
Social Security, COLAs & Medicare
We have all heard the news: Social Security recipients will not
be getting a cost of living adjustment (COLA) in 2016. This will
be the 4th time since 1975, when annual COLAs were
implemented, that recipients will not receive an increase to
their Social Security income. The other occurrences were in
2009, 2010, & 2014, all years in which interest rates have
been historically low. This creates a difficult environment for
retirees living on fixed income. For those still working, their
maximum amount of earnings subject to the Social Security
tax will also stay static at $118,500, since COLAs are used to
increase these limits as well.

How are COLAs determined? The Social Security Act, in a mind-numbing explanation, specifies
the COLA calculation to be determined by increases in the Consumer Price Index for Urban Wage
Earners and Clerical Workers (CPI-W). Essentially, this is how it works: The CPI-W for the 3rd
quarter of 2015 is compared to the CPI-W for the 3rd quarter of 2014. If there is an increase, it will
be rounded to the nearest 10th of 1%, and this increase will be applied as a COLA. If there is no
increase, or if the rounding causes it to go to zero, there will be no COLA for SS recipients. Here
are the actual numbers:



What Makes Up the CPI-W? The CPI-W is a composite index made up of a basket of goods and
services purchased by American households. The index measures the change in price of these
goods over time. The intent is to capture the change in the cost of living over time. The major
components of the index are:

� Food
� Energy
� All Items less food and energy: apparel, rent, health care costs, etc.

All information is collected by the Bureau of Labor Statistics (BLS). The BLS collects about 83,000
consumer prices from about 23,000 places of business each month, as well as approximately
6,000 rents. Of course, there is controversy over whether the CPI accurately reflects increases in
the cost of living. For instance, rent is included, instead of home purchases. Health care costs are
given less weight than food and energy. This, despite the fact that health care costs generally
have a higher rate of increase, and are used by Social Security recipients at a higher rate than the
general population.

What About Medicare Premiums? As all Social Security recipients know, Medicare Part B
premiums are paid directly out of Social Security income. So, an increase in your Part B premium
with no subsequent increase in your Social Security income would mean a decrease in your
monthly income. Luckily, for most, this will not be the case. In years that Social Security does not
issue a COLA, there can be no increase in Medicare Part B premiums for most recipients. If you
fall in this category, your monthly Medicare Part B premium will stay at $104.90 in 2016.

Those who may be subject to increased Medicare Part B premium increases are:

� Those whose income falls above specific income limits. Go here to see 2015 limits.
� Enrollees who will be new to Medicare next year, and
� Beneficiaries who aren’t paying Part B through Social Security because they haven’t begun
taking their Social Security benefits yet.

These three groups will make up approximately 30% of Medicare Part B participants, and
unfortunately, they will need to make up the costs for the entire Medicare population. For these
groups, monthly Medicare Part B premiums will start at $159.30 unless Congress intervenes. For
those eligible, who have not yet signed up for Medicare Part B premiums, signing up before the
end of the year, and having the premiums deducted from your Social Security payment will
prevent you from having to pay this penalty. For all others, it is expected that this increase will be
equalized over time, so that all in the same income range will eventually be paying the same rate.

Still Upset about the lack of a COLA this year? Prior to 1975, benefits were increased only when
Congress enacted special legislation. Take comfort in knowing that is not the case today!

Want to see historical Social Security COLAs? Go here.
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https://www.medicare.gov/your-medicare-costs/part-b-costs/part-b-costs.html
https://www.ssa.gov/oact/COLA/colaseries.html
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