Is Social Security Secure? by Seve Waas

If you are like most peopl e, you’ ve noticed a deduction from
your pay check your entire career for FICA — payroll taxes.
Most of thisisfor Social Security. When you retire, things turn
around. Instead of paying into Social Security, you start collect-
ing aretirement benefit from it.

However, many people fear there will be nothing there when the
time comes for them to collect.

Even though the future isimpossible to predict, let metry to address
some of the most frequently discussed fears about thisissue:

1. Themoney deducted out of my paycheck all theseyearsis
not being saved for me, but instead is being spent by the fed-
eral government.

Thisistrue. In 2010 Social Security took in about $807 billion.
It paid out about $686 billion. So, for
each dollar an active employee paid
into Social Security, about 85 cents

was paid out to current recipients. The gg \
remaining 15 centswas “saved” in a 34 \/ /v——o\
Trust Fund. The total amount of sav- gg
ings that the Social Security system 28
holdsin U.S. Treasury securitiesis gg
now about $2.5 trillion. Why so much? 22
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Because in recent years most baby-
boomers have been in their peak earn-
ing years. Far more money has poured into the Social Security
system via payroll taxes than has been paid out.

But what has happened to this $2.5 trillion? It's simple. The
Social Security Trust Fund invested it in U.S. Treasury bonds.
In other words, the money has been lent to the federal govern-
ment, which has indeed spent it.

(It'sinteresting to contrast thisto the way pension funds are
financed. Many City employees make contributions from their
paychecks into a pension system. The City also makes contribu-
tions. These dollars do not go back to the City government to be
spent on current programs. All of it isinvested to provide for
current and future benefits.)

2. The Social Security Trust Fund isactually filled with
“worthless | OUs.”

Thisistechnically false - but that’s not asimportant as it seems.
The assets held by the Social Security Trust Fund are very real
U.S. Government Bonds, and they must be used for Social
Security beneficiaries. But there’'sacatch. Payments out of the
fund are made only when the rules of the Social Security system

3.1 can’t count on being ableto collect any of my Social
Security benefits.

Thisisfalse. But clearly something hasto change. Now that
baby boomers are retiring, Social Security will be anet drain on
government finances, not anet inflow. The $2.5 trillion held by
the Trust Fund does nothing to alter this.

So, what impact should al of this have on your planning? In my
opinion, you should count on one of two things happening —if not
both: tax increases and selected Social Security benefit reductions.

(Note: other “solutions” are not really solutions at all. Economic
growth would help, but nobody suggests that growth alone can
bring costs and revenues back in line. Also, the government can
borrow, but this generally means taxes will rise later on. And
creating inflation doesn’'t help either —
largely because both tax brackets and
social security benefits are adjusted annu-
aly for inflation.)

What can you do?
Higher taxes can affect just about anyone.

But young people have more years of
taxes and salary growth ahead of them -
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dictate it. But who sets the rules? Congress does. Since Congress

makes the rules, it also can change them.

~o—] so they might be hit hardest. Take aclose
look at Roth IRAs aswell as the new Roth
457 available to City employees. In effect,
they allow you to pay taxes on some of your retirement savings
now, while tax rates are lower. Then you can use the money tax
freein the distant future. Younger workers should look at this

option. For older workers, it's amore complex decision.
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While Social Security benefit reductions are a definite possibili-
ty, some people go to ridiculous extremes and conclude that no
benefits will be available to them. It isfar more likely that there
will be some changes, but these changes will have little or no
impact on current retirees, and a more significant impact on
younger workers.

If you would like help in evaluating your retirement plan,
including the role of Social Security, keep in mind that free
financial counseling is available at the HMEPS office. Call
713-595-0140 for details.

The information contained herein is general in nature and is not intended as
legal, tax, or investment advice, and should not be used in any actual transac-
tion without the advice and guidance of a professional tax advisor who is
familiar with all the relevant facts. HMEPS assumes no obligation to inform
any person of any changes in the tax law or other factors that could affect

the information contained herein.



