge you the costs considered reasonable and covered by Medicare Part B.  You should note that both this coverage and Part B are fee-for-service arrangements.

The Medicare medical savings account (MSA) is a test program for up to 390,000 Medicare beneficiaries.  Medicare pays the premium for a high-deductible insurance policy and deposits money into an MSA that you establish.  You can then put money into the MSA to cover your ongoing medical expenses.  There are no limits on what providers can charge under this option.  You can only enroll in November and must stay enrolled for at least one year.

PART D:  PRESCRIPTION DRUG BENEFIT

The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 created a voluntary prescription drug benefit under a new Part D of the Social Security Act.  Beneficiaries entitled to Part A and enrolled in Part B, enrollees in Medicare Advantage private fee-for-service plans, and enrollees in Medicare Savings Account plans will be eligible individuals for the prescription drug benefit.  The prescription drug benefit became available to eligible individuals beginning January 1, 2006.  Eligible individuals have access to at least two prescription drug plans (PDPs) in their region.

Under the PDP, eligible individuals have the choice of either a standard coverage plan or an alternative coverage plan with actuarially equivalent benefits.  In addition to the standard coverage plan, participating plans are able to offer a supplemental benefit.  For 2006, standard coverage has a $250 deductible and a 25 percent coinsurance for costs between $251 and $2,250.  Beneficiaries have to pay 100 percent for the cost of prescription drugs for amounts spent between $2,251 and $5,100 each year.  At this point, beneficiaries have spent $3,600 out of their own pocket on the cost of prescription drugs.  From this point forward, the beneficiary will pay $2 for generic drugs and $5 for nonpreferred drugs or 5 percent of the cost of the prescription medication, whichever is greater.  Subsidies are established for deductibles, premiums, and cost-sharing for low-income individuals with incomes below 150 percent of the federal poverty line.  Eligibility determninations are made by state Medicaid plans.

In addition, Part D provides for a voluntary Medicare prescription drug discount program.  The prescription drug discount program provides transitional coverage until coverage under the prescription drug program becomes effective for an individual.  The discount program also provides for transitional assistance to low income individuals whose income is less than 135 percent of the federal poverty level and who are enrolled in the discount card program.  The Secretary will establish a state pharmaceutical assistance transition commission to deal with transitional issues facing state programs and participants due to the implementation of Part D.

LONG-TERM CARE
No matter which Medicare option you select, Medicare does not cover custodial care in nursing homes or other residential facilities for the aged.  Nor does Medicare cover custodial care, such as home attendant and housekeeping services, for beneficiaries who are confined to their home. 

The annual cost of care in a nursing home can easily be $40,000 or more.  Many insurance companies are now offering policies that cover some of the costs of custodial care in nursing homes and at home.  The policies vary widely in the type of care covered, restrictions on coverage, benefit amounts and premiums.

Most long-term care insurance policies provide a flat daily payment for each day of care in a nursing home or at home.  The benefit typically runs from $40 to $100 a day in a nursing home and half that much for covered home care.  Most policies do not increase the benefit to take into account future inflation in nursing home and home care costs.  Premiums are usually fixed based on your age when you purchase the policy.  The younger you are then, the lower the premium.  Annual premiums typically range from $400 at age 50 to over $2,000 at age 75. 

If you are considering long-term care insurance, review all terms of any policy carefully before you purchase coverage.  You may wish to contact your state's agency on aging for information on what to consider in selecting a long-term care policy and on specific policies being offered by insurance companies in your state. 

APPLYING FOR MEDICARE
Your application for Medicare is automatic when you apply for Social Security retirement benefits.  (You should, however, check with your local Social Security office to confirm your enrollment.)  However, if you don't expect to apply for retirement benefits by age 65, then you must apply for Medicare three months before you reach age 65.  The cost for late enrollment in Medicare Part B is a 10% increase for each 12 months that you could have enrolled but did not.  This surcharge does not apply if you are covered by an employer's medical plan up to the time of Medicare enrollment.

Social Security also publishes a pamphlet that describes what Medicare covers and tells an individual what areas he should be looking for when shopping for supplemental coverage.  The Medicare pamphlet is available from any Social Security office.

Unlike Social Security's retirement, survivor and disability programs, Medicare has short-term financing problems.  Congress may make changes in the near future that could alter the extent to which Medicare pays for hospital and medical services.  This bears careful watching in planning for health expenses in retirement.

Having surveyed the several kinds of Social Security benefits, their adjust​ment and possible taxation, and how Medicare works, let's conclude by dis​cussing how to apply for Social Security benefits.  

APPLYING FOR SOCIAL SECURITY
Before you or your family can get Social Security, you have to apply for the benefits. You can do this at any one of the Social Security district offices across the country. These offices are listed in the telephone directory under U.S. Government.  If you plan on retiring before 65, you should apply three months before the month you want your checks to begin.  Generally there is no retroactivity for benefits prior to age 65.  Application for Medicare is automatic when you apply for retirement benefits at or after age 65.

Your application for Social Security can be done in person by appointment or by Teleclaims.  This is a telephone arrangement available in most parts of the country.  You will need your own Social Security card or number, your spouse's Social Security number, if married, and proof of age.  Many people are quite surprised when they are asked for proof of age.  Most people assume that Social Security has your exact age somewhere in its files – it doesn’t.  

Social Security regulations are quite specific on acceptable proof.  If a birth or church record was recorded for you before the age of 5, it must be furnished to process your claim.  However, you should never delay going to Social Security because you don't have proof of age.  Your Social Security office will make every effort to assist you in securing a birth or church record, or acceptable alternatives if neither exists.

Social Security claim representatives will also ask you for information about your marriage, including the date and place.  They will ask you about your spouse's age or date of birth.  They will ask you about dependent children.  These questions assist them in establishing any auxiliary entitle​ments based on your work record.

You will also be asked to submit your last two or three W-2 forms.  These are the wage and tax statements that your employer provides.  All of your covered earn​ings since 1937, which is the first year that Social Security began withhold​ing FICA taxes, through the last two or three years have been recorded for you in Baltimore.  That's where the central computer is located, and it contains individ​ual records of approximately 260 million people.  It sometimes takes the Social Security Administration two to three years to post all of an individu​al's earnings records to bring them up to date.  If you bring in your last two or three W-2 forms, you can be assured that, from the very beginning, your benefits will be calculated at the highest possible level.

For administration purposes, each office is assigned a geographic area and, according to Social Security Administration policy, a particular office will be your resident office.  However, you can use any Social Security office.  If you are on vacation, you can use the Social Security office wherever you are.  



BASIC FACTS ABOUT SOCIAL SECURITY BENEFITS

RETIREMENT
Eligibility
Age 62, if you have the required credits, based on quarters of coverage.  The number of required quarters depends on your age.  No more than 40 quarters are required if you were born after 1928.

Benefit
You can receive a full retirement benefit, called your primary insurance amount (PIA), if you begin receiving your benefit at the normal retirement age (age 65 if born before 1938).



You can receive a retirement benefit as early as age 62, but it will be permanently reduced by 20% if your normal retirement age is 65.  For each month prior to normal retirement age that you begin to receive a retirement benefit, it will be reduced:  by 5/9 of 1% for each of the first 36 months of early receipt, and by 1/12 of 5% for any additional months.



You can delay receiving your retirement benefit beyond your normal retirement age.  Your benefit will be increased for each month that you delay receiving your benefit after reaching normal retirement age, up to age 70.  This is known as the delayed retirement credit.



There is a limit on the amount you can earn from work after receiving a benefit.  If you are under your Social Security normal retirement age (SSNRA), the annual limit is $12,480 for 2006.  If your earnings exceed the annual limit, your benefit will be reduced by $1 for every $2 in earnings over that limit.  Once you reach SSNRA, there is no earnings limit.



Once you begin receiving Social Security, your benefit may be increased to preserve its purchasing power in times of inflation.  If the Consumer Price Index (CPI) increases over the previous year, then your benefit will be increased by the same percentage.  However, these cost-of-​living adjustments (COLAs) may not always equal the CPI in future years if Social Security's financing is not at a certain level.

Cost
Social Security retirement benefits are financed through payroll taxes, called FICA, which are paid by employees and employers.  In 2006, the FICA tax rate is 7.65% of your pay up to $94,200.  The Medicare portion of FICA is 1.45% and it applies to all wages.  Your employer matches your contribution dollar-for-dollar up to this same maximum.  Each year the maximum tax increases.

SPOUSE
Eligibility
Age 62, if you have the necessary quarters as a covered worker and if you applied for your Social Security benefit.

Benefit
At his or her normal retirement age, your spouse can receive a spouse's benefit equal to 50% of your PIA.  At age 62, your spouse can receive a spouse's benefit equal to 37.5% of your PIA, if your spouse’s normal retirement age is 65.  For each of the first 36 months prior to normal retirement age that a spouse receives a spouse's benefit, there is a reduction of 25/36 of one percent.  For any additional months (that is, if your spouse’s normal retirement age is greater than 65), a reduction of 1/12 of 5% applies.

Cost
Spouse benefits are also financed by FICA taxes.

DISABILITY
Eligibility
Any age, if unable to perform any substantial gainful work because of a disability that is expected to last at least 12 months or result in death, and if you have the required quarters of coverage.

Benefit
After a waiting period of five full consecutive calendar months, your disability benefit equals your PIA at the time you become disabled.  There is no reduction because the benefit is received before normal retirement age.

Cost
Disability benefits are also financed by FICA taxes.

SURVIVORS
Eligibility
Age 60 for the surviving spouse.  Age 50 for a surviving spouse who is disabled.



Any age for a surviving spouse who is caring for an eligible dependent child (under age 16 or disabled).

Under age 18 (under age 19, if in high school), or any age if disabled before age 22 for a child.

Benefit
If the surviving spouse reached normal retirement age, the surviving spouse's benefit is 100% of the deceased's PIA.  At age 60, the surviving spouse would receive 71.5% of the deceased's PIA.

Cost


Survivor benefits are also financed by FICA taxes.

MEDICARE
PART A:  HOSPITAL INSURANCE
Eligibility
Age 65, whether or not you are retired.  You can be covered by Medicare before age 65 only if you have been receiving Social Security disability benefits for two years, or if you have permanent kidney failure.

Coverage
Part A covers care as a hospital inpatient (semi-private room), skilled nursing care or rehabilitation services (not custodial care) in a skilled nursing facility, and home health services when you are confined at home.



Covered services include meals, regular nursing services, operating and recovery room costs, anesthesia, drugs, x-rays, lab tests, and medical supplies.

Benefits - 2006
Hospital Inpatient









You Pay

Medicare Pays 

First 60 days in benefit period*



$952

   
Balance

Next 30 days






$238 per day
Balance

Next 60 days (lifetime reserve)



$476 per day
Balance

* A benefit period covers the first day of hospitalization through the 60th day following release from a hospital or skilled nursing facility.

Skilled Nursing (extended care)

First 20 days 





 
Nothing

All

Next 80 days 






$119 per day
Balance

Home Health
Unlimited






 Nothing

All

Cost


The cost of Part A is already paid by your Social Security FICA taxes.  If you are not eligible for Social Security, you may purchase Part A.  The monthly premium for 2006 is $393.

PART B:  MEDICAL INSURANCE
Eligibility
Same as Part A.

Coverage
Part B covers doctors' services, including surgical costs, and some medical services and supplies not covered by Part A.  Covered services include diagnostic x-rays and lab tests, surgical dressings, necessary ambulance services, and home medical equipment.

Benefits
The Medicare-approved charge is usually less than the actual charge.  If your physician is a "participating physician," then he or she agreed to charge no more than Medicare's approved charge for all Medicare patients.  Even if your physician is not "participating," he or she can agree to accept assignment on a case-by-case basis.  This means that he or she will charge no more than Medicare's approved charge in that particular case.  If the physician is "participating" or accepts assignment, then you must pay 20% of the actual charges.



If the physician is not "participating" and does not accept assignment, then you must pay the difference between the actual charges and 80% of Medicare's approved charge.

Cost
You must pay a monthly premium for Part B.  In 2006, the monthly premium is $88.50 per person.  This premium increases each year, unless there is no cost-of-living adjustment in the Social Security retirement benefit.



There is also an annual Part B deductible, which you must pay for covered services.  In 2006, the deductible is $124.



APPLYING FOR SOCIAL SECURITY
When
Three months before the month you want your checks to begin.



If you work past age 65, then you can apply for Medicare three months before the month you turn 65.

Where
In person at any Social Security district office.  Appointments are requested.



By telephone and mail through the Social Security Administra​tion's Teleclaims service.

What You'll
Need
(
Your Social Security card or number.



(
Proof of your date of birth.  The Social Security Adminis​tration requires an official birth certificate, religious record or baptismal record made before you were five years old.  You must produce an original record or a copy certi​fied by the issuing agency.  The Social Security Adminis​tration will return the document to you.




If no birth or church record exists, then contact a Social Security office for assistance in obtaining an acceptable alternative (such as school records, military service records, passports, insurance policies).



(
Your W-2 (wage and tax statement) forms for the last two or three years.



(
A marriage certificate if your spouse is also applying for benefits based on your earnings record.






















    �$44,000 (the second threshold) minus $32,000 equals $12,000.  Half this amount is $6,000.
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