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For many retirees and
their families, Social
Security provides a
dependable source of
income. In fact, for the
majority of retirees,
Social Security accounts
for at least half of their
income (Source: Fast

Facts & Figures About Social Security, 2013).
However, more of that income is being spent on
health-related costs each year, leaving less
available for other retirement expenses.

The importance of Social Security
Social Security is important because it provides
a retirement income you can't outlive. In
addition, benefits are available for your spouse
based on your benefit amount during your
lifetime, and at your death in the form of
survivor's benefits. And, these benefits typically
are adjusted for inflation (but not always; there
was no cost-of-living increase for the years
2010 and 2011). That's why for many people,
Social Security is an especially important
source of retirement income.

Rising health-care costs
You might assume that when you reach age 65,
Medicare will cover most of your health-care
costs. But in reality, Medicare pays for only a
portion of the cost for most health-care
services, leaving a potentially large amount of
uninsured medical expenses.

How much you'll ultimately spend on health
care generally depends on when you retire,
how long you live, your health status, and the
cost of medical care in your area. Nevertheless,
insurance premiums for Medicare Part B
(doctor's visits) and Part D (drug benefit), along
with Medigap insurance, could cost hundreds of
dollars each month for a married couple. In
addition, there are co-pays and deductibles to
consider (e.g., after paying the first $147 in Part
B expenses per year, you pay 20% of the
Medicare-approved amount for services
thereafter). Your out-of-pocket yearly costs for
medical care, medications, and insurance could
easily exceed thousands of dollars.

Medicare's impact on Social Security
Most people age 65 and older receive
Medicare. Part A is generally free, but Parts B
and D have monthly premiums. The Part B
premium generally is deducted from your Social
Security check, while Part D has several
payment alternatives. In 2013, the premium for
Part B was $104.90 per month. The cost for
Part D coverage varies, but usually averages
between $30 and $60 per month (unless
participants qualify for low-income assistance).
Part B premiums have increased each year and
are expected to continue to do so, while Part D
premiums vary by plan, benefits provided,
deductibles, and coinsurance amounts. And, if
you enroll late for either Part B or D, your cost
may be permanently increased.

In addition, Medicare Parts B and D are means
tested, meaning that if your income exceeds a
predetermined income cap, a surcharge is
added to the basic premium. For example, an
individual with a modified adjusted gross
income between $85,000 and $170,000 may
pay an additional 40% for Part B and an
additional $11.60 per month for Part D.

Note: Part C, Medicare Advantage plans, are
offered by private companies that contract with
Medicare to provide you with all your Part A
and Part B benefits, often including drug
coverage. While the premiums for these plans
are not subtracted from Social Security income,
they are increasing annually as well.

The bottom line
The combination of rising Medicare premiums
and out-of-pocket health-care costs can use up
more of your fixed income, such as Social
Security. As a result, you may need to spend
more of your retirement savings than you
expected for health-related costs, leaving you
unable to afford large, unanticipated expenses.
Depending on your circumstances, spending
more on health-care costs, including Medicare,
may leave you with less available for other
everyday expenditures and reduce your nest
egg, which can impact the quality of your
retirement.
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