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New Reports Highlight Continuing Challenges for Social Security and Medicare

Most Americans will receive Social Security and Medicare benefits at some point in their
7 ’\3 lives. For this reason, workers and retirees are concerned about potential program
e ' shortfalls that could affect future benefits. Each year, the Trustees of the Social Security

and Medicare Trust Funds release lengthy annual reports to Congress that assess the

health of these important programs. The newest reports, released on June 5, 2018,

discuss the current financial condition and ongoing financial challenges that both

programs face, and project a Social Security cost-of-living adjustment (COLA) for 2019.

)

What are the Social Security and Medicare Trust Funds?

Social Security: The Social Security program consists of two parts. Retired workers,
their families, and survivors of workers receive monthly benefits  under the Old-Age
and Survivors Insurance (OASI) program; disabled  workers and their families receive

Alexander Parris monthly benefits under the Disability Insurance (DI) program. The combined

Finazz?::dﬁgt/isor programs are referred to as OASDI. Each program has a financial account (a trust fund)
that holds the Social Security payroll taxes that are collected to pay Social Security
benefits. Other income (reimbursements from the General Fund of the U.S. Treasury
and income tax revenue from benefit taxation) is also deposited in these accounts.
Money that is not needed in the current year to pay benefits and administrative costs is
invested (by law) in special Treasury bonds that are guaranteed by the U.S. government
and earn interest. As a result, the Social Security Trust Funds have built up reserves that
can be used to cover benefit obligations if payroll tax income is insufficient to pay full
benefits.

Note that the Trustees provide certain projections based on the combined OASI and DI
(OASDI) Trust Funds. However, these projections are theoretical, because the trusts are
separate, and generally one program's taxes and reserves cannot be used to fund the
other program.

Medicare: There are two Medicare trust funds. The Hospital Insurance (HI) Trust Fund
helps pay for hospital care (Medicare Part A costs). The Supplementary Medical
Insurance (SMI) Trust Fund comprises two separate accounts, one covering Medicare
Part B (which helps pay for physician and outpatient costs) and one covering Medicare
Part D (which helps cover the prescription drug benefit).
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“Financial crises require

governments.”
- Timothy Geithner

“Great money management
is not a prediction, but a
disciplined reaction.”

- Bill Miller

“Derivatives are financial
weapons of mass
destruction.”
- Warren Buffett

“Wall Street people learn
nothing and forget
everything.”
- Benjamin Graham

Highlights of Social Security Trustees Report

This year, for the first time since 1982, Social Security's total cost is projected to exceed
its total income (including interest), and remain higher for the next 75 vyears.
Consequently, the U.S. Treasury will start withdrawing from trust fund reserves to help
pay benefits in 2018. The Trustees project that the combined trust fund reserves
(OASDI) will be depleted in 2034, the same year projected in last year's report, unless
Congress acts.

Once the combined trust fund reserves are depleted, payroll tax revenue alone should
still be sufficient to pay about 79% of scheduled benefits for 2034, with the percentage
falling gradually to 74% by 2092.

The OASI Trust Fund, when considered separately, is projected to be depleted in 2034.
Payroll tax revenue alone would then be sufficient to pay 77% of scheduled benefits.
The DI  Trust Fund is expected to be depleted in 2032, four years later than projected
in last year's report. Both benefit applications and the total number of disabled workers
currently receiving benefits have been declining. Once the DI Trust Fund is depleted,
payroll tax revenue alone would be sufficient to pay 96% of scheduled benefits.

Based on the "intermediate" assumptions in this year's report, the Social Security
Administration is projecting that the cost-of-living adjustment (COLA), announced in
the fall of 2018, will be 2.4%. This COLA would apply to benefits starting in January
2019.

Highlights of Medicare Trustees Report

Annual costs for the Medicare program exceeded tax income each year from 2008 to
2015. Although last year's report projected surpluses in 2016 through 2022, this year's
report projects that costs will exceed income (excluding interest income) in 2018.

The HI Trust Fund is projected to be depleted in 2026, three years earlier than
projected last year. Once the HI Trust Fund is depleted, tax and premium income would
still cover 91% of estimated program costs, declining to 78% by 2042 and then gradually
increasing to 85% by 2092. The Trustees note that long-range projections of Medicare
costs are highly uncertain.

Source (Broadridgelnvestor Communication Solutions, Inc.)
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Why are Social Security and Medicare facing financial challenges?

Social Security and Medicare are funded primarily through the collection of  payroll
taxes. Because of demographic and economic factors including higher retirement
rates and lower birth rates, there will be fewer workers per beneficiary over the long
term, worsening the strain on the trust funds.

What is being done to address these challenges?

Both reports urge Congress to address the financial challenges facing these programs
soon, so that solutions will be less drastic and may be implemented gradually,
lessening the impact on the public. Combining some of these solutions may also lessen
the impact of any one solution.

Some long-term Social Security reform proposals on the table are:

Raising the current Social Security payroll tax rate. According to this year's report, an
immediate and permanent payroll tax increase of 2.78 percentage points would be
necessary to address the long-range revenue shortfall (3.87 percentage points if the
increase started in 2034).

Raising the ceiling on wages currently subject to Social Security payroll taxes (5128,400
in 2018).

Raising the full retirement age beyond the currently scheduled age of 67 (for anyone
born in 1960 or later).

Reducing future benefits. According to this year's report, scheduled benefits would have
to be reduced by about 17% for all current and future beneficiaries, or by about 21% if
reductions were applied only to those who initially become eligible for benefits in 2018
or later.

Changing the benefit formula that is used to calculate benefits.

Calculating the annual cost-of-living adjustment for benefits differently.

According to the Medicare Trustees Report, to keep the HI Trust Fund solvent for the
long term (75 years), the current 2.90% payroll tax would need to be increased
immediately to 3.72% or expenditures reduced immediately by 17%. Alternatively,
other tax or benefit changes could be implemented gradually and might be even more
drastic.

You can view a combined summary of the 2018 Social Security and Medicare Trustees
Reports and a full copy of the Social Security report at ssa.gov. You can find the full
Medicare reportat cms.gov.

Source (Broadridgelnvestor Communication Solutions, Inc.)
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Recipe of the Month

Lamb Braised in Pomegranate

Prep Total Time: 2 h 45 min

Ingredients:

. 3 pounds lamb shoulder blade chops

. salt and freshly ground pepper to taste

. 1 tablespoon vegetable oil

. 1 onion, sliced

. 1 pinch salt

. 4 cloves garlic, sliced

. 2 cups pomegranate juice

. 1/3 cup aged balsamic vinegar

. 1/4 teaspoon dried rosemary 8 fresh mint leaves

. 1/4 teaspoon red pepper flakes 1 tablespoon pumpkin seeds

. 1 tablespoon honey, or more to taste 2 tablespoons pomegranate seeds

. salt and ground black pepper to taste 1 tablespoon sliced fresh mint leaves

Directions:

. Preheat oven to 300 degrees F (150 degrees C). Generously season lamb chops with salt and black
pepper.

. Heat vegetable oil in a Dutch oven over high heat. Place lamb chops in Dutch oven and cook until
browned on all sides, about 8 minutes. Transfer lamb to a plate and reduce heat to medium.

. Stir onion and a pinch of salt into the Dutch oven; cook until onions are slightly golden, about 3 minutes.
Stir in garlic and cook for 30 seconds.

. Pour pomegranate juice into the Dutch oven and scrape any browned bits off of the bottom of the pot.
Pour in balsamic vinegar, increase heat to high, and bring to a boil.

. Stir rosemary, mint leaves, and red pepper flakes into pomegranate juice mixture. Continue to boil until
liquid is reduced by half, about 10 minutes. Return lamb and any accumulated juices to Dutch oven,
spoon pomegranate mixture over lamb, and cover.

. Cook in the preheated oven until meat is fork tender, about 2 hours. Transfer lamb to a plate and set
Dutch oven on the stovetop over high heat. Bring pomegranate mixture to a boil; cook, skimming any fat
that accumulates, until liquid is reduced by 1/3, about 5 minutes.

. Stir in honey and season with salt and black pepper to taste. Return lamb to the Dutch oven; stir to
combine. Garnish with pomegranate seeds, sliced mint leaves, and pumpkin seeds.

Original recipe makes 6 servings
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