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Medicare for Railroad Families

The Federal Medicare program provides hospital and medical insurance protection for railroad
retirement annuitants and their families, just as it does for social security beneficiaries. Part A (hospital
insurance) is financed through payroll taxes paid by employees and employers, while Part B (medical

insurance) is financed by premiums paid by participants and by Federal general revenue furnds.

The following questions and answers provide basic information on Medicare eligibility and
coverage.

1. Full retirement age for unreduced social security benefits and some nunreduced railroad
retirement benefits is gradually increasing. Is Medicare eligibility based on age also changing?

No. Medicare eligibility based on age has not changed. Although the age requirements for some
unreduced railroad retirement benefits are rising just like the social security requirements,
beneficiaries are still eligible for Medicare at age 65. All railroad retirement beneficiaries age 65 or
over, and other persons who are directly or potentially eligible for railroad retirement benefits, are

covered by the program.

2. Who is eligible for Medicare coverage before age 65?

In general, coverage before age 65 is available for disabled employee annuitants who have been
entitled to monthly benefits based on total disability (i.e., the employee must have met the Social
Security Act’s requirements for a disability benefit) for at least 24 months. Disabled widow({er)s under

65, disabled surviving divorced spouses under 65, and disabled children may also be eligible.

Medicare coverage before age 65 on the basis of permanent kidney failure is also available to
employee annuitants, employees who have not retired but meet certain minimum service requirements,
spouses, and dependent children who suffer from permanent kidney failure requiring hemodialysis or a
kidney transplant. (Special rules also apply for individuals diagnosed with Amyotrophic Lateral

Sclerosis.)
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3. How do persons enroll in Medicare?

If a retired employee or a family member is receiving a railroad retirement annuity, enrollment for
both Part A (hospital insurance) and Part B (medical insurance) is generally automatic and coverage
begins when the person reaches age 65. An individual may decline Part B if so desired, and this does
not preclude him or her from applying for medical insurance at a later date. Premiums may be higher,

however, if enrollment is delayed.

If an individual is eligible for but not receiving an annuity, he or she should contact the nearest
Board office approximately three months before attaining age 65 in order to apply for Medicare.
(This does not mean that the individual must retire if presently working.) The best time to apply is
during the three months before the month in which the individual reaches age 65. He or she will then
have both hospital and medical protection beginning with the month age 65 is reached. If the
individual does not enrol] for Part B in the three months before attaining age 65, he or she can enroll in
the month age 65 is reached or during the next three months, but there will be a delay of one to three
months before medical insurance is effective. Individuals who do not enroll during their initial
enroliment period may sign up in any General Enrollment Period (January 1 - March 31 each year).

Coverage for such individuals begins July 1 of the year of enroliment.

4. How much can Medicare Part B premiums increase for delayed enroliment?

Premiums for Part B are increased 10 percent for each 12-month period the individual could have
been, but was not, enrolled. However, individuals who wait to enroll in Part B because they have
group health plan coverage based on their own or their spouse’s current employment may not have to
pay higher premiums because they are eligible for special enrollment periods.

5. What should be considered by a person who can delay Part B enrollment because he or
she is covered by an employer group health plan?

Individuals deciding when to enroll in Medicare Part B should consider how this will affect
eligibility for health insurance policies, known as “Medigap” insurance, which supplement Medicare

coverage.

Individuals can get more detailed information about Medigap policies from the publications
Medigap Policies or Guide to Health Insurance for People with Medicare. To get a copy, they can
call the Medicare toll-free number 1-800-MEDICARE' (1-800-633-4227) or go to www.medicare.gov

on the Intermnet and click on “Publications.”
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6. What is covered by Part A (hospital insurance) of the Original Medicare Plan?

The hospital insurance program is designed to help pay the bills when an insured person is
hospitalized. The program also provides payments for required professional services in a skilled
nursing facility (but not for custodial care) following a hospital stay, home health services, and hospice

carc.

There is a limit on how many days of hospital or skilled nursing care Medicare helps pay for in
each “benefit period.” A benefit period begins the first day a patient receives services in a hospital. It
ends after a person has been out of a hospital or other facility primarily providing skilled care for 60

‘days in a row.

Benefits are ordinarily paid only for services received in the United States or Canada. Hospital

insurance also covers hospital Stays in Mexico under very limited conditions.

7. What are the Medicare Part A deductible and coinsurance charges i in 2003?

For the first 60 days in a benefit period, a Medicare patient is responsible for paying a deductible
which for 2003 is'the first $840 of all covered inpatient hospital services. The daily coinsurance
charge that a Medicare beneficiary is responsible for paying for hospital care for the 61% through the
90™ day is $210 in 2003. If a beneficiary uses “lifetime reserve” days, he or she will be responsible
for paying $420 a day for each reserve day used in 2003. Lifetime reserve days ate an extra 60
hospital days a beneficiary can use if illness keeps him or her in the hospital for more than 90 days; a
beneficiary has only 60 reserve days during his or her lifetime and the beneficiary decides when to use

them.

In addition, the daily coinsurance charge a beneficiary is responsible for paying for care'ina -
skilled nursing facility for the 21% through the 100™ day is $105 in 2003. '

8. What are some of the services Part B (medical msurance) of the Original Medlcare Plan
covers? - -

Medicare medical insurance helps pay for doctors’ services and many medical services and
supplies that are not covered by the hospital insurance part of Medicare, such as certain ambulance
services, outpatient hosp1ta1 care, X—rays, laboratory tests, physical and speech therapy, blood,

mammograms, Pap smears, and colorectal cancer screemng
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9. What are the basic Medicare Part B premium and medical insurance deductible in 2003?

The basic Medicare medical insurance premium deducted from railroad retirement or social
security payments is $58.70 a month in 2003. Also, the annual medical insurance deductible for
doctor bills a beneficiary must pay is $100 in 2003. After the deductible is paid, Medicare will
generally pay 80 percent of the approved charges for covered services during the rest of the year; the

beneficiary is responsible for paying the remaining 20 percent of the cost.

10. What does Medicare not cover?

Medicare provides basic protection against the high cost of illness, but it will not pay all health
care expenses. Some of the services and supplies Medicare cannot pay for are custodial care, such as
help with bathing, eating, and taking medicine; dentures and routine dental care; most eyeglasses,
hearing aids, and examinations to prescribe or fit them; long-term care (nursing homes); personal
comfort items, such as a phone or TV in a hospital room; most prescription drugs; and routine physical

checkups and most related tests.

11. Besides the Original Medicare Plan, ‘what other Medicare health care options are
available?

The Medicare + Choice program was created to provide more health care options under the
Medicare laws. To be eligible for these other options, the beneficiary must have Medicare Part A and
Part B, must not have permanent kidney failure requiring hemodialysis or a kidney transplant, and

must live in the service area of a health plan.

The plans must provide basic Medicare Part A and Part B services (except hospice services). They
may charge additional amounts to provide extra services. In addition to the Original Medicare Plan and
the Original Medicare Plan with a Medigap policy, Medicare Managed Care Plans and Medicare

Private Fee-for-Service Plans are available.

The most common Managed Caré Pians are health maintenance organizations (HMOs). Managed
Care Plans that have contracts with the Medicare program must provide all hospital and medical
benefits covered by Medicare. However, usually services fnust be obtained from the Managed Care
Plan’s network of health care providers (doctors, hospitals, skilled nursing facilities, for example). In
most cases, neither the Managed Care Plan nor Medicare will pay for services not authorized by the
Managed Care Plan (except emergency services or services urgently required while the patient is out

of the Managed Care Plan service area),
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Many Managed Care Plans that have contracts with Medicare also provide benefits beyond thosé
Medicare pays for. These include preventive care, prescription drugs, dental care, hearing aids and

eyeglasses. The benefits may vary by Managed Care Plan.

Private Fee-for-Service Plans are also a health care choice in some areas of the country. A Private
Fee-for-Service Plan is a Medicare health plan offered by a private insurance company. If is not the
same as the Original Medicare Plan, which is offered by the Federal Government. In a Private Fee-for-
Service Plan, Medicare pays a set amount of money every month to. the private company. The private
company provides health care coverage to people with Medicare on a pay-per-visit arrangement. The
insurance company, rather than the Medicare program, decides how much the patient pays for the

services received.

In any case, while more options are available, beneficiaries can remain with the Original Medicare

Plan if they are satisfied with it.

12. Are there other sources that will provide additional information on Medicaré?

A handbook, Medicare & You, is mailed to Medicare beneficiary households each fall by the”
Centers For Medicare & Medicaid Services. It describes the benefits, costs and health service options
available. To get a copy, beneficiaries can call the Medicare toll-free number 1-800-MEDICARE
(1-800-633-4227) or go to www.medicare.gov.

Medicare for Railroad Workers and Their Families (Form RB-20) provides general information on

Medicare and is available at any Board field office. It is also available on the Board’s Web site at

WWW.ITh.goV.

Also, for information on enrollment before age 65 on the basis of disability, potential applicants
should contact the nearest Board office. However, the Social Security Administration, rather than the
Railroad Retirement Board, has jurisdiction of Medicare for those eligible on the basis of permanent
kidney failure. For information on coverage for kidney disease, a social security office must be

contacted.

Beneficiaries can find the address and phone number of the Board office serving their area by
calling the automated toll-free RRB Help Line at 1-800-808-0772 or by checking the Board’s Web
site. Most Board field offices are open to the public from 9:00 a.m. to 3:30 p.m., Monday through
Friday, except on Federal holidays.
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RRB Strategic Plan

The Railroad Retirement Board (RRB), like other Federal agencies, is required by the Government
Performance and Results Act to submit a strategic plan to Congress and the Office of Management and
Budget outlining the agency’s mission and its general goals and objectives. These plans cover a six-
year period, define how the agency will meet those goals and objectives, and are updated every three
years. The RRB submitted its “Strategic Plan” for the years 2003-2008 to the Congress and the Office
of Management and Budget in September 2003. Its previous Strategic Plan for the years 2000-2005
was submitted in September 2000.

The following questions and answers provide information on the RRB’s Strategic Plan for the

years 2003-2008.

1. What are the purposes of the Government Performance and Results Act?

In summary, the purposes of this Act are to improve the confidence of the American people in the
Federal Government by holding agencies accountable for achieving program results; improve Federal
program effectiveness and public accountability by focusing on results, service quality and customer
satisfaction; enable Congress to more accurately evaluate an agency’s performance by providing more
objective information on the objectives and costs of Federal programs; and improve the internal

management of the Federal Government.

To achieve these purposes, the Act requires that agencies set program goals and prepare plans for
meeting those goals. The Act provides a framework whereby an agency’s performance will be
measured against the goals it has set and also requires each agency to publicly report on the progress it
has made.



2. What are the goals and objectives of the RRB’s Strategic Plan?

The RRB has two strategic goals; and for each goal several strategic objectives have been

established to enable the agency to focus on achieving that goal.

The first strategic goal is to provide excellent customer service. The second strategic goal is to

serve as responsible stewards for its customers’ trust funds and agency resources.

3. What strategic objectives were established to achieve the goal of providing excellent
customer service?

To satisfy its customers’ expectation for quality service, both in terms of service delivery options
and levels and manner of performance, the RRB has established the following four strategic objectives

that focus on the specifics of achieving this goal.

. Pay benefits accurately and timely.

® Provide relevant, timely and accurate information which is easy to understand.

. Provide a range of choices in service delivery methods.

. Ensure efficient and effective business interactioné with covered railroad employers.

4. What strategic objectives were established to achieve the goal of responsible stewardship?

Committed to fulfilling its fiduciary responsibilities to the rail community, the RRB has

established the following four objectives that direct its focus on this goal.
e Ensure that .trust fund assets are projected, collected, recorded, and reported appropriately.
o Ensure the integrity of benefit programs.
o Ensure effectiveness, efficiency, and security of operations.

» Effectively carry out the responsibilities of the Railroad Retirement Board under the Railroad
Retirement and Survivors’ Improvement Act of 2001 with respect to the activities of the
National Railroad Retirement Investment Trust (NRRIT).

5. What is the NRRIT?

The NRRIT was created by the Railroad Retirement and Survivors® Improvement Act of 2001 in

order to manage and invest railroad retirement assets. The RRB’s responsibilities include reviewing

(More)
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the NRRIT’s monthly reports, annual management reports, and annual audit reports of its financial
statements in order to ensure the NRRIT"s compliance with the provisions of the Railroad Retirement
Act.

6. How did the RRB develop this Strategic Plan?

This plan continues a cooperative and intensive effort on the part of the RRB’s management and

staff and reflects input from its customers and other stakeholders.

The RRB’s primary stakeholders are the employees and employers of the rail industry.
Stakeholders also include Congressional committees, the Office of Management and Budget, other
Federal agencies with whom the RRB interacts, and the National Railroad Retirement Investment

Trust.

7. What steps does the RRB take to ensure achievement of the Strategic Plan’s goals?

In order to ensure achievement of strategic goals, the Government Performance and Results Act
requires that each agency also develop an annual performance plan, which is submitted along with the
agency’s budget request for a fiscal year. The annual performance plans lay out specific goals and
objectives, along with perfonnancé indicators and specific measurable targets. After the fiscal year,

each agency must also report on how well it met the plan’s goals.

The RRB’s latest performance report, for fiscal year 2002, was included with the agency’s annual
performance plan for fiscal year 2005. The report compared actual performance to goals, with the
RRB meeting or exceeding 77 percent of the reportable indicators. In those areas where the agency

fell short, a number of steps have been taken to ensure performance levels are met in subsequent years.

The RRB is proud of its strategic plan and expects that the plan will guide the agency as it
continues its long and distinguished tradition of excellence in service to its customers. The RRB has a
proven track record of carrying out its plans and achieving results. The RRB believes that this
strategic plan, along with the annual performance plans and sufficient budget resources, will help the

agency to achieve the results its customers need and deserve.

The complete plan is available on the RRB’s Web site at www.rrb.gov.
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New Medicare Legislation

Persons covered by the railroad retirement system participate in the Federal Medicare program on
the same basis as those under the social security system. And, the Medicare Prescription Drug,
Improvement and Modemization Act of 2003, enacted on December 8, 2003, affects railroad

retirement annuitants in the same manner as social security beneficiaries.

A few of the major features of the new law are provisions for Medicare coverage of prescription
drugs, the establishment of a Medicare Advantage Program to replace the current Medicare + Choice
Program, provisions for new preventive benefits, and future increases in the Medicare Part B

deductible and premium.

The following questions and answers summarizing these features are based on information
provided by the Centers for Medicare & Medicaid Services (CMS), the Federal agency responsible for
administering the Federal Medicare program.

1. When will the new law begin providing Medicare coverage for prescription drugs?

The actual prescription drug benefit will begin in 2006. In the interim, the new law provides a
transitional program of Medicare-approved prescription drug discount cards to provide savings on
prescription drugs. The discount card program will start in June 2004 and continue through December
2005.

2. How will the interim discount card program work?

Medicare beneficiaries, except for those who have Medicaid drug coverage, will have the
opportunity in May 2004 to enroll for a Medicare-approved prescription drug discount card, which
will help to lower their prescription drug costs. Beginning in June 2004, the cards will provide

discounts off the regular price of prescription drugs.

(More)



The discount card program is not intended to be a prescription drug benefit, but rather a temporary
discount program to help people without outpatient prescription drug insurance until the Medicare

drug benefit takes effect on January 1, 2006.

The cards will be issued by private-sector discount card sponsors who meet standards set by CMS.

The cards will display a Medicare-approved mark.

Beginning in June 2004, Medicare will provide a $600 annual credit towards the purchase of
prescription drugs for Medicare beneficiaries with incomes below $12,124 for single individuals or
$16,363 for married individuals in 2003. To qualify for the credit, beneficiaries must not be receiving
outpatient drug coverage from other sources, including Medicaid, TRICARE, group or individual
health insurance coverage, or the Federal Employees Health Benefits Program. Generally, once a

person qualifies for the $600 credit, he or she is qualified until the new Medicare drug benefit begins.

The credit will be reflected on the Medicare-approved drug discount cards of qualified
beneficiaries. While Medicare-approved discount card programs can charge a beneficiary an
enrollment fee of up to $30 per year, Medicare will pay the enroliment fee for beneficiaries who

qualify for the $600 credit.

3. How will Medicare beneficiaries enroll in the discount card program in 2004?

After selecting the discount card program that best meets his or her needs, the beneficiary will
submit basic information about his or her Medicare and Medicaid status on an enrollment form. If the
beneficiary wants the $600 credit, he or she will also submit income information and information
about retirement and health benefits. CMS will verify this information and notify the approved
discount card program of the beneficiary's eligibility and enroliment status.

Enrolled beneficiaries may start obtaining discounts and, if receiving the $600 credit, using these

funds to purchase prescription drugs as early as the first day of the month following enroliment.

4. How will the Medicare prescription drug benefit work when it takes effect?

Beginning in 2006, all Medicare beneficiaries will have access to prescription drug plans

administered by private firms on a regional basis.

Beneficiaries will get the drug benefit in two ways: as separate policies for drugs or as part of

private health plans that also provide the rest of their care, For example, a beneficiary who is enrolled

(More)



in the Original Medicare Plan may voluntarily enroll in a drug benefit plan, while a beneficiary
enrolled in an alternate plan, such as a HMO, may receive drug benefits as a part of that health plan.

5. What is the standard drug benefit under the new law?

Under the standard drug benefit pian, individuals with Medicare will pay a premium of ébout $35a
month and a deductible of $250 a year. Medicaré will pay 75 percenf of drug costs between the |
deductible and $2,250. Beneficiaries will pay drug costs between $2,250 and $5,100, and Medicare
will pay 95 percent of drug costs above $5,100. |

The drug benefit plan includes additional assistance for people with low incomes and limited
assets. Most significantly, people with Medicare with incomes below $12,124 for individuals and
$16,363 for couples will have no premiums, no deductibles, and minimal co-payments. Other
beneficiaries with low incomes and limited assets will receive prémium and deductible assistance and

have limited cost sharing.

6. When will Medicare beneficiaries enroll in a Medicare prescription drug benefit plan?

Initially, there will be a 7-month open enrollment season for beneficiaries who are eligible for the
drug benefit as of November 15, 2005. The initial 7-month opén season is planned to begin May 1,
2005, and end November 30, 2005. Individuals who become eligible after November 15, 2005, will be
able to enroll during an initial enroliment period or during a special enrollment period. '

7. How does the new law otherwise provide more choices in health coverage and better
health care benefits? |

In 2004, the health plan option known as Medicare + Choice is replaced by the Medicare
Advantage program. The legislation makes changes to the way Medicare pays these plans to help

ensure beneficiaries have access to more health plan choices.

In 2006, Medicare Advantage plan choices will be expanded to include regional preferred provider
organizations (PPOs). (A PPO is a plan under which a beneficiary uses doctors, hospitals, and
providers belonging to a network; beneficiaries can use doctors, hospitals, and providers outside the
network for an additional cost.) Regional PPOs are intended to ensure that beneficiaries in rural and

urban areas have multiple choices of Medicare health coverage.

8. What new preventive benefits will be offered?

Beginning in 2005, preventive benefits coverage will expand to include:

(More).



¢ A one-time preventive physical examination within six months of when a person becomes
enrolled in Medicare Part B Medical Insurance;
e Screening blood tests for early detection of cardiovascular diseases; and

» Diabetes screening tests for people at risk of diabetes.

9. How and when will the Medicare Part B deductible and premium change?
The annual deductible for Medicare Part B will increase from $100 to $110 in 2005. After that, the

deductible will be indexed and subject to annual increases.

All beneficiaries currently pay the same basic premium amount for Medicare Part B (currently
$66.60), which covers outpatient care and doctor visits. Beginning in 2007, the premium wiil increase
for individuals with annual incomes of more than $80,000, and for couples with annual incomes of

more than $160,000. The amount of the premium increase will be based on a sliding income scale.

Premium changes will continue to be announced at the end of each calendar year. The actual

Part B premium amounts for 2007 will not be available until the end of 2006.
10, What information will Medicare put out about these program changes?

CMS plans to mail detters to all Medicare beneficiaries in Spring 2004 to explain the prescription
drug discount cards. In 2005, CMS plans to mail informational booklets to Medicare beneficiaries to

explain the prescription drug benefit.

In the meantime, CMS will provide information about the prescription drug prices offered by the
approved discount card programs, and other information about the Medicare-approved cards, through
the Medicare toll-free number 1-800-MEDICARE (1-800-633-4227), and through their Web site at

www.medicare:gov.
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Longevity of Railroad Retirement Beneficiaries

Every three years, the Railroad Retirement Board’s Chief Actuary conducts a study of the
longevity of its annuitants, as part of a valuation of future revenues and benefit payments. The

following questions and answers summarize the results of the most recent longevity study.

1. What were the study’s finding on the life expectancy of retired male railroaders?

The most recent data reflected a continued improvement in longevity. Using data through 2000,
the study indicated that, on the average, a male railroader retiring at age 60 can be expected to live
another 20.1 years, or approximately 241 months. Studies done three, six and nine years ago indicated
life expectancies of 19.8, 19.5, and 19.1 years, respectively, for this category of beneficiary. The study
also indicated that a male railroader retiring at age 62 can be expected to live another 18.5 years
(222 months), while the previous three studies indicated life expectancies of 18.2, 17.9, and 17.5 years,
respectively. A male railroader retiring at age 65 can be expected to live another 16.1 years

(approximately 193 months). The previous studies indicated life expectancies of 15.8, 15.5, and

15.2 years, respectively, for this category of beneficiary.

2. How did these life expectancy figures compare to those of disabled annuitants?

As would be expected, disabled annuitants have a shorter average life expectancy, but the
difference decreases with age. At age 60, a disabled railroader has an average life expectancy of
15.1 years, or 5 yearé less than a nondisabled male annuitant of the same age; at age 65, a disabled
annuitant has an average life expectancy of 3.8 years less than a nondisabled 65-year-old annuitant;

and at age 70 the difference is only 2.7 years.

(More)



3. Are women still living longer than men?

In general, women still live longer than men. This is shown both in the Board’s life expectancy

studies of male and female annuitants and by other studies of the general United States population.

For example, at age 60 a retired female railroader is expected on the average to live 24.1 years,
4 years longer than a retired male railroader of the same age; and at age 65, a retired female railroader
is expected on the average to live 19.4 years, 3.3 years longer than her male counterpart. Spouses and

widows age 65 have average life expectancies of 19.8 years and 18.1 years, respectively.

4. Can individuals use life expectancy figures to predict how long they will live?

Life expectancy figures are averages for large groups of people. Any particular individual’s

lifetime may be much longer or shorter than the life expectancy of his or her age and group.

According to the study, from a group of 1,000 retired male employees at age 65, 905 will live at
least 5 years, 752 at least 10 years, 555 at least 15 years, and 329 at Jeast 20 years. Of female age

annuitants at age 65, 502 will be alive 20 years later.

5. How do the life expectancies of railroad retirement annuitants compare with those of the
general population? '

While exact data were not available for direct comparison, data available to the Railroad
Retirement Board did not indicate significant differences. The entire longevity study can be obtained
by going to the Board’s Web site at www.rrb.gov and clicking on “Statistics” under

“News & Publications.”
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Public Service Pension Reduction Exemption Revised

Railroad Retirement Act spouse and widow(er)s’ benefits, in addition to being reduced for social
security entitlement, may also be reduced when a spouse or widow(er) is entitled to a public service

pension unless certain exemption requirements are met.

These requirements for exemption from the public service pension reduction were, however,
recently tightened by the Social Security Protection Act of 2004 (Public Law 108-203), sigaed into
law on March 2, 2004.

The following questions and answers explain how the exemption requirements were changed for

both social security and railroad retirement spouse and widow{er)s’ benefits, and how the reduction is

applied when the exemption requirement is not met.

1. For social security or railroad retirement purposes, what is considered a public service
pension?

A public service pension is any periodic benefit payment, as well as lump-sum payments made in
lieu of periodic pension payments, based on an individual's own employment with a Federal, State, or
local government unit. Some examples are pensions paid to teachers, police officers, and civil service
personnel on the basis of age or disability. Full salary benefits paid to a retired or resigned judge

under the Federal J udiciary Retirement System are also considered public service pensions.

However, most military service pensions and payments from the Department of Veterans Affairs
are not considered public service pensions and will not cause a reduction; and a pension paid by a
foreign government or an interstate instrumentality also has no effect on a spouse or widow(er)’s

annuity.

(More)



2. ‘How did the new legislation change the conditions under which a social security or
railroad retirement spouse or widow(er)’s benefit could be exempt from the required public
service pension reduction?

The new legislation requires that State and local government workers be covered by social security
throughout their last 60 months of employment with the pension-paying government entity in order to
be exempt from a reduction. Under prior law, a reduction generally did not apply to social security or
railroad retirement spouse or widow(er)s’ benefits if the government job that the public pension was

based on was covered under the Social Security Act on the last day of public employment.

3. Does the new law have any effect on those who are already retired?

No. Those currently receiving social security or railroad retirement spouse or widow(er)s’ benefits
which have not been reduced because of the prior law’s last-day-of-covered-employment exemption,

will continue to receive their social security or railroad retirement benefits without any reduction.

4. How about those who are just about ready to retire?

Any State or local government worker who was eligible for a social security or railroad retirement
spouse or widow(er)’s benefit and applied for that benefit before April 1, 2004, would avoid the
reduction if her or his last day of government employment was covered by both social security and the

government pension system, regardless of when that “last day” occurs.

Also, any State or local government worker whose last day of government employment was before
July 1, 2004, and whose last day of employment was covered both by social security and the pension
- system would not have the reduction applied to her or his future claim for a railroad retirement spouse

or widow(er)’s annuity.

5. Does the new law provide a transition or phase-in period for those who will not be
retiring for a few years?

Yes. The new law also provides a transition for workers whose last day of government
employment occurs within five years after the March 2, 2004, date of enactment. Any State or local
government worker whose last day of government employment occurs after June 30, 2004, and before
March 2, 2009, couid have the requirement for 60 consecutive months of social security-covered
government employment reduced. For these workers, the requirement for 60 consecutive months of

social security-covered employment would be shortened by the total number of months that the worker

(More)
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had in social security-covered government service under the same retirement system before the date of
enactment, but not to }ess than one month. If the 60-month period is shortened, the remaining months
of social security-covered service needed to fulfill the requirement must be performed after

March 2, 2004, and must continue through the worker’s last day of public service employment.

6. What’s an example of how this transition period would work?

For example, the spouse of a railroad employee was working for a State government in a position
not coveréd by social security on March 2, 2004. HoWever, she had previously worked in a social |
security-covered job in the same retirement system for 12 months in 1997. Because she had
previously worked in a social seéurity-covered position for 12 months, the requirement that her last 60
months of employment be in a social security-covered position would be shortened to 48 months, or
four years. If the spouse begins working after March 2, 2004, in a social security covered-position
under the same retirement system as her prior government work, and works continuously in the
covered position for at least the final 48-month period of her employment, and her last day of -

employment is before March 2, 2009, she would be exempt from the public service pension reduction.

All other State and local government employees working in positions not covered by social
security, and who first switch to government employment covered by social security and their perision
plan after June 30, 2004, would have to work in that social security-covered government employment
for the entire final 60-month period of their government employment in order to qualify for the

exemption.

7. What is the background of the public service pension reduction in spouse and
widow(er)s’ benefits and how does it affeet such payments?

The public service pension reduction in social security and railroad retirement spouse and
widow(er)s’ benefits was effected by 1977 social security legislation which also applied to the tier I
benefits of railroad retirement spouses and widow(er)s. The tier I portion of a railroad retirement
annuity is based on railroad retirement credits and any social security credits an employee has
acquired. It is computed under social security formulas and approximates what social security would
pay if railroad work were also covered by that system. Tier I benefits are, therefore, reduced in the

same manner as social security benefits when certain other benefits are also payable.
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Since a'social security spouse or widow(er)’s benefit is reduced if the spouse or widow{er) is also
entitled to a social security benefit based on her or his own earnings, it was considered equitable that a
social security spouse or widow(er)’s benefit also be reduced for a public service pension based on the
spouse’s or widow{er)’s own non-social security earnings.

The recent change was made to correct a loophole in the law which was being exploited. An
investigation in 2002 by the General Accounting Office (GAO) found almost 4,800 teachers in one
State had switched or planned to switch to a clerical or janitorial position covered under social security
on their last dan of employment in order to avoid the reduction. The GAO found some school districts
in that State even advertised and charged a fee ($100-$500) for.teachers to take advantage of this
loophole. One school district c_ollecfed $280,000 by charging fees to teachers who wanted to work in
that district for one day to take advantage of the loophole.

8. How is the public service pension reduction applied to social security and railroad
retirement spouse and widow(er)s’ benefits?

For spouses and widow(er)s subject to the public service pension reduction, the tier I reduction is,
under current law, equal to 2/3 of the amount of the public pension. The amount of the public service
pension is the current gross amount, before any deductions for income tax withholding, Medicare

premiums, health insurance or other benefits.

9. Are there any other provisions that would exempt social sécurity and railroad retirement
spouse and widow(er)s’ benefits from the public service pension reduction?

The public pension reduction does not apply to a spouse or widow(er) who filed for and became
entitled to her or his benefits before December 1977, or to a spouse or widow(er) whose public

pension is not based on her or his own earnings.

Spouses and widow(er)s may also be exempt from the public pension reduction if both of two

requirements are met.

The first requirement is that they began to receive or were eligible to receive their Federal, State or
local government pension before December 1982. This means they must have met the age and service
requirements for their pensions before December 1982, even though they did not apply for their

pensions before then.

The second is that they meet all requirements for spouse and widow(er)s” benefits in effect under

social security law in January 1977. At that time, for example, a divorced woman's marriage must

(More)
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have lasted at least 20 years, rather than 10 years as required today. Also, a husband_ or widower must

have received at least one-half support from his wife.

Even if spouses and widow{er)s do not meet these criteria, they still may be exempt from the
reduction beginning with social security or railroad retirement benefits payable December 1982 if they
received or were eligible to receive their Federal, State, or local government pensions before
July 1, 1983; and they were receiving at least one-half support from their spouses at the time their

spouses retired or died. This provision applies to men and women.

10. Where can more specific information be obtained on how these pension offsets affect
railroad retirement benefits?

Individuals who may be affected should contact the nearest field office of the Railroad Retirement
Board for information as to how their public service pensions could affect their railroad retirement
benefits.

Persons can find the address and phone number of the Board office serving their area by calling the

automated toll-fee RRB Help Line at 1-800-808-0772 or by checking the Board’s Web site at
www.rrh.gov. Most Board field offices are open to the public from 9:00 a.m. to 3:30 p.m., Monday

through Friday, except on Federal holidays.
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RRB Financial Reports

The Railroad Retirement Board is required by law to submit annual reports to Congress on the
financial condition of the railroad retirement system and the railroad unemployment insurance system.
These reports must also include recommendations for any financing changes which may be advisable
in order to ensure the solvency of the systems. In June, the Board submitted its 2004 reports on the
railroad retirement and unemployment insurance systems.

The following questions and answers summarize the findings of these reports.

1. What were the assets of the railroad retirement and railroad unemployment insurance
systems last year?

As of September 30, 2003, total railroad retirement system assets, comprising assets managed by
the National Railroad Retirement Investment Trust and the railroad retirement system accounts at the
Treasury, equaled $24.2 billion. The Trust was established by the Railroad Retirement and Survivors’
Improvement Act of 2001 to manage and invest railroad retirement assets. The balance of the railroad
unemployment insurance system was $51.5 million at the end of the fiscal year.

2. What was the overall finding of the 2004 report on the financial condition of the railroad
retirement system?

The 2004 report, which addressed railroad retirement financing during the next 25 years, was
generally favorable, concluding that, barring a sudden, unanticipated, large decrease in railroad
employment or substantial investment losses, the railroad retireraent system will experience no cash-
flow problems for at least 22 years. However, the 2004 report also indicated that the long-term
stability of the system is still questionable. Under its current financing structure, actual levels of
railroad employment and investment return over the coming years will largely determine whether

corrective action is necessary.

3. What methods were used in forecasting the financial condition of the railroad retirement
system?

The 2004 report projected the various components of income and outgo of the railroad retirement
system under three employment assumptions, utilizing different patterns of changes and decreases in
the railroad work force for the 25 calendar years 2004-2028. The projections of these components
were combined and the investment income calculated to produce the projected balances in the railroad
retirement accounts at the end of each projection year.
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Projecting income and outgo under optimistic, moderate and pessimistic employment assumptions,
the 2004 report indicated no cash-flow problems occur throughout the 25-year projection period under
the optimistic and moderate assumptions. Cash-flow problems arise only under the pessimistic
assumption, and not until 2026.

4. How do the results of the 2004 report compare with those of the 2003 report?

The projected account balances are higher due primarily to the actual investment return of
approximately 22.6 percent significantly exceeding the expected investment return of 6 percent in
calendar year 2003. Projected benefit amounts are slightly lower due in part to the lower assumed
cost-of-living increases in 2004 and 2005 in this year’s report. Projected payroll tax income differs
primarily due to projected decreases in tax rates resulting from higher account balances.

. 5. Did the 2004 report on the railroad retirement system recommend any financing
changes?

The report did not recommend any railroad retirement financing changes. The payroll tax
adjustment mechanism provided by the 2001 legislation will automatically increase or decrease tax
rates in response to changes in fund balance. Even under a pessimistic employment assumption, this
mechanism is expected to prevent cash-flow problems for at least 22 years.

6. What were the findings of the 2004 report on the financial condition of the railroad
unemployment insurance system?

The Board’s 2004 railroad unemployment insurance financial report was also generally favorable.
Even as maximum benefit rates increase 35 percent (from $55 to $74) from 2003 to 2014, experience-
based contribution rates are expected to maintain the unemployment insurance system’s solvency.

Unemployment levels are the single most significant factor affecting the financial status of the
railroad unemployment insurance system. However, the system’s experience-rating provisions, which
adjust contribution rates for changing benefit levels, and its surcharge trigger for maintaining a
minimum balance help to ensure financial stability in the advent of adverse economic conditions.

Under experience-rating provisions, each employer’s contribution rate is determined by the
Railroad Retirement Board on the basis of benefit payments made to the railroad’s employees. The
report predicted that, even under the most pessimistic assumption, the average employer contribution
rate remains well below the maximum throughout the projection period.

The report also predicted that the 1.5 percent surcharge that is in effect in calendar year 2004
would remain at 1.5 percent in calendar years 2005-2006. A 1.5 percent surcharge is also probable in
calendar year 2007.

7. What methods were used to evaluate the financial condition of the railroad
unemployment insurance system?

The economic and employment assumptions used in the unemployment insurance report
corresponded to those used in the report on the retirement system. Projections were made for various
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components of income and outgo under each of three employment assumptions, but for the period
2004-2014, rather than a 25-year period.

8. Did the 2004 report on the railroad unemployment insurance system recommend any
financing changes to the system?

No financing changes were recommended at this time by the report.

##4#

The Railroad Retirement Board’s 2004 financial reports on the retirement and
unemployment insurance systems are available in their entirety on the Board’s
Web site at www.rrb.gov. Information on the National Railroad Retirement
Investment Trust, including its quarterly and annual reports, is also available

on the site,
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Railroad Retirement Service
Credits and Pay for Time Lost

The Railroad Retirement Board frequently receives questions from railroad employers, employees,
and employees’ legal advisors about the Board’s treatment of pay for time lost in retirement cases.
The most common type of pay for time lost arises out of personal injury settlements. Other types
include dismissal allowances, guaranteed wages, displacement allowances paid for loss of earnings
resulting from the employee being placed in a position or occupation paying less money, and
reinstatement awards which include back pay.

It is important that agreements between employers and employees involving pay for time lost are
structured correctly for railroad retirement purposes because they are often intended to provide an
employee with additional months of creditable service needed to qualify for railroad retirement
benefits. Crediting fewer service months than intended may leave an employee ineligible for benefits,
while crediting an excessive number of months may delay the beginning date of those benefits. The
following questions and answers describe the requirements for the railroad retirement crediting of pay

for time lost.
1. How do the railroad retirement laws treat pay for time lost?

Pay for time lost attributable to lost earnings for an identifiable period of absence from active
service is treated as compensation creditable under the Railroad Retirernent and Railroad
Unemployment Insurance Acts. Since the intent of an award for pay for time lost is to treat the
employee as if he or she had actually performed compensated service during that period of time, the
effect upon railroad retirement eligibility and benefits is identical to the effect of regular earnings for
which service and compensation credit is received.

2. - What factors should be taken into account to ensure that pay for time lost will be
creditable for railroad retirement purposes?

A payment must be made with respect to an identifiable period of time. The specific months
during the period of absence from active service must be identified, for example “the 12 month period
beginning September 2003 and ending August 2004.” In the case of a payment for personal injury, the
entire amount is considered pay for time lost unless, at the time of payment, the employer states that a
particular amount of the payment was for other reasons. The compensation is considered eamned in,
and therefore creditable to, the specified period.
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An employment relationship must exist in the months to be credited with pay for time lost.
Allocation toward future months is permissible as long as an employment relation is retained for that
period. If a settlement agreement requires that an employee resign to receive the payment, the
employment relation ceases upon resignation. Allocation after the resignation date is not allowed
because it cannot be considered time lost as an employee. With respect to pay for time lost allocated
into the future, service months and compensation are not creditable until the time lost has actually

clapsed.

The allocation must also relate to the actual period of absence from service for which payment is
made. Pay for time lost due to personal injury may not be allocated to service months missing from an
employee’s record before the date of injury. Similarly, the amount of the pay for time lost must relate
to an employee’s normal monthly pay. A monthly allocation of at least ten times the employee’s daily
pay rate in effect on the date of imjury is ordinarily considered a reasonable relationship to actual lost
earnings. A lesser amount would be considered a token payment and would not be acceptable. For
example, if an employee normally earns $120 a day, the amount of pay for time lost allocated to each
month should be at least $1,200.

3. What other factors should be considered to ensure that pay for time lost correcily
provides the total of railroad retirement service months intended?

It is of primary importance to have a precise breakdown of an employee’s service prior to any
allocation. As a starting point, an employee should check his or her most recent Form BA-6, or the
employee may request a service and compensation statement from the Board. This will avoid
allocating pay for time lost to a month or months already reported as service months. Occasionally, an
employee will have service months reported for vacation pay, or by another railroad employer--for
example, by reason of paid union activity. Credit can only be received once for any given month.
Because the period specified is the period for which service credit is due, a month allocated to the
same month already on record may result in a shortage of the total months desired.

In addition, deemed service months should not be considered in the number of total service months
when an allocation period is determined if those deemed service months are within the allocation
period. A pay for time lost allocation increasing service and compensation will generally eliminate or
reduce the number of deemed service months on record for any affected year. Deemed service months
are the product of a calculation. If the components of that calculation change as the result of an
adjustment to service and compensation due to a payment for time lost, then the number of deemed
service months to which an employee is entitled is likely to change.

Also, the possibility that an employee has creditable military service should be considered because
such military service may not be reflected in the Board’s records and may reduce the number of
allocated months needed to attain annuity eligibility. Employees are encouraged to file proof of any
military service well in advance of retirement so the Board can determine whether the military service
1$ creditable as railroad service. The Board will include creditable military service in its records,
which will expedite the annuity application process and also ensure that the Board’s records of an
employee’s service are as complete as possible.
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4. Is pay for time lost subject to railroad retirement tier I and tier II payroll taxes?

As with all compensation, pay for time lost is subject to taxation under the Railroad Retirement
Tax Act at the tier [ and tier II tax rates and annual maximum earnings bases in effect when payment is
made. Pay for time lost is not, however, creditable on the basis of when the payment is made, but to
the period for which the payment is allocated. Therefore, the taxable amount and creditable amount
will sometimes differ. The employee’s portion of the railroad retirement tax liability is usually
withheld from the gross amount of the award.

5. What effect would pay for time lost have on the payment of a railroad retirement annuity
or unemployment or sickness benefits for the same days?

Because pay for time lost is considered earned in the month allocated, an employee is not entitled
to an annuity under the Railroad Retirement Act with respect to any months to which pay for time lost
has been allocated. If an employee applies for retirement benefits at the expiration of an allocation
period, he or she should submit documentation of the period covered by the agreement with the
application. '

Similarly, an employee is not entitled to unemployment or sickness benefits under the Railroad
Unemployment Insurance Act with respect to any months to which pay for time lost has been
allocated. If a payment for time lost is made which covers a period for which benefits under the
Railroad Unemployment Insurance Act were previously paid, the benefits would be subject to
recovery.

6. Where can someone get more information about pay for fime lost?

Additional information on pay for time lost, as well as other railroad retirerment topics, is available
on the Board’s Web site at www.rrb.gov. In addition, specific questions can be directed to the
Railroad Retirement Board’s Quality Reporting Service Center, 844 North Rush Street, Chicago,
Hlinois 60611-2092. Their phone number is (312) 751-4992.
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The Federal Medicare program provides hospital and medical insurance protection for railroad
retirement annuitants and their families, just as it does for social security beneficiaries. Part A (hospital
insurance) is financed through payroll taxes paid by employees and employers, while Part B (medical
insurance) is financed by premiums paid by participants and by Federal general revenue funds.

The following questions and answers provide basic information on Medicare eligibility and
coverage, Medicare premium, deductible and coinsurance increases in 20035, as well as information on
the changes in Medicare effected by legislation enacted in 2003.

1. Who is eligible for Medicare?

All railroad retirement beneficiaries age 65 or over, and other persons who are directly or
potentially eligible for railroad retirement benefits, are covered by the program. Although the age
requirements for some unreduced railroad retirement benefits are rising just like the social security
requirements, beneficiaries are still eligible for Medicare at age 65.

2. Who is eligible for Medicare coverage before age 65?

In general, coverage before age 65 is available for disabled employee annuitants who have been
entitled to monthly benefits based on total disability (i.e., the employee must have met the Social
Security Act’s requirements for a disability benefit) for at least 24 months. Disabled widow{er)s under
65, disabled surviving divorced spouses under 65, and disabled children may also be eligible.

Medicare coverage before age 65 on the basis of permanent kidney failure is also available to
employee annuitants, employees who have not retired but meet certain minimum service requirements,
spouses, and dependent children who suffer from permanent kidney failure requiring hemodialysis or a
kidney transplant. (Special rules also apply for individuals diagnosed with Amyotrophic Lateral

Sclerosis.)
3. How do persons enroll in Medicare?

If a retired employee or a family member is receiving a railroad retirement annuity, enrollment for
both Part A (hospital insurance) and Part B (medical insurance) is generally automatic and coverage
begins when the person reaches age 65. An individual may decline Part B if so desired, and this does
not preclude him or her from applying for medical insurance at a later date. Premiums may be higher,
however, if enrollment is delayed.
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If an individual is eligible for but not receiving an annuity, he or she should contact the nearest
Board office about three months before attaining age 65 in order to apply for Medicare. (This does not
mean that the individual must retire if presently working.) The best time to apply is during t_h;e? three
rnonths before the month in which the individual reaches age 65. He or she will then have both - .
hospital and medical protection beginning with the month age 65 is reached. If the individual does not
enroll for Part B in the three months before attaining age 65, he or she can enroll in the month age 63
is reached or during the next three months, but there will be a delay of one to three months before
medical msurance is effective. Individuals who do not enroll during their initial enrollment period
may sign up in any General Enrollment Period (January 1 - March 31 each year). Coverage for such
individuals begins July 1 of the year of enrollment.

4. How much can Medicare Part B premiums increase for delayed enrollment?

Premiums for Part B are increased 10 percent for each 12-month period the individual could have
been, but was not, enrolled. However, individuals who wait to enroll in Part B because they have
group health plan coverage based on their own or their spouse’s current employment may not have to
pay higher premiums because they are eligible for special enrollment periods. Nonetheless,
individuals covered by an employer group health plan should consider how delaying enrollment will
affect their eligibility for health insurance policies, known as “Medigap” insurance, which supplement
Medicare coverage.

Individuals can get more detailed information about Medigap policies from the publications

. Medigap Policies or Guide to Health Insurance for People with Medicare. To get a copy, they can
call the Medicare toll-free number 1-800-MEDICARE (1-800-633-4227) or go to www.medicare.gov

on the Internet and click on “Publications.”

5. What is covered by Part A (hospital insurance) of the Original Medicare Plan?

The hospital insurance program is designed to help pay the bills when an insured person is
hospitalized. The program also provides payments for required professional services in a skilled
nursing facility (but not for custodial care) following a hospital stay, home health services, and hospice
care.

There is a limit on how many days of hospital or skilied nursing care Medicare helps pay for in
each “benefit period.” A benefit period begins the first day a patient receives services in a hospital. It
ends after a person has been out of a hospital or other facility primarily providing skilled care for 60
days in a row.

Benefits are ordinarily paid only for services received in the United States or Canada. Hospital
insurance also covers hospital stays in Mexico under very limited conditions.

6. What are the Medicare Part A deductible and coinsurance charges in 2004 and what will
they be in 2005?

For the first 60 days in a benefit period, a Medicare patient is responsible for paying a deductible,
which for 2004 is the first $876 of all covered inpatient hospital services. The Part A deductible will
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increase to $912 in 2005. The daily coinsurance charge that a Medicare beneficiary is responsible for
paying for hospital care for the 61% through the 90™ day is $219 in 2004, increasing to $228 per day in
2005. If a beneficiary uses “lifetime reserve” days, he or she is responsible for paying $438 a day for
each reserve day used in 2004, and $456 a day in 2005. Lifetime reserve days are an extra 60 hospital
days a beneficiary can use if illness keeps him or her in the hospital for more than 90 days; a ' 7 |
beneficiary has only 60 reserve days during his or her lifetime and the beneficiary decides when to use
them.

In addition, the daily coix_;_suranée charge a beneficiary is responsible for paying for care in a
skilled nursing facility for the 21% through the 100" day is $109.50 in 2004 and will be $114 in 2005.

7. What are some of the services covered by Part B (medical insurance) of the Orlgma!
Medicare Plan?

Medicare medical insurance helps pay for doctors’ services and many medical services and |
supplies that are not covered by the hospital insurance part of Medicare, such as certain al_nbulzince
services, outpatient hospital care, X-rays, laboratory tests, physical and spéech thera.py, blood,
mammograms, Pap smears, and colorectal cancer screening. o '

8. Will the Medicare Part B deductible and premium change next year and by how much?

The annual deductible for Medicare Part B will increase from $100 in 2004 to $110 in 20_05. After
that, the deductible will be indexed and subject to annual increases. After the deductible is paid,
Medicare will generally pay 80 percent of the approved charges for covered services during the rest of
the year; the beneficiary is responsible for paying the remaining 20 percent of the cost.

All beneficiaries currently pay the same basic premium amount for Medicare Part B ($66.60 in:
2004 and increasingte $78.20 in-2005), which covers outpatient care and doctor visits. Beginning in
2007, the premium will increase for individuals with annual incomes of more than $80,000, and for
couples with annual incomes of more than $160,000. The amount of the premium increase will be
based on a sliding income scale. : ' :

9. What is not currently covered by the Original Medicare Plan?

The Original Medicare Plan provides basic protection against the high cost of illness, but it will not
pay all health care expenses. Some of the services and supplies Part A or Part B cannot pay for are
custodial care, such as help with bathing, eating, and taking medicine; dentures and routine dental
care; most eyeglasses, hearing aids, and examinations to prescribe or fit them; long-term care (nursing
homes); personal comfort items, such as a phoneorTVina hospltal room; most prescription drugs;
and routine physical checkups and most related tests. ' A

0. What changes to Medicare were effected by the enactment of the_'Me,dj'care_ Prescription
Drug, Improvement, and Modernization Act of 20032
Among the major features of this legislation are provisions for Medicare coverage of prescription

drugs, the establishrent of a Medicare Advantage Program to replace the previous Medicare + Choice

Program, and provisions for new preventive benefits.
(More)
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11. When will Medicare coverage for prescription drugs begin?

The actual prescription drug benefit will begin in 2006. In the interim, Medicare- approved drug
discount cards became available in June 2004 to help beneficiaries save on prescription drugs.
Medicare contracts with private companies to offer the drug discount cards which bear a
Medicare-approved seal. Voluntary enrollment began May 2004 and continues through December 31,
2005. :

The discount card program is not intended to be a prescription drug benefit, but rather a temporary
discount program to he}p people without outpatient prescription drug insurance until the Medicare
drug benefit takes effect on January 1, 2006. -

In June 2004, Medicare also began providing a $600 annual credit towards the purchase of
prescription drugs for Medicare beneficiaries with incomes in 2004 of not more than $12,569 for
single individuals or $16,862 for married individuals. To qualify for the credit, beneficiaries must not
be recelvmg outpauent drug coverage from other sources, including Medicaid, TRICARE, group or

individual health insurance coverage, or the Federal Employees Health Benefits Program. Generally,
once a person qualifies for the $600 credit, he or she is quahﬁed until the new Medicare drug benefit

begins.

The credit is reflected on the Medicare-approved drug discount cards of qualified beneficiaries.
While Med1care—approved discount card programs can charge a beneficiary an enrollment fee of up to
$30 per year, Medicare will pay the enroliment fee for beneficiaries who qualify for the $600 credit.

12. How will the Medicare prescription drug benefit work when it takes effect?

Beginning in 2006, all people with Medicare will be able to enroll in plans that cover prescription
drugs. Plans might vary, but in general, this is how they will work:

m Beneficiaries will'choose a prescription drug plan and pay a premium of about $35 a month.
m Beneficiaries will pay the first $250 (the deductible).

m Medicare then will pay 75% of the costs between $250 and $2,250 in drug spendmg
Beneficiaries will pay only 25% of these costs.

m Beneficiaries will pay 100% of the drug costs above $2,250 until they reach $3 600 in
k out~of—pocket spendmg

n - Medicare will pay. about 95% of the costs after the beneﬂcwry has spent $3,600.
Somie prescription drug plars may have additional options to-help pay the out-of-pocket costs.

Extra help will be available for people with low incomes and Iimit'ed'asset's" 'Most significantly,
people with Medicare who have incomes below a certain limit won’t have to pay the premiums or
deductible for prescription drugs. The income limits will be set i 2005: If a benefacmry quahﬁes he
or she will only pay a small co-payment for each prescription nieeded. ‘
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Other people with low incomes and limited assets will get help paying the premiums and
deductible. The amount they pay for each prescription will be limited.

13. What is Medicare Advantage?

In 2004, the health plan option known as Medicare + Choice was replaced by the Medicare
Advantage Program.

Congress created the Medicare Advantage Program to give beneficiaries more choices, and
sometimes, extra benefits, by letting private companies offer them their Medicare benefits. Persons
who join a Medicare Advantage Plan may have the following choices:

m Medicare Managed Care Plans;
m Medicare Preferred Provider Organization Plans, and;
m Medicare Private Fee-for-Service Plans.

If Medicare Managed Care Plans, Medicare Preferred Provider Organization Plans, or Medicare
Private Fee-for-Service Plans are available in a beneficiary’s area, he or she can join one and get
Medicare benefits through the plan. By joining one of these Medicare Advantage Plans, beneficiaries
can often get extra benefits, like additional days in the hospital. The plan may have special rules that
they need to follow. They may also have to pay a monthly premium for the exira benefits.

Medicare Advantage Plans are available in many areas of the country. For information about the
Medicare Advantage Plans available in a particular area, beneficiaries should call Medicare’s toll-free
number 1-800-MEDICARE (1-800-633-4227) or visit Medicare’s Web site at www.medicare.gov.

14. What new preventive benefits are being offered?

Beginning in 2005, preventive benefits coverage will be expanded to include: a one-time initial
wellness physical examination; screening blood tests for early detection of cardiovascular diseases;

and diabetes screening tests for people at risk of diabetes.
15. Will Medicare be putting out information about these program changes?

The Centers for Medicare & Medicaid Services (CMS), the Federal agency responsible for
administering Medicare, mailed letters to all Medicare beneficiaries in Spring 2004 to explain the
prescription drug discount cards. In 2005, CMS plans to mail informational booklets to Medicare

beneficiaries to explain the prescription drug benefits.

In the meantime, CMS will provide information about the Medicare-approved drug discount cards
through the Medicare toll-free number 1-800-MEDICARE (1-800-633-4227), and through their Web

site at www.medicare.gov.
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RRB Customer Service Plan Update

The U.S. Railroad Retirement Board’s Customer Service Plan promotes the principles and
objectives of customer-driven quality service agency-wide. The RRB’s plan states specifically the
level of service that customers can expect, and an important part of the plan is a pledge to keep
beneficiaries informed of how well the RRB is meeting the plan’s standards. The plan is reviewed and
updated periodically as the agency gains more experience with it, compares its service with the best in
business and considers feedback received from its customers.

The following questions and answers provide information about the RRB’s performance in the key
areas of retirement applications, survivor applications, disability applications and payments, railroad
unemployment and sickness benefit applications and claims, as well as the handling of cormrespondence
during fiscal year 2004 (October 1, 2003 - September 30, 2004). Included are the customer service
performance goals the RRB set for fiscal year 2004 in its Annual Performance Plan. These goals are
revised annually based on such factors as projected workloads and available resources. Also included
is information on the timeliness index recently developed by the RRB to measure overall performance

in certain areas.

1. Does the RRB have an overall measure for customer service timeliness?

The RRB fecently developed an index to measure the overall timeliness of its customer service in
four benefit areas: retirement applications; survivor applications; disability applications and payments;
and railroad unemployment and sickness benefit applications and claims. The agency believes that
using this composite indicator, based on a weighted average, allows for a more concise and
meaningful presentation of its customer service efforts in these benefit areas.

2. How timely, overall, was the customer service provided by the RRB in fiscal year 2004 in
these four benefit areas, as measured by the timeliness index?

During fiscal year 2004, overall benefit timeliness was 98.5 percent. This means that the RRB’s
customers received benefit services within the timeframes promised in the Customer Service Plan 98.5
percent of the time.

(More)
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3. 'What standards were used by the RRB in fiscal year 2004 for processing applications for
railroad retirement employee or spouse annuities and how well did it meet these standards?

Under the RRB’s standards, if you filed for a railroad retirement employee or spouse annuity in
advance, you will receive your first payment, or a decision, within 35 days of the beginning date of
your annuity. If you have not filed in advance, you will receive your first payment, or a decision,
within 65 days of the date you filed your application.

Of the cases processed during fiscal year 2004, 92.4 percent of employee and 96.3 percent of
spouse applicants who filed in advance received a payment, or a decision, within 35 days of their
annuity beginning date. Taking these employee and spouse cases together, 94.7 percent of this group
met the agency’s standard for fiscal year 2004. Average processing times for employee and spouse
applications were 10.7 and 6.6 days,' respectively; the combined average processing time for these
cases was 8.2 days.

Also, of the cases processed, 98.6 percent of employee and 96.8 percent of spouse applicants who
had not filed in advance received a payment, or a decision, within 65 days of their filing dates. Taken
together, 97.8 percent of these cases met the'agency’s standard. In these cases, the average processing
times for employee and spouse applications were 21.8 and 19.9 days, respectively; the combined
average processing time was 20.9 days.

The RRB’s goals in fiscal year 2004 were 93.0 percent for those filing in advance and 95.0 percent
for those not filing in advance.

Composite timeliness for all retirement applications, both those filed in advance and those not filed
in advance, was 96.2 percent for the fiscal year.

4. What standards were used in the area of survivor benefits in fiscal year 2004?

Under the standards, if you filed for a railroad retirement survivor annuity or a lump-sum benefit,
you will receive your first payment, or a decision, within 65 days of the date you filed your
application, or became entitled to benefits, if later. If you are already receiving a spouse annuity, you
will receive your first payment, or a decision, within 35 days of the date the RRB receives notice of
the employee’s death. '

Of the cases processed during fiscal year 2004, 84.5 percent of the applicants for an initial survivor
annuity received a payment or a decision within 65 days. In addition, 5.4 percent of the applicants
for a lump-sum benefit received a payment or a decision within 65 days. In cases where the survivor
was already receiving a spouse annuity, 94.1 percent of the applicants received a payment or a
decision within 35 days of the RRB being notified of the employee’s death. Average processing time
for ail applications for recurring monthly benefits (initial survivor applications and spouse to survivor
conversions) was 26 days. The average processing time for lump-sum applications was 12 days.

The goals for fiscal year 2004 were 80.0 percent for payment of a survivor annuity and 93.5
percent for payment of a lump sum. For those already receiving a spouse annuity, the goal was 89.0
percent for payment of the survivor annuity.
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Overall timeliness in the area of survivor benefits, as measured by.the RRB’s timeliness index, was
93.2 percent for fiscal year 2004. |

. What standards were used by the RRB in fiscal year 2004 for processmg apphcatlons for
dlsablhty annuities under the Railroad Retirement Act??

Under the Customer Service Plan, if you filed for a disability annuity, you will receive a decision
within 105 days of the date you filed your apphcatlon If it is determined that you are entitled to
disability benefits, you will receive your first payment within 25 days of the date of the RRB’s
decision, or the earliest possible payment date, whichever is later. -

_ Of the cases processed during fiscal year 2004, 55.9 percent of those filing for a dlsabﬂlty annuity
received a decision within 105 days of the date they filed an applicanon The average processmg time
was 110.2 days. Of those entitled to disability benefits, 94.8 percent received their first payment
within the Customer Service Plan’s time frame. Average processing time was 7.7 days.

The agency’s goals were 65.0 percent for disability decisions and 93.5 percent for payments.

Overall timeliness in the area of disability applications and payments, as measured by the RRB’s
timeliness index, was 75.2 percent for fiscal year 2004.

6. What were the siandards for the handling of applications and claims for railroad
unemployment and sickness benefits and how well did the RRB meet these standards?

Under the standards, if you filed an application fbr unemployment or sickness benefits, you will
receive a claim form, or a decision, within 15 days of the date you filed your application. If you filed a
claim for subsequent biweekly unemployment or sickness benefits, you will rccewe your payment, or
a decision, within 15 days of the date the RRB receives your claim form.

During fiscal year 2004, 99.25 percent of unemployment benefit applications sampled for
timeliness and 99.4 percent of sickness benefit applications processed met the RRB s standard.
Average processing times for unemployment and sickness benefit apphcatlons were 1.37 and 1.55

days, respectively.
In addition, 99.7 percent of subsequent claims processed for unemployment and sickness benefits

met the RRB’s standard for fiscal year 2004. Payments are issued within two business days of
processing. The average processing time for claims was 3.86 days.

The goals for processing unemployment and sickness applications in fiscal year 2004 were 98.0
percent for both unemployment and sickness. The payment or decision goal for subsequent claims
was 99.0 percent.

Overall timeliness in the area of unemployment and sickness applications and claims, as measured
by the RRB’s timeliness index, was 99.7 percent for fiscal year 2004.
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7. What was the standard for replying to correspondence in fiscal year 2004?

The Customer Service Plan states that when you inquire by letter, you will receive a reply within
15 days of the date the agency receives your inquiry. If for any reason the RRB cannot reply within
that time frame, it will acknowledge the letter and tell you how long it will be before your questions
can be answered fully.

In fiécial year 20(')_4,"99._3 peréent of all correspondence the RRB received was responded to, either
with an acknowledgement or with a final reply, within the standard.

The goal for 2004 was set at 97.0 percent.

8. How did the RRB’s performance in meeting its standards in fiscal year 2004 compare to
its performance in fiscal year 2003?

Fiscal year 2004 performance remained the same or improved when compared to fiscal year 2003
for seven of the 11 customer service workloads tracked by the agency. Even with declines in four
areas, the agency still exceeded the customer service performance goals it had set for the year in its
Annual Performance Plan in all but the area of disability decisions.

Performance remained the same or improved for retirement applications not filed in advance,
disability payments, spouse to survivor conversions, lump-sum death benefits, sickness benefit
applications, unemployment and sickness benefit claims, and correspondence.

Small performance declines were noted for the handling of retirement applications filed in
advance, initial survivor apphcanons unemployment benefit applications, and disability decisions.

9. Can beneficiaries pfovide feedback to the RRB about tﬁe service they receive?

A Customer Assessment Survey form is available in every field office allowing beneficiaries to
evaluate the service. théy received and suggest how the agency can improve its service. Persons not
satisfied with the service they received may contact the manager of the office with which they have
been dealing or the regional director who is responsxble for that office. Their names and addresses are
available in each office.

The addrcsses and phone numbers of all the RRB’s field offices are also available on the agency’s
Web site at www.rrb.gov or by callmg the toll-free RRB Help Line at 1-800-808-0772. The RRB
Help Line is an automated telephone service available 24 hours a day, 7 days a week.
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Federal Income Tax and Railroad Retirement Benefits

The following questions and answers describe the tax statements issued by the Railroad Retirement
Board (RRB) each January for Federal income tax purposes. Railroad retirement beneficiartes needing
information about these statements, or tax withholding from their benefits, should contact the nearest
office of the RRB. For further Federal income tax information, railroad retirement beneficiaries
should contact the nearest office of the Internal Revenue Service.

1. How are the annuities paid under the Railroad Retirement Act treated under the Federal
income tax laws?

A railroad retirement annuity is a single payment comprised of one or more of the following
components, depending on the annuitant’s age, the type of annuity being paid, and other factors:

a Social Security Equivalent Benefit (SSEB) portion of tier I, a Non-Social Security Equivalent
Benefit (NSSEB) portion of tier I, a tier I benefit, a vested dual benefit, and a'supplemental annuity.

In most cases, part of a railroad retirement annuity is treated like a social security benefit for
Federal income tax purposes, while other parts of the annuity are treated like private pensions for tax
purposes. Consequently, most annuitants are sent two tax statements from the RRB each January, even
though they receive only a single annuity payment each month.

2. Which railroad retirement benefits are treated as social security benefits for Federal
income tax purposes?

The SSEB portion of tier I (the part of a railroad retirement annuity equivalent to a social security
benefit based on comparable earnings) is treated for Federal income tax purposes the same way as a
social security benefit. The amount of these benefits that may be subject to Federal income tax, if any,
depends on the beneficiary's income. '

If taxable pensions, wages, interest, dividends, and other taxable income, plus tax-exempt interest
income, plus half of the amount of the social security equivalent benefit payments exceed:
o $25,000 for an individual, $32,000 for a married couple filing jointly, and zero for 2 married

individual who files separately but lived with his or her spouse any part of the year, up to 50
percent of these railroad retirement benefit payments may be considered taxable income;

e  $34,000 for an individual, $44,000 for a married couple filing jointly, and zero for a married
individual who files separately but lived with his or her spouse any part of the year, up to 85
percent of these benefits may be taxable.
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3. Which railroad retirement benefits are treated like private pensions for Federal income
tax purposes? _

The NSSEB portion of tier I, along with tier II benefits, vested dual benefits, and supplemental
annuities are all treated like private pensions for Federal income tax purposes. In some cases,
primarily those in which early retirement benefits are payable to retired employees and spouses
between ages 60 and 62, and some occupational disability benefits, the entire annuity may be treated
like a private pension. This is because social security benefits based on age and service are not
payable before age 62 and social security disability benefit entitlement requires total disability.

4. What information is shown on the railroad retirement tax statements sent to annuitants in
January?

One statement, the blue and white Forms RRB-1099 for U.S. citizens or residents (or black and
white Form RRB-1042S for nonresident aliens), shows the SSEB portion of tier I or special minimum
guaranty payments made during the tax year, the amount of any such benefits that an annuitant may
have repaid to the RRB during the tax year, and the net amount of these payments after subtracting the
repaid amount. The amount of any offset for workers’ compensation and the amount of Federal
income tax withheld from these payments are also shown. Tllustrations and explanations of items
found on Form RRB-1099 and Form RRB-10428 can be found in IRS Publication 915, Social Security
and Equivalent Railroad Retirement Benefits.

The other statement, the green and white Form RRB-1099-R (for both U.S. citizens and
nonresident aliens), shows the NSSEB portion of tier I, tier I, vested dual benefit, and supplemental
annuity paid to the annuitant during the tax year, as well as the employee contributions amount. The
NSSEBR portion of tier I along with tier II are considered contributory pension amounts and are
shown as a single combined amount in the Contributory Amount Paid box item on the
statement. The vested dual benefit and supplemental annuity are considered noncontributory pension
amounts and are shown as separate box items on the statement. Also shown is the amount of Federal
income tax withheld from these payments. Tn addition, the statement shows the amount of any of
these prior year benefits repaid by the annuitant to the RRB during the tax year, but this amount is not
subtracted from the gross amounts shown because its treatment depends on the years to which the
repayment applies and its taxability in those years. To determine the year or years to which the
repayment applies, annuitants should contact the RRB. Tllustrations and explanations of items found
on Form RRB-1099-R can be found in IRS Publication 575, Pension and Annuity Income.

If the annuitant is taxed as a nonresident alien of the United States, Form RRB-1042S8 and/or
Form RRB-1099-R will show the rate of tax withholding (0%, 15% or 30%) and country of permanent
residence. '

The total Part B Medicare premiums deducted from the railroad retirement annuity may aiso be
shown on either Form RRB-1099 (Form RRB-1042S for nonresident aliens) or Form RRB-1099-R.
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The statements also include the annuitant’s name, cutrent mailing address, RRB claim number and
payee code, United States taxpayer idéntif)dng number (social sectrity number or individual taxpayer
identification number), detailed explanations of all the items on the statements, and the toll-free |
telephone numbers and Web site addresses of the RRB, the Internal Revenue Serwce and the Social
Security Administration. :

Copy B and/or Copy 2 of Form RRB-1099-R must be submitted with the annuitant’s tax return.
Annuitants should retain copy C of all statements for their records, especially if they may be requued
to verify their income in connectlon with other Government programs. '

5. What is the significance of the employee contrlbul:lons. qmo.unt? o

For railroad retirement annuitants, the employee contributions amount is considered the amount of
railroad retirement payroll taxes paid by the employee that exceeds the amount that would have been
paid in social security taxes if the employee’s railroad service had been covered under the Social
Security Act. The employee contributions amount is referred to by'the IRS as an employee’s
investment, or cost, in the contract. -Employee contributions are not a payment or income received
during the tax year. Only employee and survivor annuitants have an employee contnbutlons amount
shown on their Form RRB-1099-R. '

The use and recovery of the employee contributions amount is important for annuitants since it
affects the amount of taxable income to be reported on income tax returns for a tax year. There is a tax
savings advantage in using (recovering) employee contributions since it will reduce the amount of
taxable income. Annuitanis should refer to IRS Publication 575, Pension and Annuity Income, and
Publication 939, General Rule for Pensions and Annuities, for more information concerning the tax -
treatment of the contributory amount paid (see item 6 below) and use of the employee contributions
amount, | | | '

6. How are contributory and noncontrlbutory pension amounts taxed?

Amounts shown on Form RRB-1099-R are treated like private pensions and taxed elther as
contributory pension amounts or as noncontributory pension amounts. The NSSEB portion of tier
and tier IT (shown as the contributory amount paid on the statement) are contnbutory pensmn amounts.
Contributory pension amounts may. be fully taxable or partially taxable. Vested dual benefits and
supplemental annuities are considered noncontributory pension amounts. Ni on_c_:onmbut_ory pension
amounts are always fully taxable. | o

For annuitants with annuity beginning dates before July 2, 1986, the contributory amount paid is
fully taxable. For annuitants with annuity beginning dates from July 2, 1986, through December 31,
1986, the contributory amount paid is-partially nontaxable for the life of the annuitant. For annuitants
with annuity beginning dates effective January 1, 1987, and later, the contributory amount pald is
partially nontaxable for a specified period of time based on life cxpec;tancy as dete_rrmned by IRS
actuarial tables. ' '
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The contributory amounts paid of disabled employee annuitants under minimum retirement age
are fully taxable. (Minimum retirement age is generally the age at which individuals could retire
based on age and seri/ice.) .Employees who retired based on age and service and disabled employee
annuitants who reach minimum retirement age.may use the eniployee contributions amount shown on
their Form RRB-1099-R to COmpute a tax-free portion of their contributory amount paid.

The RRB does not calculate the nontaxable amount of the contributory amount paid for
annuitants. Annuitants should contact the IRS or their own tax preparer for assistance in calculating
the nontaxable amount of their contributory amount paid. For more information on the tax treatment
of the contributory amount paid, vested dual benefits, supplemental annuities, the employee
contributions amount, and how to use the IRS actuarial tables, annuitants should refer to IRS
Publication 939, General Rule for Pensions and Annuities, and IRS Publication 573, Pension and
Arnuity Income. ‘ 2 '

7. Does Form RRB-1099-R show the taxable amount of any contributory railroad retirement
benefits or just the total amount of such benefits paid during the tax year?

Since 1993 (tax year 1992), Form RRB-1099-R shows the total amount of any contributory
railroad retirement benefits (NSSEB and tier II) paid during the tax year. The RRB does not calculate
the taxable amounts. It is up to the annuitant to determine the taxable and tax-free amounts of the
contributory amount paid using the employee contributions amount.

8. Can an employee’s contributions amount change?

Yes. The employee contributions amount shown on Form RRB-1099-R is based on the latest
railroad service and earnings information available on the RRB’s records. Railroad service and
earhings information (and the corresponding employee contributions amount) often changes in the first
year after an employée retires from railroad service. That’s when the employee’s final railroad service
and earnings information is furnished to the RRB by his or her employer. As a result, the employee
contributions amount shown on the most recent Form RRB-1099-R miay have increased or decreased
from a previously-issued Form RRB-1099-R.

Any change in an employee contributions amount is fully retroactive to the railroad retirement
annuity b_eginning date. This could affect the taxable amounts reported to the IRS on prior income tax
returns. Generally, an increase in the employee contributions amount is advantageous, as it will yield
a larger tax-free amount. However, a decrease in the employee contributions amount may be
disadvantageous since it may result in an increased tax liability. In any case, annuitants should
determine if any change in their employee contributions amount would require them to file original or
amended Federal income tax returns for prior tax years.

9. What if a person receives social security as well as railroad retirement benefits?

Railroad retirement annuitants who aiso received social security benefits during the tax year
receive a Form SSA-1099 (or Form SSA-10428S if they are nonresident aliens) from the Social
Security Administration. They should add the net social security equivalent or special guaranty
amount shown on Form RRB-1099 (or Form RRB-10428) to the net social security income amount
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shown on Form SSA-1099 (or Form SSA-10428) to get the correct total amount of these benefits, -
They should then enter this tétal on the Social Security Benefits Worksheet in the instructions for
Form 1040 or 1040A to determine if part of their social security and railroad retirement social security
equivalent benefits is taxable income.

Additional information on the taxability of these benefits can be found in IRS Publication 9135,
Social Security and Equivalent Railroad Retirement Benefits.

10. Are the residual lump sums, lump-sum death payments or separation allowance lump-
sum amounts paid by the RRB subject to Federal income tax?

No. These amounts are riontaxable and are not subject to Federal income tax. The RRB does not
report these amounts on statements.

11. Are Federal income taxes withheld from railroad retirement annuities?

Yes, and the amounts withheld are shown on the statements issued by the RRB each year.
However, an annuitant may request that Federal income taxes not be withheld, unless the annuitant is a
nonresident alien or a U.S. citizen living outside the United States.

Annuitants can voluntarily choose to have Federal income tax withheld from their SSEB: payments.
To do so, they must complete IRS Form W-4V, Voluntary Withholding Request, and send it to the
RRB. They can choose withholding from their SSEB payments at the followmg rates: 7 percent,
10 percent, 15 percent, or 25 percenit. :

Annuitants who wish to have Federal income taxes withheld from their NSSEB and tier IT. .
(contributory amount paid), vested dual benefit, and supplemental annuity payments must-complete a
1ax withholding election on Form RRB W-4P, Withholding Certificate For Railroad Retirement
Payments, and send it to the RRB. An annuitant is net required to file Form RRB W-4P. If that form
is not filed, the RRB will withhold taxes only if the combined portions of the NSSEB and tier II
(contributory amount paid), vested-dual benefit and supplemental annuity payments are equal to or
greater than $1,472.01. In that case, the RRB withholds taxes as if the annuitant were married and
claiming three allowances. | -

12. How is tax withholding applied to the railroad retirement benefits of nonresident aliens?

Under the Internal Revenue Code, nonresident aliens are subject to'a 30-percent tax ot income
fror sources within the United States not connected to a U.S. trade or business. - The 30-percent rate
applies to all annuity payments exceeding social security equivalent payments and to 85 percent of the
annuity portion treated as a social security benefit. The Code also requires the RRB to withhold the
tax. The tax can be at a rate lower than 30 percent or can be eliminated entirely if a tax treaty between
the United States and the country of residence provides such an exemption, and the nonresident alien
completes and sends Form RRB-1001, Nonresident Questionnaire, to the RRB. Form RRB—iOOl _
secures citizenship, residency and tax treaty ¢laim information for nonresident beneficiaries
(nonresident aliens or U.S. citizens residing outside the United States).
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Form RRB-1001 is sent by the RRB-to nonresident aliens every three years to renew the claim for
a tax treaty exemption. Failure by a nonresident alien to complete Form RRB-1001 will cause loss
of the exemption until the exemption is renewed. Such renewals have no retroactivity. Also, a
nonresident alien must include his or her United States taxpayer identifying number on
Form RRB-1001: Otherwise, any tax treaty exemption claimed on the form is not valid. The majority
of nonresident aliens receiving annuities from the RRB are citizens of Canada, which has a tax treaty
with the Unjted States.

If a Canadian citizen claims an exemption under the tax treaty, no tax is withheld from the annuity
portion equivalent to a social security benefit and a withholding rate of only 15 percent is applied to
those annuity payments exceeding social security equivalent payments.

Additional information concerning the taxation of nonresident aliens can be found in IRS
Publication 519, U.S. Tax Guide for Aliens. _

13. Are upemployment benefits paid under the Railroad Unemployment Insurance Act
subject to Federal income tax?

All unemployment benefit payments are subject to Federal income tax. Each January the RRB
sends Form 1099-G to individuals, showing the total amount of railroad unem_pl_oymeht benefits paid
during the previous year.

14. Are sickness benefits paid by the RRB subject to Federal income tax?

Sickness benefits paid by the RRB, except for sickness benefits paid for on-the-job injuries, are
subject to Federal income tax under the same limitations and conditions that apply to the taxation of
sick pay received by workers in other industries. Each January the RRB sends Form W-2 to affected
beneficiaries. This form shows the amount of sickness benefits that each beneficiary should include in
his or her taxable income.

15. Does the Board withhold Federal income tax from unemployment and sickness benefits?

The RRB withholds Federal income tax from unemployment and sickness benefits only if
requested to do so by the beneficiary. A beneficiary can request withholding of 10 percent of his or
her unemployment benefits by filing Form W-4V with the Board. A beneficiary can request
withhelding from sickness benefits by filing Form W-48.

16. Are railroad retirement and railroad unemployment and sickness benefits paid by the
RRB subject to State income taxes? _ _

The Railroad Retirement and Railroad Unemployment Insurance Acts specifically exempt these
benefits from State income taxes.

17. Can a railroad employee claim a tax credit on his or her Federal income tax return if the
employer withheld excess railroad retirement taxes during the year?

If any one railroad employer withheld more than the annual maximum amount, the employee must
ask that employer to refund the excess. It cannot be claimed on the employee’s return.
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18. Can a railroad employee working two jobs during the year get a tax credit if excess
retirement payroll taxes were withheld by the employers?

Railroad employees who also worked for a nonrailroad social security covered employer in the
same year may, under certain circumstances, receive a tax credit equivalent to any excess social
security taxes withheld.

Employees who worked for two or more railroads during the year, or who had tier I taxes withheld
from their RRB sickness benefits in addition to their railroad earnings, may be eligible for a tax credit
of any excess tier I or tier II railroad retirement taxes withheld. The amount of tier I taxes withheld
from sickness benefits paid by the RRB is shown on Form W-2 issued to affected beneficiaries.
Employees who had tier I taxes withheld from their supplemental sickness benefits may aiso be
eligible for a tax credit of any excess tier I tax.

Such tax credits may be claimed on an employee’s Federal income tax return.

Employees who worked for two or more railroads, received sickness benefits, or had both railroad
retirement and social security taxes withheld from their earnings should see IRS Publication 505, Tax
Withholding and Estimated Tax, for information on how to figure any excess railroad retirement or
social security tax withheld.
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Notice to RRB Customers Making Payments by Check

Sometimes people have to remit money to the RRB and do so by writing a check. This generally
happens when someone incurs a benefit overpayment and elects to settle the debt by refunding the
overpaid amount. Also, some persons pay their Part B Medicare premiums by check. Those who L
need to remit money to the RRB should be aware of changes to the way the RRB, along with all
other Federal agencies, will be processing their paper checks.

M —

A new system, called Electronic Check Processing, was developed by the Department of the
Treasury to provide Federal agencies with a centralized, secure, and enhanced paper check clearing
process. Under this new system, if you send us a check, it will be converted into an electronic funds
transfer. This means we will copy your check and use the account information on it to electronically
debit your account for the amount of the check. You will not receive your original check back.

The debit from your account will usually occur within 24 hours, and will be shown on your regular
account statement. Consequently, it is very important that you have enough money in your account
when you mail your check. Under the old system, it could take several days (often called the |
“float”™) before a payer’s account was debited.
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Railroad Retirement Spouse Benefits

In addition to the retirement annuities payable to employees, the Railroad Retirement Act, like the
Social Security Act, also provides annuities for the spouses of retired employees. Payment of a spouse
annuity is made directly to the wife or husband of the employee. Divorced spouses may also qualify

for benefits.

The following questions and answers describe the benefits payable to spouses and the eligibility
requirements.

1. How are railroad retirement spouse annuities computed?

Regular railroad retirement annuities are computed under a two-tier formula. The spouse annuity
formula is based on certain percentages of the employee’s tier I and tier Il amounts.

The tier I portion of an employee’s annuity is based on both railroad retirement credits and any
social security credits that the employee also eamned. Computed using social security benefit formulas,
an employee’s tier I benefit approximates the social security benefit that would be payable if all the
employee’s work were performed under the Social Security Act.

The tier II portion of the employee’s annuity is based on railroad retirement credits only, and may
be compared to the retirement benefits paid over and above social security benefits to workers in other

industries.

The first tier of a spouse annuity is generally 50 percent of the railroad employee’s tier I amount.
‘The second tier amount is 45 percent of the employee’s tier Il amount.

2. How does a railroad retirement spouse annuity compare to a social security spouse
benefit?

The average annuity awarded to spouses in fiscal year 2004, excluding divorced spouses, was $761
a month, while the average monthly social security spouse benefit was about $335.

Annuities awarded in fiscal year 2004 to the spouses of employees who were of full retirement age
or over and who retired directly from the rail industry with at least 25 years of service averaged $867 a
month; and the average award to the spouses of emplovees retiring at age 60 or over with at least 30
years of service was $1,062 a month,
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3. What are the age requirements for a railroad retirement spouse annuity?

The age requirements for a spouse annuity depend on the employee’s age and date of retirement
and the employee’s years of railroad service. The following requirements apply if the employee’s
annuity began after 1974.

If a retired employee with 30 or more years of service is age 60 and receiving an annuity, the
employee’s spouse is also eligible for an annuity the first full month the spouse is age 60. Certain
early retirement reductions are applied if the employee first became eligible for a 60/30 annuity July 1,
1984, or later and retired at age 60 or 61 before 2002, If the employee was awarded a disability
annuity, has attained age 60 and has 30 years of service, the spouse can receive an unreduced annuity
the first full month she or he is age 60, regardiess of whether the employee annuity began before or
after 2002 as long as the spouse’s annuity beginning date is after 2001,

If a retired employee with less than 30 years of service is age 62 and receiving an annuity, the
employee’s spouse is also eligible for an annuity the first full month the spouse is age 62. Early
retiremnent reductions are applied to the spouse annuity if the spouse retires prior to full retirement age.
Full retirement age for a spouse is gradually rising to age 67, just as for an employee, depending on the
year of birth. Reduced benefits are still payable at age 62, but the maximum reduction will be 35
percent rather than 25 percent by the year 2022. However, the tier II portion of a spouse annuity will
not be reduced beyond 25 percent if the employee had any creditable railroad service before
August 12, 1983.

4. What if the spouse is caring for a child of the retired employee?

A spouse of an employee receiving an age and service annuity (or a spouse of a disability annuitant
who is otherwise eligible for an age and service annuity) is eligible for a spouse annuity at any age if
caring for the employee’s unmarried child, and the child is under age 18 or the child became disabled
before age 22.

5. What are some of the other general eligibility requirements?

The employee must have been married to the spouse for at least one year, unless the spouse is the
natural parent of their child; the spouse was eligible or potentially eligible for a railroad retirement
widow(er)’s, parent’s or disabled child’s annuity in the month before marrying the employee; or the
spouse was previously married to the employee and received a spouse an'nu'ity. However, entitlement
to a surviving divorced spouse, surviving divorced young mother (father), or remarried widow{er)
annuity does not waive the one-year marriage requirement.

6. Under what conditions can the divorced spouse of a rail employee receive a spouse
annuity?

A spouse annuity may also be payable to the divorced wife or husband of 4 retired employee if
their marriage lasted for at least 10 years, both have attained age 62 for a full month, and the divorced
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spouse is not currently married. The amount of a divorced spouse’s annuity is, in effect, equal to what
social security would pay in the same s_itu_at_ion (tier I only) and therefore less than the amount of the
spouse annuity otherwise payable. The average divorced spouse annuity awarded in fiscal year 2004
was $416.

7. 'Would the award of an annuity to a divorced spouse affect the monthly annuity rate
payable to a retired employee and/or the current spouse?

No. If a divorced spouse becomes entitled to an annuity based on the employee’s railroad service, |
the award of the divorced spouse’s benefit would not affect the amount of the employee’s annuity, nor
would it affect the amount of the railroad retirement annuity that may be payable to the current spouse.

8. Are spouse annuities subject to offset for the receipt of other benefits?

The tier I portion of a spouse annuity is reduced for any social security entitlement, regardless of
whether the social security benefit is based on the spouse’s own earnings, the employee's earnings or
the earnings of another person. This reduction follows principles of social security law which, in
effect, limit payment to the higher of any two or more benefits payable to an individual at one time.

The tier I portion of a spouse annuity may also be reduced for receipt of any Federal, State or local
pension separately payable to the spouse based on the spouse’s own earnings. The reduction generally
does not apply if the employment on which the public service pension is based was covered under the
Social Security Act throughout the last 60 months of public employment. (This 60-month requirement
is being phased in over a five-year period ending March 1, 2009, and there are some exceptions.)

Most military service pensions and payments from the Department of Veterans Affairs will not cause a
reduction. For spouses subject to the public service pension reduction, the tier I reduction is equal to
2/3 of the amount of the public service pension.

In addition, if the employee was first eligible for a railroad retirement annuity and a Federal, State
or local government pension after 1985, there may be a reduction in the employee’s tier I amount for
receipt of a public pension based, in part or in whole, on employment not covered by social security or
railroad retirement after 1956. If the employee’s tier I benefit is offset for a noncovered service
pension, the spouse tier I amount is 50 percent of the employee's tier I amount after the offset.

The spouse tier I portion may also be reduced if the employee is under age 65 and is receiving a
disability annuity as well as worker’s compensation or public disability benefits.

9. What if a husband and wife are both railroad employees?

If both the husband and wife are qualified railroad employees and either had some railroad service
before 1975, both can receive separate railroad retirement employee and spouse annuities, without a
full dual benefit reduction. If both the husband and wife started railroad employment after 1974, the
amount of any spouse or divorced spouse annuity is reduced by the amount of the employee annuity to
which the spouse is also entitled.

(More)



4-

10. Are raiiroad retirement annuities subject to garnishment or property settlements?

Certain perCentages of any railroad retirement annuity (employee, spouse or survivor) may be
subject to legal process (i.e., garnishment) to enforce an obligation for child support and/or alimony
payments. '

Also, with:the exception of the tier I portion of a railroad retirement annuity, all other portions of
an employee’s annuity are subject to court-ordered property settlements in proceedings related to
divorce, annulment or legal separation.

11. How can a peérson get more information about railroad retirement spouse annuities?

For more infdrma_tion and/or a benefit estimate, a person should contact the nearest office of the
Railroad Retirement Board. Most Board offices are open to the public from 9:00 a.m. to 3:30 p.m.,
Monday through Friday, except on Federal holidays.

Persons can find the address and phone number of the Board. office serving their area by calling the
automated toll-free RRB Help Line at 1-800-808-0772. They can also get this information from the
Board’s Web site at www.rrb.gov.
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Railroad Retirement Annuities and Pensions From
Work Not Covered by Social Security or Railroad Retirement

Railroad Retirement Act employee annuities are subject to dual benefit reductions when social
security benefits are also payable; and, they may be subject to reduction when certain public, non-
profit or foreign pension payments are also due a retired employee.

The following questions and answers describe how railroad retirement annuities are affected when
retired rail employees are also entitled to pensions from employers not covered by railroad retirement
or social security.

1. When was the noncovered service pension reduction in employee annuities legislated and
how did it come about?

The noncovered service pension reduction in railroad retirement benefits was introduced by 1983
social security legislation which also applied to the tier I benefits of railroad retirement employee
annuities.

Social security and railroad retirement tier I benefits replace a percentage of a worker’s pre-
retirement earnings. The formula used to compute benefits includes factors that ensure lower-paid
workers get a higher return than highly-paid workers. For example, lower-paid workers could get a
social secﬁrity or tier I benefit that equals about 55 percent of their pre-retirement earnings. The
average replacement rate for highly-paid workers is about 25 percent. Before 1983, such benefits for
people who worked in jobs not covered by railroad retirement or social security were computed as if
they were long-term, low-wage workers. They received the advantage of the higher percentage
benefits in addition to their other pension. The modified formula eliminated this advantage.

2. In general terms, which employees are affected by this reduction and what types of
benefits would cause a reduction?

For employees first eligible for a railroad retirement annuity and a Federal, State or local
government pension after 1985, there may be a reduction in their tier 1 benefits for receipt of a public
pension based, in part or in whole, on employment not covered by social security or railroad retirement
after 1956. This may also apply to certain other payments not covered by railroad retirement or social
security, such as from a non-profit organization or from a foreign government or a foreign employer.

It includes both periodic payments, as well as lump-sum payments made in lieu of periodic payments.
It does not include military service pensions, payments by the Department of Veterans Affairs, or

(More)



2-

certain benefits payable by a foreign government as a result of a totalization agreement between that
government and the United States.

3. If a noncovered service pension reduction is required in a railroad retirement employee
annuity, how would it be applied?

Unlike the dual benefit offset for social security entitlement applied by deducting the amount of
the social security benefit from the annuitant’s tier [ railroad retirement benefit, an alternate factor is
used in the tier I benefit computation of annuitants with such pensions.

A tier I benefit is calculated in the same way as a social security benefit. In computing a tier
benefit, an employee’s creditable earnings are adjusted to take into account the changes in wage levels
over a worker’s lifetime. This procedure, called indexing, increases creditable earnings from past
years to reflect average national wage levels at the time of the employee’s retirement. The adjusted
earnings are used to calculate the employee’s “average indexed monthly earnings” and a formula is
applied to determine the gross tier I amount. '

This benefit formula has three levels. Each level of earnings is multiplied by a specified
percentage. The first level of earnings is multiplied by 90 percent, the second by 32 percent, and the
final level by 15 percent. The results are added to obtain the basic benefit rate. For those first eligible
in 2005, the gross tier I benefit is equal to: 90 percent of the first $627 of average indexed monthly
earnings, plus 32 percent of the amount of those eamnings over $627 up to $3,779, plus 15 percent of
those earnings in excess of $3,779.

Beginning with 1986, a reduction in the 90 percent factor was phased in until, for employees
subject to the noncovered service pension reduction and who became eligible in 1990 or later, the 90
percent factor is reduced to as low as 40 percent. For example, an employee born in 1943 is eligible
for a noncovered service pension and has 20 years of railroad service. Her railroad retirement annuity
begins with the first full month she is age 62 and her average indexed monthly earnings are $1,800.
She would receive, after the reduction for carly retirement, a tier I benefit of $472.11, rather than the
$708.17 otherwise payable.

However, for employees with relatively low noncovered service pensions, there is a guarantee that
the amount of the reduction in tier I cannot be more than 50 percent of the pension.

4. Are there any provisions exempting retired railroad employees who also receive
noncovered service pensions from this reduction?

Railroad retirement employee annuitants also receiving a noncovered service pension who attained
age 62 before 1986, or who became entitled to a railroad retirement disability annuity before 1986 and
remained entitled to it in any of the 12 months before attaining age 62 (even if the employee attained
age 62 after 1985) are not affected by the noncovered service pension reduction.

Railroad retirement employee annuitants who received, or were eligible to receive, their
noncovered service pensions before 1986 would not be affected. They are considered eligible if they
met the requirements of the pension plan before January 1986, even if they continued to work.

(Morej



The reduction also does not apply to:
¢ Federal workers hired after December 31, 1983;

e Persons employed on December 31, 1983, by a nonprofit organization that was exempt from social
security and became mandatorily covered under social security on that date;

o Railroad employees whose pensions are based entirely on noncovered employment before 1957;
and '

¢ Railroad employees eligible for a noncovered service pension who have 30 or more years of
“substantial railroad retirement and/or social security earnings.” They are generally exempt from
the reduction. Also, employees with 21 to 29 years of substantial earnings may be subject to a
lesser reduction. In such cases, the 90 percent factor is reduced in increments of 5 percent,
providing factors ranging from 85 percent for employees with 29 years of substantial earnings to
45 percent for those with 21 years.

5. What is considered a year of “substantial earnings” for purposes of exempting a person
from the reduction for a noncovered service pension?

A year of “substantial earnings” is not the same as a year of service. For 1951-78, the amount of
earnings needed for a year of coverage is 25 percent of the annual social security maximum creditable
earnings bases in effect for those years. For years after 1978, the amounts are 25 percent of what the
maximum earnings bases would have been if the 1977 social security amendments had not been
enacted. For example, in 1975, earnings of $3,525 would be considered a year of substantial earnings;
in 1985, earnings of $7,425 would be needed; in 1995, earnings of $11,325; and in 20035, earnings of
$16,725. '

6. Are any reductions made in railroad retirement spouse or widow(er)s’ benefits if a public
service pension is also payable?

Yes. The tier I portion of a spouse or widow(er) annuity may also be reduced for receipt of any
Federal, State or local pension separately payable to the spouse or widow(er) based on her or his own
earnings. The reduction generally does not apply if the employment on which the public pension is
based was covered under the Social Security Act throughout the last 60 months of public employment.
(This 60-month requirement is being phased in over a 5-year period ending March 1, 2009, and there
are some exceptions.) Most military service pensions and payments from the Department of Veterans
Affairs will not cause a reduction. For spouses and widow(er)s subject to the public pension
reduction, the tier I reduction is equal to 2/3 of the amount of the public pension.

7. Where can more specific information on how noncovered pensions affect railroad
retirement benefits be obtained?

For more information, individuals who may be affected should contact the nearest office of the
Railroad Retirement Board. Most Board offices are open to the public from 9:00 a.m. to 3:30 p.m.,
Monday through Friday, except on Federal holidays.

(More)
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Persons can find the address and phone number of the Board office serving their area by calling the
automated toll-free RRB Help Line at 1-800-808-0772. They can also get this information from the
Board’s Web site at www.rrb.gov.
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New Benefit Year for
Railroad Unemployment and Sickness Benefits

A new benefit year under the Railroad Unemployment Insurance Act begins July 1, 2005.
Administered by the U.S. Railroad Retirement Board, this Act provides two kinds of benefits for
qualified railroaders: unemployment benefits for those who become unemployed but are ready,
willing and able to work; and sickness benefits for those who are unable to work because of sickness
or injury. Sickness benefits are also payable to female rail workers for periods of time when they are
unable to work because of pregnancy and childbirth.

The following questions and answers describe these benefits, their eligibility requirements, and
how to claim them. '

1. What is the daily benefit rate payable in the new benefit year beginning July 1, 2005?

The maximum daily benefit rate payable for claims under the Railroad Unemployment Insurance
Act remains at $36 in the new benefit year. Benefits are generally payable for days of unemployment
or sickness in excess of four in biweekly claim periods, which yields $560 for each two full weeks of
unemployment or sickness. However, sickness benefits resulting from other than on-the-job injuries.
are subject to tier I railroad retirement payroll taxes for the first six months after the employee last

worked.

2. What are the eligibility requirements for railroad unemployment and sickness benefits in
the new benefit year?

To qualify for normal railroad unemployment or sickness benefits, an-employee must have had
railroad earnings of at least $2,825 in calendar year 2004, not counting more than $1,130 for any
month. Those who were first employed in the rail industry in 2004 must also have at least five months
of creditable railroad service in 2004.

Under certain conditions, employees with 120 or more months of railroad service who do not
qualify on the basis of their 2004 earnings may still be able to receive benefits in the new benefit year.
Employees with 120 or more months of service who received normal benefits in the benefit year
ending June 30, 2005, may be eligible for extended benefits, and employees with 120 or more months
of service might qualify for accelerated benefits if they have rail earnings of at least $2,875 in 2005,
not counting earnings of more than $1,150 a month.

(More)



3. How long are these benefits payable?

Normal unemployment or sickness benefits are each payable for up to 130 days (26 weeks)in a
benefit year. The total amount of each kind of benefit which may be paid in the new benefit year
cannot exceed the employee’s railroad earnings in calendar year 2004, not counting earnings of more

than $1,460 per month.

If normal benefits are exhausted, extended benefits are payable for up to 65 days (13 consecutive
weeks) to employees with 10 or more years of service.

4., What is the waiting-period requirement for unemployment and sickness benefits?

Benefits are normally paid for the number of days of unemployment or sickness over four in
14-day claim periods. However, during the first 14-day claim period in a benefit year, benefits are
only payable for each day of unemployment or sickness in excess of seven which, in effect, provides a
one-week waiting period. Separate waiting periods are required for unemployment and sickness
benefits. However, only one seven-day waiting period is generally required during any period of
continuing unemployment or sickness, even if that period continues intc a subsequent benefit year.

Initial sickness claims must also begin with four consecutive days of sickness.

5. Are there special waiting-period requirements if unemployment is due to a strike?

If a worker is unemployed because of a strike conducted in accordance with the Railway Labor
Act, benefits are payable for days of unemployment during 14-day claim periods after the first claim
period, but no benefits are payable for days of unemployment during the first 14 days of the strike.

If a strike is in violation of the Railway Labor Act, unemployment benefits are not payable to
employees participating in the strike. However, employees not among those participating in such an
illegal strike, but who are unemployed on account of the strike, may receive benefits after the first two
weeks of the strike. '

While a benefit year waiting period cannot count toward a strike waiting period, the 14-day strike
waiting period may count as the benefit year waiting period if a worker subsequently becomes
unemployed for reasons other than a strike later in the benefit year.

6. Can employees in train and engine service receive unemployment benefits for days when
they are standing by or laying over between scheduled runs?

No, not if they are standing by or laying over between regularly assigned trips or they missed a
turn in pool service.

7. Can extra-board employees receive unemployment benefits between jobs?

Yes, but only if the miles and/or hours they actually worked were less than the equivalent of
normal full-time work in their class of service during the 14-day ciaim period. Entitlement to benefits
would also depend on the employee’s earnings.
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8. How would an employee’s eammgs in a claim period affect his or her eligibility for
unemployment benefits? -

If a claimant’s earnings for days worked, and/or days of vacation or paid leave, in a 14-day ¢claim
period are more than a certain indexed amount, no benefits are payable for any days of unemploymeht
in that period. That claim, however, can be used to satisfy the waiting period.

Earnings include pay from railroad and nonrailroad work, as well as part-time work and self-
employment. Earnings also include pay that an employee would have earned except for a failure to
mark up or report for duty on time, or because he or she missed a turn in pool service or was otherwise
not ready or willing to work. For the benefit year that begins Iuly 2005 the amount is $1,130, which
corresponds to the base year monthly compensation amount used in determining eligibility for benefits
in the new benefit year. -

9. How does a person apply for, as well as claim, unemployment benefits?

Claimants can file their applications for unempldyment benefits, as well as their subSeqUent
biweekly claims, by mail or online.

To apply by mail, claimants must obtain an application from their labor organization, employer,
local Railroad Retirement Board office or the Board’s Web site at www.rrb.gov. The completed
application should be mailed to the local Board office as soon as possible and, in any case, must be
filed within 30 days of the date on which the claimant became unemployed or the first day for which
he or she wishes to claim beneflts Benefits may be lost if the apphcatzon is ﬁled late.

To file their applications -~ or their biweekly claims -- online, claimants should go to the Board s
Web site and click on “MainLine Services” for directions on establishing an RRB Internet Services
account. Once they establish their online accounts, they will be able to file their applications-and
claims for unemployment benefits, as well as conduct other business with the Board, over the Internet.
However, to ensure security, they must first go online to get a Password Request Code, which they
will receive by mail in about 7 to 10 days. Employees are encouraged to establish online accounts
while still employed so the account is ready if they ever need to apply for these benefits or use other
Internet services. Employees who have already established online accounts do not need 'to do'so again.

The local Board ofﬁce reviews the completed application, whether it was submitted by mail or
online, and notifies the claimant’s current railroad employer, and base-year emponer if different. The
employer has the opportunity to provide. information about the beneﬁt apphcatlon

After the Board office processes the application, biweekly claim forms are mailed to the claimant,
and are also made available on the Board’s Web site, as long as he or she remains unemployed and
eligible for benefits. The time for filing a claim is 15 days from the last day of the claim period.or 15
days from the date the claim form is mailed to the claimant or made available on the Board’s Web site,
whichever is later. Claimants should net file both a paper claim and an online claim for the same

period.

(More)



Only one application needs 1o be filed during a benefit year, even if a claimant becomes.
unemployed more than once. However, a claimant must, in such a case, request a claim form from a
Board field office within 30 days of the first day for which he or she wants to resume clalrmng
benefits. These claims may also be filed by mail or online.

10. How does a person apply for sickness benefits? -

An application for sickness benefits can be obtained from railroad Iabor organizations, railroad
employers, any Board office or the Board’s Web site. An application and a doctor’s statement of
sickness are required at the beginning of each period of continuing sickness for which benefits are -
claimed. '

The Board suggests that employees keep an application on hand for use in claiming sickness
benefits, and that family members know where the form is kept and how to use it. If an employee
becomes unable to work because of sickness or injury, the employee should complete the application
and then have his or her doctor complete the statement of sickness. If the employee is too sick to
complete the application, someone ¢lse may do so. In such cases, a family member should also
complete the “Statement of Authonty to Act for Employee,” which accompanies the statement of
sickness.

After completion, the forms should be mailed to the Board's headquzirtérs in Chicago by the
- seventh day of the illness or injury for which benefits are claimed. After the Board receives the
application and statement of sickness and deterrmnes el1g1b111ty, biweekly claim forms are mailed to
the claimant for completion and return to a Board field office for processing. The claim forms must be
received at the Board within 30 days of the last day of the claim period, or within 30 days of the date
the claim form was mailed to the claimant, whichever is later. Benefits may be lost if an application or
claim is filed late. -

Although claimants cannot file applications or biweekly claims for railroad sickness benefits over
the Internet, the Board is planning to add the online filing of sickness claims in the future.

11. Is a claimant’s employer notified each time a biweekly claim for unemployment or

sickness benefits is filed?

~ The Railroad Unemployment Insurance Act requires the Board to notify the claimant’s base-year
employer each time a claim for benefits is filed, and to give that employer an opportunity to submit
information relevant to the claim before the Board makes an initial determination on the claim. In
addition, the claimant’s current employer is also notified. The Board must alse netify the claimant’s
base-year employer each time benefits are paid to a claimant. The base-year employer may protest the
decision to pay benefits. ‘Such a protest does not prevent the timely payment of benefits. However, a
claimant may be required to repay benefits if the employer’s protest is suceessful.

The Board also checks with other Federal agencies and all 50 States, as well as the District of
Columbia and Puerto Rico, to detect fraudulent benefit claims; and it checks with physicians to verify
the accuracy of medical statements supporting sickness benefit claims,
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12. How long does it take to receive payment?

Persons who file an application for benefits may expect to receive a claim form, or a decision on
their application, within 15 days of the date they filed their application. When they file biweekly
claims, they may expect to receive a payment, or a decision on a claim, within 15 days of the date a
Board office receives the claim form. However, claims for some benefits may take longer to handle
than others if they are more complex, or if a Board office has to get information from other people or
organizations. If this happens, claimants may expect an explanation and an estimate of the time
required to make a decision.

Claimants who think a Board office made the wrong decision about their benefits have the right to .
ask for review and to appeal. They will be notified of these rights each time an unfavorable decision is

made on their ciaims.

13. How are payments made?

Railroad unemployment and sickness insurance benefits are paid by Direct Deposit. With Direct
Deposit, benefit payments are made electronically to an employee’s bank, savings and loan, credit
union or other financial institution. New applicants for unemployment and sickness benefits will be
asked to provide information needed for Direct Deposit enrollment. Waivers are available to
individuals who determine that Direct Deposit would cause a hardship, and to individuals without
bank accounts.

14. How can claimants receive more information on railroad unemployment or sickness
benefits?

Claimants with questions about unemployment or sickness benefits should contact the nearest
Board office. Most Board offices are open to the public from 9:00 a.m. to 3:30 p.m., Monday through
Friday, except on Federal holidays. Claimants can find the address and phone number of the Board
office serving their area, and also get information about their claims and benefit payments, by calling
the toll-free RRB Help Line at 1-800-808-0772. The RRB Help Line is an automated telephone
service available 24 hours a day, 7 days a week. Information about unemployment or sickness claims
and benefit payments is available on the Help Line for those who have a Personal Identification
Number (PIN), which is printed on the back of each claim form.

In addition, most of the toll-free Help Line services are available through the Board’s Web site at
www.rrb.gov, which also includes publications that may be downloaded.
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Railroad Retirement Age Reductions

Railroad retirement benefits are subject to reduction if an employee with less than 30 years of
service retires before attaining full retirement age. Employees with less than 30 years of service may
still retire at age 62. However, the age at which full retirement benefits are payable was increased by
1983 social security legislation first effective in the year 2000. This legislation affected railroad
retirement benefits through coordinating provisions of the Railroad Retirement Act, and the age
requirements for some unreduced railroad retirement benefits changed just like the social security

requirements.

The following questions and answers explain how these early retirement age reductions are applied
to railroad retirement annuities.

1. What is the full retirement age for employees with less than 30 years of service and is it
the same for all employees?

Full retirement age, the earliest age at which a person can begin receiving railroad retirement or
social security benefits without any reduction for early retirement, ranges from age 65 for those born
before 1938 to age 67 for those born in 1960 or later, the same as for social security.

2. How are the changes in the maximum age reduction being phased in?

Since 2000, the age requirements for some unreduced railroad retirement benefits have been rising
just like the social security requirements. For employees with less than 30 years of service and their
spouses, full retirement age increases from 63 to 66, and from 66 to 67, at the rate of two months per
year over two separate six-year periods. This also affects how reduced benefits are computed for early

retirement.

The gradual increase in full retirement age from age 65 to age 66 affects those people who were
born in the years 1938 through 1942. The full retirement age will remain age 66 for people born in the
years 1943 through 1954. The gradual increase in full retirement age from age 66 to age 67 affects
those who were born in the years 1955 through 1959. For people who were born in 1960 or later the
full retirement age will be age 67.

3. How does this affect the early retirement age reductions applied to the annuities of those
who retire before full retirement age?

The early retirement annuity reductions applied to annuities awarded before full retirement age are
increasing. For employees retiring between age 62 and full retirement age with less than 30 years of
service, the maximum reduction will be 30 percent by the year 2022. Under prior law, the maximum

reduction was 20 percent.
(More)
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Age reductions are applied separately to the tier I and tier Il components of an annuity. The tier I
reduction is 1/180 for each of the first 36 months the employee is under full retirement age when his or
her annuity begins and 1/240 for each additional month. This will result in a gradual increase in the
reduction at age 62 to 30 percent for an employee once the age 67 retirement age is in effect. '

These same reductions apply to the tier I component of the annuity. However, if an employee had
any creditable railroad service before August 12, 1983, the retirement age for tier I purposes will
remain 65, and the tier I benefit will not be reduced beyond 20 percent.

The following chart shows how the gradual increase in full retirement age will affect employees.

Employee Retires with Less than 30 Years of Service

Year of Birth* Full Retirement Age Annuity Reduction
at Age 62

1937 or earlier 65 20.00%

1938 65 and 2 months 20.833%
1939 65 and 4 months 21.667%
1940 65 and 6 months 22.50%

1941 65 and 8 months 23.333%
1942 65 and 10 months 24.167%
1943 through 1954 66 25.00%

1955 66 and 2 months 25.833%
1956 66 and 4 months 26.667%
1957 66 and 6 months 27.50%
1958 66 and 8 months 28.333%
1959 | 66 and 10 months 29.167%
1960 or later 67 30.00%

* A person attains a given age the day before his or her birthday. Consequently, someone born on
January 1 is considered to have been born on December 31 of the previous year.

4. What are some examples of how this will affect the amounts payable to employees
retiring before full retirement age with less than 30 years of service?

Take the example of an employee born on June 2, 1950, who retires in 2012 at the age of 62. In
terms of today’s dollars and current benefit levels, not counting future increases in creditable carnings,
assume this employee is eligible for monthly tier I and tier II benefits, before age reductions, of $1,200
and $800, respectively, for a total monthly benefit of $2,000.

Upon retirement at age 62, the employee’s tier I benefit would be reduced by 25 percent, the
maximum age reduction applicable in 2012. This would yield a tier I monthly benefit of $900; the
employee’s tier I benefit would also be reduced by 25 percent, providing a tier I amount of $600 and
a total monthly rate of $1,500. However, if the employee had any rail service before August 12, 1983,
the tier II benefit would be subject to a maximum reduction of only 20 percent, providing a tier I
amount of $640, and a total monthly rate of $1,540.

As a second example, take an employee born on June 2, 1960, and also eligible for monthly tier I
and tier Il benefits, before age reductions, of $1,200 and $800, respectively, for a total monthly benefit
of $2,000. This employee retires in 2022 at age 62 with no service before August 12, 1983.

{More)
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Consequently, a 30 percent reduction is applied to both the tier I and tier II benefits and the net
total annuity would be $1,400. : .

5. How are railroad retirement spouse benefits affected by this change?

If an employee retiring with less than 30 years of service is age 62, the employee’s spouse is also
eligible for an annuity the first full month the spouse is age 62. Early retirement reductions are applied
to the spouse annuity if the spouse tetires prior to full retirement age. Beginning in the year 2000, full
retirement age for a spouse gradually began to rise to age 67, just as for an employee, depending on
the year of birth. While reduced spouse benefits are still payable at age 62, the maximum reduction .
will be 35 percent by the year 2022. However, if an employee had any creditable rail service prior to
August 12, 1983, the increased age reduction is applied only to the spouse’s tier I benefit.

Take for an example the spouse of a railroader with less than 30 years of service, none of it prior to
August 12, 1983, retiring in 2022 at age 62, with a.spouse annuity, in terms of today’s dollars and
current benefit payments and before any reductions for age, of $1,000 a month. With the maximum -
reduction of 35 percent applicable in 2022, her net monthly benefit would be $650, while if this same
spouse were retiting in 2005 at age 62 with the maximum age reduction of 30 percent, her net monthly
benefit would be $700. - : :

The following chart shows how this will affect the spouses. of railroad émplby.ees if the e_mp_loyeé
retires with less than 30 years of service.

Spouse Age Redtjctions

Year of Birth* Full Retirement Age. |  Annuity Reduction

: o | | atAge62

1937 or earlier B 65 - [2500% '

1938 , 165 and 2 months 1 25.833%

1939 g - | 65 and 4 months . 26.667%

1940 - 65 and 6 months . 27.50%

1941 65 and 8 months _ C128.333%

1942 . 65 and 10 months - 129.167%

1943 through 1954 66 30.00%

1955 ' - . | 66 and 2 months 1 30.833% .

1956 66 and 4 months 31.667% -

1957 o | 66 and 6 months 32.50%

1958 ) 66 and 8 months 33.333%

1959 66 and 10 months 34.167%

1960 or later’ ' | 67 o 1 35.00%.

* A person attains a glven age the day before his or her birthday. Consequent.ly, someonc bom on .T anuary I
is considered to have been born on December 31 of the previous year.

6. What age reductions are applied to employees who retired with 30 years of service prior
to 20027

Under the Railroad Retirement and Survivors’ Improvement Act of 2001, employees with 30 or
more years of creditable service are eligible for full age and service annuities the first full month they
are age 60, if their annuities begin January 1, 2002, or later. The spouses of such employees are

(More)
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likewise eligible for full annuities, which can aiso begin with the first full month the spouse is age 60.
Also, if a disability annuitant is age 60 and has 30 years of service, his or her spouse can receive an
annuity at age 60 without any age reductlon 1f the spouse’s annu1ty begmmng date is January 1, 2002,
or later.

However, early retirement teductions are applied to the tier I portion of an employee’s annuity if
the employee first became eligible for a 60/30 annuity July 1, 1984, or later and retired at ages 60 or
61 before 2002. ‘The tier I benefit awarded such an employee’s spouse will also be reduced for early
retirement, regardless-of whether the spouse retires at age 60 or 62, and regardless of the date the
spouse’s an:nulty begins. y

7. Areage rednctlons apphed to employee disability annuities?

Employee annuities based on disability are not subject to age reductions except for employees with
less than 10 years of service, but who have 5 years of service after 1995. Such employees may qualify
for a tier I benefit before retirement age based on total and permanent disability, but only if they have a
disability insured status (also called a “disability freeze”) under Social Security Act rules, counting -
both railroad retirement and social security-covered earnings. Unlike with a 10-year employee, a
tier II benefit is not payable in these disability cases until the employee attains age 62. And, the
employee’s tier I benefit will be reduced for early retirement in the same manner as the tier Il benefit
of an employee who retired at age 62 with less than 30 years of service.

8. Do these changes also affect survivor benefits"

Yes. The eligibility age for a fuil widow(er)’s annulty is also gradually rising from age 65 for
those born before 1940 to age 67 for those bomn in 1962 or later. A widow(er), surviving divorced
spouse or remarried w1dow(er) whose annuity begins at full retirement age or later will generally
receive an annuity unreduced for early retirement. However, if the deceased employee received an
annuity that was reduced for early retirement, a reduction would be applied to the tier [ amount
payable to the widow(er), surviving divorced spouse or remarried widow(er). The maximum age
reductions will range from 17.1 percent to 20.36 percent, depending on the widow(er)’s date of birth.
For a surviving divorced spouse or remarried widow(er), the maximum age reduction is 28.5 percent.
For a disabled widow(er), disabled surviving divorced spouse or disabled remarried widow(er), the
maximum reduction is also 28.5 percent, even if the annuity begins at age 50.

9. How can individuals get more information-about railroad retirement annuities and their
eligibility requirements? '

Employees should contact the nearest field ofﬁpe of the Board for information or refer to the
Board’s Web site at www.rtb.gov.

Persons can find the address and phone number of the Board office serving their area by calling the
automated toll-free RRB Help Line at 1-800-808-0772, or from the Board’s Web site. Most Board

offices are open to the public from 9:00 a.m. to 3:30 p.m., Monday through Friday, except on Federal
holidays.
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Railroad retirement benefits are based on months of service and earnings credits. Earnings are
creditable up to certain annual maximums on the amount of compensation subject to railroad
retirement taxes.

Credit for a month of railroad service is given for every month in which an employee had some
compensated service for an employer covered by the Railroad Retirement Act, even if only one day’s
service is performed in the month. (However, local lodge compensation earmed after 1974 is
disregarded for any calendar month in which it is less than $25.) Also, under certain circumstances,
additional service months may be deemed in some cases where an employee does not actually work in
every month of the year.

The following questions and answers describe the conditions under which an employee may
receive additional railroad retirement service month credits under the deeming provisions of the
Railroad Retirement Act.

1. What requirements must be met before additional service months can be deemed?

The employee must be in an “employment relation” with a covered railroad employer, or be an
employee representative, during a deemed service month. (An employee representative is a labor
official of a noncovered labor organization who represents employees covered under the Acts
administered by the Railroad Retirement Board.)

For this purpose, an “employment relation™ generally exists for an employee on an approved leave
of absence (e.g., furlough, sick leave, suspension, etc.). An “employment relation” is severed by
retirement, resignation, relinquishing job rights in order to receive a separation allowance, or
termination.

2. How is credit for additional service months computed?

For additional service months to be deemed, the employee’s compensation for the year, up to the
annual tier IT maximum, must exceed an amount equal to 1/12 of the tier Il maximum multiplied by
the number of service months actually worked. The excess amount is then divided by 1/12 of the
tier I maximum; the result, rounded up to the next whole number, yields the number of deemed
service months.
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3. An employee works eight months in 2005 before being furloughed, but earns
compensation of $68,000. How many additional service months could be credited to the
employee?

The employee could be credited with four additional service months. One-twelfth of the 2005
$66,900 tier I maximum ($5,575) times the employee’s actual service months (eight) equals $44,600.
The employee’s compensation in excess of $44,600 up to the $66,900 maximum 1s $22,300, which
divided by $5,575 yields four. Therefore, four deemed service months could be added to the eight
months actually worked and the employee would receive credit for 12 service months in 2005.

4. Another employee works for eight months in 2005 and earns a total of $52,000. How
many addijtional service months could be credited to this employee?

In this case, the excess amount ($52,000 minus $44,600) is $7,400, which divided by $5,575
equals 1.327. After rounding, this employee could receive credit for two deemed service months and
be credited with a total of 10 months of service in 2005.

5. Should an employee preparing to retire take deemed service months into account when
designating the date his or her railroad retirement annuity is to begin?

Credit for deemed service months is a factor an employee may wish to consider in selecting an
annuity beginning date. For instanee, ini some cases, a designated annuity beginning date could be
used to establish basic eligibility for certain benefits, increase the tier II amount, or establish a current
connection.

6. What would be an example of using deemed service months to establish benefit
eligibility?

An example would be an employee under age 60 who might be able to use deemed service months
to establish the 240 months of service needed to qualify for an occupational disability annuity.

For instance, a 48-year-old employee applying for an occupational disability annuity last
performed service on May 15, 2005, and received $38,000 in compensation in 2005. She is credited
with 238 months of creditable railroad service through May 2005. The employee designates an annuity
beginning date of November 1, 2005, because she needs at least two additional months of service to
establish eligibility for an occupational disability annuity and because she is eligible for other benefits
before that time through her employer. -

The employee’s excess amount ($38,000 minus $27,875) is $10,125, which divided by $5,575
yields 1.816. Therefore, two deemed service months could be added to the five months actually
worked and the employee would receive credit for seven service months in 2005 for a total of 240
service months.

In any case, a designated annuity beginning date should be considered in disability cases because,
except in the case of a traumatic event, it is difficult to predict the onset date of a disability and the
resultant annuity beginning date. In addition, as in the preceding example, other bencfits may be
involved.
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7. How could deemed service months be used to increase an employee’s tier II amount?

An employee worked in the first five months of 2005 and received compensation of $33,45 0.. He
does not relinquish his rights until June 2, 2005, and he applies for an annuity to begin on that date.

The excess amount ($33,450 minus $27,875) is $5,575, which yields an additional service month
and provides the employee with a total of six service months in 2005. Had he relinquished his rights
and applied for an annuity to begin on June 1, he would have been given credit for only five service
months.

The employee had maximum earnings during the last five years and had 360 months of service
through 2004. The additional service and compensation increases his tier II from $1,111.42 to
$1,117.67. However, delaymng the annuity beginning date past the second day of the month after the
date last worked solely to increase the tier II amount would ordinarily not be advisable.

8. Can deemed service months help an employee establish a current connection?

Yes. For example, an employee left the railroad industry in 1993 and engaged in employment
covered by the Social Security Act. In August 2004 she returned to railroad employment and worked
through June 28, 2005. She received compensation of $34,000 in 2005. She does not relinquish her
rights until July 2, 2005, and she applies for an annuity to begin on July 2, 2005.

In this case, the excess amount ($34,000 minus $33,450) is $550, which yields one deemed service
month. Consequently, the employee is given credit for seven service months in 2005. With her five
months of service in 2004 and seven months in 2005, the employee establishes a current connection.
Had she designated the earliest annuity beginning date permiited by law, she would not have met the
12-in-30-month requirement for a current connection. (An employee who worked for a railroad in at
least 12 months in the 30 months immediately preceding the month his or her railroad retirement
annuity begins will meet the current connection requirement for a supplemental annuity, occupational
disability annuity or survivor benefits.)

9. Can an employee ever receive credit for more than 12 service months in any calendar
year?
No. Twelve service months are the maximum that can be credited for any calendar year.

10. Where can an employee get additional or more specific information on how deemed
service months could affect his or her own annuity?

Employees can contact the nearest field office of the Railroad Retirement Board for more
information.

The address and phone number of the Board office serving a particular area can be found by
calling the automated toll-free RRB Help Line at 1-800-808-0772 or by checking the Board’s Web site
at www.irb.gov. Most Board field offices are open to the public from 9:00 a.m. to 3:30 p.m., Monday
through Friday, except on Federal holidays.
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Reporting Events That Can Affect Railroad Retirement Benefits

Rights to benefits under the Railroad Retirement Act also carry responsibilities for reporting events
that may affect the payment of these benefits to the employee or to members of the employee’s family.
If these events are not reported, benefit overpayments can occur that have to be repaid, sometimes with

interest and penalties.

Events that can affect the payment of a railroad retirement annuity and result in overpayments if
not promptly reported include: _

* social security or certain other benefit awards, and changes in the amount of such benefit

payments;

¢ post-retirement work and earnings;

e the death of an annuitant;

¢ changes in marital status;

¢ achild leaving the care ofa spouse or widow(er);

® astudent ceasing full-time attendance.

The following questions and answers describe how these events affect railroad retirement benefits
and what should be done to prevent overpayments.

1. How can the award of social security benefits result in a railroad retirement annuity
overpayment?

The tier I portion of a railroad retirement annuity is based on both the railroad retirement and
social security credits acquired by an employee and reflects what social security would pay if railroad
work were covered by social security. Tier I benefits are, therefore, reduced by the amount of any
actual social security benefit paid on the basis of nonrailroad employment, in order to prevent a

duplication of benefits based on the same earnings.

The tier I dual benefit reduction also applies to the annuity of an employee qualified for social
security benefits on the earnings record of another person, such as a spouse. And, the tier I portion of
a spouse or survivor annuity is reduced for any social security entitlement, even if the social security
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benefit is based on the spouse’s or survivor's own carnings. These reductions follow principles of
soctal security law which, in effect, limit payment to the higher of any two or more benefits payable to

an individual at one time.

Since 1975, if a railroad retirement annuitant is also awarded a social security benefit, the Social
Security Administration determines the amount due, but a combined monthly dual benefit payment
should, in most cases, be issued by the Railroad Retirement Board after the railroad retirement annuity

has been reduced for the social security benefit.

A person should notify the Board when he or she files for social security benefits. If the Social
Security Administration begins paying benefits directly to a railroad retirement annuitant without the
Board’s knowledge, an overpayment will occur. This frequently happens when a railroad employee’s
spouse or widow(er) is awarded social security benefits not based on the employee’s earnings.

Also, annuitants who are receiving their social security benefits directly from the Social Security
Adrninistration must notify the Board if their social security benefits are subsequently increased for
any reason other than annual cost-of-living increases, such as a recomputation to reflect post-
retirement earnings. As such recomputations are usually retroactive, they can result in substantial

overpayments.

While social security benefit information is provided to the Railroad Retirement Board as a result
of routine information exchanges between the Board and the Social Security Administration, it will
generally not be provided in time to avoid such a benefit overpayment.

2. What other types of benefit payments, besides social security benefits, require dual
benefit reductions in a railroad retirement annuity?

For employees first eligible for a railroad retirement annuity and a Federal, State or local
government pension after 1985, there may be a reduction in tier I for receipt of a public pension based,
in part or in whole, on employment not covered by social security or railroad retirement after 1956.
This also applies to certain other payments not covered by social security, such as payments from a
non-profit organization or from a foreign government or a foreign employer. However, it does not
include military service pensions, payments by the Department of Veterans Affairs, or certain benefits
payable by a foreign government as a result of a totalization agreement between that government and
the United States.

The tier I portion of a spouse or widow(er)’s annuity may also be reduced for receipt of any
Federal, State or local pension separately payable to the spouse or widow(er) based on her or his own
earnings. The reduction generally does not apply if the employment on which the public pension is
based was covered under the Social Security Act throughout the last 60 months of public employment.
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-3-

(This 60-month requitement is being phased in over a 5-year period ending March 1, 2009, .and there
are some exceptions.) In addition, most military service pensions and payments from the Department

of Veterans Affdirs will not cause a reduction.

If an employee is receiving a dlsablllty annutty, tier I benefits for the employee and spouse may,
under certain circumstances, be reduced for receipt of workers’ compensauon or pubhc disability

benefits.

If annuitants become entitled to any of the above payments, they should promptly notlfy the Board.
If there is any question as to whether a payment requires a reductlon in an annuity, a Board field office

should be contacted.
3. Can earnings cause ra_ilro_ad retirement Qverpayments?

Unreported post-retlrement work and earnings in nonrailroad employment are a major cause of
overpayments in railroad retirement annulues Like social security benefits, railroad reﬂrement tier I
benefits and vested dual benefits pard to employees and spouses, plus tier I, tier I, and vested dual
benefits paid to survivors, are subject to earnings deductions if post-retirement:earnings. exceed certain
exempt amounts, which increase annually.

These earnings deductions do not apply to those who have attained full social secﬁrity retirement
age. Full retirement age for employees and spouses ranges from age 65 for those born before 1938 to
age 67 for those born in 1960 or later. Full retirement age for survivor arnuitants ranges from age 65
for those born before 1940 to age 67 for those born in 1962 or later.

For those under full retirement age throughout 2005, the exempt earnings amount is $12,000. For
beneficiaries attaining full retirement age in-2005, the exempt earnings amount is $31,800 for the

months before the month full retirerent age is attained.

For those under full retirement age throughout the year, the earnings deduction is $1 in beneﬁts for
every $2 of earnings over the exempt amount. For those attaining full retirement age in 2003, the
deduction is $1 for every $3 of earnings over the exempt amount in the months before the month full

retirement age is attained.

Annuitants who work after retirement and expect that their earnings for a year will be more than
the annual exempt amount must promptly notify the nearest Board field office and furnish an estimate
of their expected earnings. This way their annuities can be adjusted to take the excess earnings into
consideration and prevent an overpayment. Annuitants whose original estimate changes mgmﬁcantiy
during the year, either upwards or downwards, should also notify the Board. '

(More)



-Retired employees-and spouses, regardless of age, who work for their last pre-retirement
nonrailroad employer are also subject to an earnings deduction in their tier I and supplemental
benefits of $1 for every $2 in earnings up to a maximum reduction of 50 percent, This earnings
restriction does not change from year to year and does not allow for an exempt amount. Retired
employees and spouses should therefore promptly notlfy the Board if they return to employment for
their last pre-retirement nonrailroad employer, or if the amount of their earnings from such

employment changes.

A spouse benefit is subject to reductions not on]y'fOr the spouse’s'eamings, but also for the
earnings of the employee, regardless of whether the earnings are from service for the last pre-
retirement nonrailroad employer or any other post-retirement employment.

4. How do post-retirement earnings affect disability annuities?

Spec1al restncuons Inmtmg earmngs to $400 per month, exclusive of dlsab111ty—related work
expenses, ‘apply to dlsablcd railroad retlrement employee annuitants.

In addition, any work performed by a disabled annuitant may be considered an indication of an
individual’s recovery from disability, regardless of the amount of earnings. Therefore, any earnings
by a disability annuitant must be reported promptly to avoid potential overpayments.

These disability work restrictions apply until the disabled employee annuitant attains full
retirement age. This transition is effective no earlier than full retirement age even if the annuitant had
30 years of service. Also, a disabled employee annuitant who works for his or her last pre-retirement
nonrailroad employer would be subject to the additional earnings deduction that applies in these cases.

5. What effect doés railroad work have on an annuity?

No railroad retirement annuity is payable for any month in which an employée, 'spouSe O SUrvivor
annuitant performs compensated service for a railroad or railroad union: This includes local lodge
compensation totaling $25 ‘or more for any calendar month, and work by a local lodge or division
secretary collecting insurance premiums, regardless of the amount of salary.

6. What should be done when a railroad retirement annuitant dies?

The Board should be notified immediately upon the death of any retirement or survivor annuitant.
Payment of a railroad retirement annuity stops upon an annuitant’s death and the annuity is not
payable for any day in the month of death. This is true regardless of how late in the month death
occurs and there is no provision for prorating such a payment. Any payments received after the
annuitant’s death must be returned. The sooner the Board is notified, the less chance there is of
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payments continuing and an overpayment accruing. The Board would also determine whether any
survivor benefits due are payable by the Board or the Social Security Administration.

7. What are some other events that can affect payments to auxiliary beqe_ficiéries, such as
spouses and widow(er)s? '

A spouse or divorced spouse must immediately notify the Board if the railroad employee upon
whose service the annuity is based dies. A spouse must notify the Board if her or his marriage ends in
divorce or annulment and a widow(er) or divorced spouse must notify the Board if she or he remarries.

Also, benefits paid to spouses, widow(er)s and surviving divorced spouses that are based on the
beneficiary caring for an unmarried child of the employee are normally terminated by the Board when
the child attains age 18 (16 for a surviving divorced spouse) or if a disabled child over age 18 (16 for a
surviving divorced spouse) recovers from the disability. Therefore, the Board must be notified if the
child leaves the beneficiary’s care or marries.

Benefits are also payable to an unmarried child age 18 in full-time attendance at an elementary or
secondary school or in approved home schooling until the student attains age 19 or the end of the
school term in progress when the student attains age 19. (In most cases where a student attains age 19
during the school term, benefits are limited to the two months following the month age 19 is attained.)
The Board must be notified if the student marries, graduates, or ceases full-time attendance.

8. Can an annuitant contest a decision that he or she has been overpaid?

Annuitants who believe a decision regarding a benefit overpayment is incorrect may ask for
reconsideration and/or waiver of the overpayment. If not satisfied with the initial review, the annuitant
may appeal to the Board’s Bureau of Hearings and Appeals. Further appeals can be carried to the
three-member Board itself, and beyond the Board to Federal courts.

Annuitants are told about these appeal rights any time a decision is made regarding a benefit

overpayment.
9. How can an annuitant find out if an event might affect his or her railroad retirement
benefit payments?

Annuitants should contact the nearest field office of the Board for information. If they write they
should be sure to include their railroad retirement claim number. In any situation, the best rule is “If in

doubt, report.”
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Annuitants can find the address and phone riumber of the Board office serving their area by calling
" the automated toll-free RRB Help Line at 1-800-808-0772. They can also get this information from
the Board’s Web site at www.irb.gov. Most Board offices are open to the public from 9:00 a.m. to
3:30 p.m., Monday through Fnday, except on Federal holidays.
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Medicare Prescription Drug Plans

Persons covered by the railroad retirement system participate in the Federal Medicare program on
the same basis as those under the social security system. And, the Medicare Prescription Drug,
Improvement and Modernization Act of 2003 affects railroad retirement annuitants in the same

manner as social security beneficiaries.

As aresult of the Act, on January 1, 2006, Medicare will offer voluntary insurance coverage for
prescription drugs through Medicare prescription drug plans and other health plan options. Insurance
companies and other private companies will work with Medicare to provide 4 ¢hoice of drug plans that
must meet, at the least, a minimum standard of coverage as determined by Medicare. These plans are

~ different from the Medicare-approved drug discount cards that became available in May 2004 and
which will be phased out as the new drug plans become available.

The following questions and answers explain how Medicare prescription drug plans work and
other aspects of the drug plans. They are based on information provided by the Centers for Medicare
& Medicaid Services (CMS) the Federal agency responsible for administering the Federal Medicare

program.
1. How does a Medicare prescription drug plan work?

Enrollment in a Medicare prescription drug plan is voluntary. (However, Medicare beneficiaries
may have to pay a higher premium if they wait to enroll.) To enroll, beneficiaties must have Medicare
Part A and/or Part B and, generally, will pay a monthly premium (estimated at an average of $32.20 irl
2006) and an annual deductible of up to $250. The beneficiary’s plan will pay 75 percent of drug costs
between the deductible and $2,250. Beneficiaries will pay drug costs from $2,251 until their out-of-
pocket costs reach $3,600. The beneficiary’s plan will then pay 95 percent of drug costs above $3,600

for the rest of the calendar year.

While Medicare prescription drug plans will vary, all drug plans will offer coverage that, at the
very least, meets Medicare’s minimum standard of coverage as described above. Some plans might
offer more coverage and additional drugs for a higher monthly premium. Medicare beneficiaries
should compare Medicare prescription drug plans and select the drug plan that best meets their needs.

Beneficiaries must contact the plan they want to join and ask how to enroll. They may be able to
enroll by telephone, mail, fax or via the Internet. They can also enroll in a plan by using the Medicare
Prescription Drug Plan Finder at Medicare’s Web site www.medicare.gov or by calling Medicare’s -
toll-free number 1-800-MEDICARE (1-800-633-4227).

{More)
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2. What types of prescription drugs will be covered by Medicare prescription drug plans?

Most Medicare prescription drug plans will have a formulary, which is a list of the prescription
drugs that the plan covers. Drug plans will cover generic and brand name drugs and may have rules
about what drugs are covered in different categories.

When drug plans get new information, they can change their formulary as long as it continues to
meet Medicare’s requirements. Drug plans must let a beneficiary know at least 60 days before a drug
that he or she uses is removed from a formulary or if a drug’s cost is changing. If a beneficiary’s
doctor thinks the beneficiary needs a drug that is not on the formulary, or if one of the beneficiary’s
drugs is being removed from the formulary, the beneficiary, or his or her doctor, can apply for an
exception or appeal the decision.

3. When can people enroll in a Medicare prescription drug plan?

When people first become eligible for Medicare, they can enroll in a Medicare prescription drug
plan during the period that starts 3 months before the month they tum age 65 and ends 3 months after
the month they turn age 65.

Railroad retirement annuitants receiving benefits due to total and permanent disability or due to
occupational disability (if they have been granted a disability freeze) can generally join a plan during
the period that begins 3 months before and ends 3 months after their 24™ month of cash disability
benefits. Railroad retirement annuitants receiving benefits due to occupational disability who have not
been granted a disability freeze are generally eligible to join a drug plan at age 65. (The standards for
a freeze determination follow social security law and are comparable to the medical criteria for
granting total disability.)

Current Medicare beneficiaries can enroll in a Medicare prescription drug plan from November 15,
20035, through May 15, 2006. This is called the "initial open enroliment period." Coverage will begin
on January 1, 2006, for beneficiaries who join by December 31, 2005. If a beneficiary joins after
December 31, 2005, during this initial period, his or her coverage will be effective the first day of the
month after the month he or she joins. Beneficiaries who do not join a Medicare prescription drug
plan when they are first eligible may have to pay a higher premium if they choose to join a plan
later. They will have to pay this higher premium for as long as they have a Medicare prescription
drug plan.

After this initial open enrollment period, Medicare beneficiaries can join orchange to a different
plan during an “open enroliment period” from November 15 through December 31 each year.
Coverage will begin January 1 of the following year. Under special circumstances, beneficiaries may
be able to join a Medicare prescription drug plan at times other than those listed above.

4. How does a Medicare prescription drug plan work with a beneficiary’s Medicare health
care plan?
Beneficiaries can get Medicare prescription drug coverage in one of two ways. They can geta

Medicare prescription drug plan that adds coverage to the health care provided by the Original
Medicare Plan, and some Medicare Cost Plans and Medicare Private Fee-for-Service Plans. These
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prescription drug plans will be offered by insurance companies and other private companies approved
by Medicare. -

A second option allows beneficiaries to get Medicare prescription drug coverage as part of
Medicare Advantage Plans and other Medicare Health Plans. Beneficiaries would get all of their -
Medicare health care through these plans.

5. How can beneficiaries: pay their Medicare prescription drug plan premiums? -

Each month, Medicare prescnpnon dmg plans will send beneﬁcmrles a bill for their prermurns
Generally, beneficiaries can pay for their premiums by check or money order, or by havm g the a.mount
of their premiums automatlcally withdrawn from their bank accounts.

In the future, railroad retirement annuitants will be able to have thelr drug plan premiums deducted
from their railroad retirement annuities. Even though this payment option is not curr‘ently
available, the eligibility of railroad retirement annuitants to enrell in Medicare prescription
drug plans is not affected. | : -

6. Can beneficiaries get help to pay fora Medicare prescription drug plan?

Yes. Medicare beneficiaries with limited income and resources (including their savings and
stocks, but not counting their home or car) of less than $11,500 in 2005 for a single individual or
$23,000 in 2005 for a married individual (who lives with his or her spouse) may qualify for extra help
to pay for their drug plan’s monthly premium, annual deductlble and prescription copayments. The
amount of assistance a beneficiary receives depends on his or her income and resources. |

7. What if a beneficiary already has prescription drug coverage?

Beneficiaries who already have prescription drug coverage from other insurance, such as a
Medigap (Medicare Supplement Insurance) policy or coverage provided by an employer or union, can
keep that coverage. If that coverage offers the same or better benefits than Medicare’s minimum
standard of coverage, beneficiaries will not have to pay a higher premium to join a Medicare
prescription drug plan at a later date.

In many cases, beneficiaries will receive a notice from their other insurance provider telling them
if their current prescription drug plan covers as much or more than a Medicare prescription drug plan.
Beneficiaries who do not receive a notice should check with their other provider to see how their
coverage compares to a Medicare prescription drug plan. Beneficiaries whose current drug coverage
is not as good as a Medicare prescription drug plan should contact their other insurance provider to
find out about their coverage options before they make any changes to their prescription drug
coverage.

8. How are Medicare Prescription Drug Plans different from Medicare-approved drug
discount cards?

Medicare prescription drug plans are insurance provided by private companies. Like other
insurance, beneficiaries pay a monthly premium, an annual deductible and a copayment or coinsurance
for their prescriptions.

{More)
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TheMedicare-approved drug discount cards that became available in May. 2004 work like grocery
store or other pharmacy discount cards that allow beneficiaries to get a discount on their prescriptions
at the pharmacy. The cards were intended as a temporary discount program to help people without
outpatient_pfesg_ription drug insurance until the Medicare pre_scription drug plans became available.

9. Are Medicare-approved drug discount cards still available?

Yes. Medicare beneficiaries who do not have outpatient prescription drug insurance through
Medicaid can sign up for Medicare-approved drug discount cards until December 31, 2005.
Beneﬁmanes can continue to use their drug discount cards until May 15, 2006, or until they join a
Medicare prescription drug plan, whichever is first. Once a benef1c1ary has a Medlcare prescription
drug plan, he or she can no longer use a Medicare-approved drug discount card.

10. Is more information about M_edi_c_are prescriptio__n_ drug plans available?

Yes. More information about Medicare prescription drug plans is available from the CMS.
publications Medicare and You 2006 and Your Guide to Medicare Prescription Drug.Coverage. CMS
mailed copies of Medicare and You 2006 to Medicare beneflclary households in October 2005. These
publications, and others, are also available by calling the Medicare toll-free number
1-800-MEDICARE (1-800-633-4227) or by visiting Medicare’s Web site at www.medicare.gov.

Persons ¢an also use Medicare’s toll-free number and Web site to gef free personalized information
to hclp them choose a Medicare prescnp‘aon drug plan. Free personalized counseling is also available
from a State Health Insurance Assistance Program (SHIP). Individuals can check Medicare and You,
call Medicare’s toll-free number or access its Web site to learn how to contact their nearest State
Health Insurance Assistance Program,
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Federal Income Tax and Railroad Retirement Benefits

The following questions and answers describe the tax statements issued by the Railroad Retirement
Board (RRB) each January for Federal income tax purposes. Railroad retirement beneficiaries needing
information about these statements, or tax withholding from their benefits, should contact the nearest
office of the RRB. For further Federal income tax information, railroad retiremnent beneficiaries
should contact the nearest office of the Internal Revenue Service (IRS).

1. How are the annuities paid under the Railroad Retirement Act treated under the Federal
income tax laws? _

A railroad retirement annuity is a single payment comprised of one or more of the following
_components, depending on the annuitant’s age, the type of annuity being paid, and eligibility
requirements: a Social Security Equivalent Benefit (SSEB) portion of tier I, a Non-Social Secunty
Equivalent Benefit (NSSEB) poruon of tier I, a tier Il benefit, a vested dual benefit, and a

supplemental annuity.

In most cases, part of a railroad retirement annuity is treated like a social security benefit for
Federal income tax purposes, while other parts of the annuity are treated like private pensions for tax
purposes. Consequently, most annuitants are sent two tax statements from the RRB each January, even
though they receive only a single annuity payment each month.

2. Which railroad retirement benefits are treated as social security benefits for Federal
income tax purposes?

The SSEB portion of tier I (the part of a railroad retirement annuity equivalent to a social security
benefit based on comparable earnings) is treated for Federal income tax purposes the same way as a
social security benefit. The amount of these benefits that may be subject to Federal income tax, if any,
depends on the beneficiary's income.

If taxable pensions, wages, interest, dividends, and other taxable income, plus tax-exempt interest
income, plus half of the amount of the social security equivalent benefit payments exceed:

s $25,000 for an individual, $32,000 for a married couple filing jointly, and zero for a married
individual who files separately but lived with his or her spouse any part of the year, up to 50
percent of these railroad retirement benefit payments may be considered taxable income;

¢ $34,000 for an individual, $44,000 for a married couple filing jointly, and zero for a married
individual who files separately but lived with his or her spouse any part of the year, up to 85
percent of these benefits may be taxable.

(More)
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.3, Which railread retirement benefits are treated like private pensions for Federal income
tax purposes?

The NSSEB portion of tier I, tier I benefits, vested dual benefits, and supplemental annuities are
all treated like private pensions for Federal income tax purposes. In some cases, primarily those in
which early retirement benefits are payable to retired employees and spouses between ages 60 and 62,
and some occupational disability benefits, the entire annuity may be treated like a private pension.
This is because-social security benefits based on age and service are not payable before age 62 and
social security disability benefit entitlement requires total disability.

4. What information is shown on the railroad retirement tax statements sent to annuitants in
January?

One statement, the blue_ and white Form RRB-1099 for U.S. citizens or residents (or black and
white Form RRB-1042S for nonresident aliens), shows the SSEB portion of tier I or special minimum
guarzinty payments made during the tax year, the amount of any such benefits that an annuitant may
have repaid to the RRB during the tax year, and the net amount of these payments after subtracting the
repaid amount. The amount of any offset for workers' compensation and the amount of Federal
income tax withheld from these payments are also shown. Illustrations and explanations of items
found on Form RRB-1099 and Form RRB-1042S can be found in IRS Publication 915, Social Security
and Equivalent Railroad Retirement Benefits.

The other statement, the green and white Form RRB-1099-R (for both U.S. citizens and
nonresident aliens), shows the NSSEB portion of tier I, tier II, vested dual benefit, and supplemental
annuity paid to the annuitant during the tax year, as well as the employee contributions amount. The
NSSEB portion of tier I along with tier I are considered contributory pension amounts and are
shown as_.a..single combined amount in the Contributory Amount Paid box item (Item 4) on the
statement. The vested dual benefit and supplemental annuity are considered noncontributory pension
amounts and are shown as separate box items on the statement. Also shown is the amount of Federal
income tax withheld from these payments. In addition, the statement shows the amount of any of
these prior year benefits repaid by the annuitant to the RRB during the tax year, but this amount is not
subtracted from the gross amounts shown because its treatment depends on the years to which the
repayment applies and its taxability in those years. To determine the year or years to which the
repayment applies, annuitants should contact the RRB. Illustrations and explanations of items found
on Form RRB-1099-R can be found in RS Publication 575, Pension and Annuity Income.

- If the annuitant is taxed as a nonresident alien of the United States, Form RRB-1042S and/or
Form RRB-1099-R will show the rate of tax withholding (0%, 15% or 30%) and country of permanent
residence.

The total Part B Medicare premiums deducted from the railroad retirement annuity may also be
shown on either Form RRB-1099 (Form RRB-10428 for nonresident aliens) or Form RRB-1099-R.
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The statements also include the annuitant’s name, current mailing address, RRB claim number
and payee code, United States-taxpayer identifying number (social security number or individual - |
taxpayer identification number or employer identification number), detailed explanations of all-the -
items on the statements, and the toll-free telephone numbers and Web site addresses of the RRB, the
IRS, and the Social Security Administration. -

Copy B and/or Copy 2 of Form: RRB-1099-R must be submitted with the annuitant’s tax return.
Annuitants should retain cepy C of all statements for their records, especially if they may be reguired
to verify their income in connection with other Government programs.

5. What is the significance of the employee contributions amount?

For railroad retirement annuitants, the employee contributions amount is cons1dered the amount of
railroad retirement payroll taxes paid by the employee that exceeds the amount that would have been
paid in social security taXes if the employee s railroad service had been covered under the Social
Security Act. The ernployee contributions amount is referred to by the IRS as an employee 8
investment, or cost, in the contract. Employee contributions are not a payment or income received
dunng the tax year. Only employee and survivor annuitants have an employee contrtbutlons amount
shown in Item 3 of theu‘ Form RRB 1099-R.

The contnbutory amount patd (NSSEB portion of tier I and/or tier 1) is considered i 1ncome and is
reported to the IRS. The contnbutory amount paid is either fully taxable or paroally taxable
depending on whether the employee contribution amount has been used to compute a tax-free
(nontaxable) port1on of the contnbutory amount pa1d If no employee contnbutlon arnount is shown
on Form RRB-1099- R, then the contnbutory amount paid is fully taxable. '

The use and recovery of the employee contnbutlons amount is 1mportant for annuitants since it
affects the amount of taxable income to be reported on income tax returns for a tax year. There is a tax
savings advantage in usmg (recovenng) employee contributions since it may reduce the taxab1hty of
the contnbutory amount paid and i in turn the amount of taxable income. =

Annuitants should refer to IRS Pubhcatmn 575, Penswn and Annuzty Income, and Pub11cat1on 939,
General Rule for Pensions and Annuities, for more mformauon concerning the tax_ treaiment of the
contributory amount pa1d (see item 6 below) and use of the employee contnbutlons amount _

6. If an employee contribution amount is shown en my Form RRB-1099-R, may I use the
entire amount? |

The employee contribution amount shown is attributable to the railroad account number. . This
means that the employee contribution amount must be shared by all eligible annuitants under that same
railroad account number. -

If an employee contribution amount is shown on your Form RRB-1099-R; you are an eligible
annuitant who may use somie or all of the employee contribution amount shown to ecompute the
nontaxable (tax-free) amount of your contributory amount paid: Therefore, your contributory amount
paid and total gross paid shown on your Form RRB-1099-R may be partially taxable:
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- If ‘an employee contribution amount is not shown on your Form RRB-1099-R, you are not an
eligible annuitant:and you cannet use or share the employee contribution amount. Therefore, your
contributery amount paid-and total gross paid shown on your Form RRB-1099-R are fuily taxable.

When more than one annuitant is or was entitled to a contributory amount’ paid under the same
railroad account number, any eligible annuitant may not use the entire employee contribution amount
shown on their Form RRB-1099-R for themselves. They must first determine the amount of the total
employee contribution amount they are individually entitled to use. That means determining: -

1. The portion of the total employee contribution amount still potentially available for use, and

2 The portion of that amount that must be shared by those eli glble annuitants current]y receiving

' contnbutory amounts paid. ' :

7 How are contnbutory and noucontrlbutory pensmn amounts taxed"

Amounts shown on Form RRB-1099-R are treated like pnvate pensmns and taxed either as
contributory pensmn amounts or as noncontnbutory pension amounts. The NSSEB porhon of tier
and tier 1T (shown as the contnbutory amount paid on the statement) are contnbutory pension amounts.
Contnbutory pension amounts may be fully taxable or parually taxable dependmg on the presence and
use (recovery) of the employee contribution amount. Vested dual benefits and supplemental annuities
are cons1dered noncontnbutory penszon amounts Noncontnbutory penswn amounts are always fully
taxable.

For armmtants with annulty begmnmg dates before J uiy 2, 1986 the contnbutory amount paxd is
fully taxable. These annuitants cannot use the employee contnbutlon amount to compute a nontaxable
amount of their conmbutory amount paid because their employee contribution amount has been fully
recovered Since the contnbutory amount paid is fully taxabIe the total g‘[‘OSS pension paid in Item 7
of Form RRB- 1099~R is fully taxable. : '

For annuitants with annuity begmmng dates from J uly 2, 1986 through December 31, 1986 the
contrlbutory amount paid is partlally nontaxable for the life of the annuitant. These annuitants may
use some or all of the empioyee contribution amount to compute the nontaxable amount of their
conmbutory amount paid. Once that nontaxable amount is computed, it does not need to be
recomputed and can be used for each fax year unless there is a change in the employee contribution
amount, annuity begifining date, date of birth used to determine life expectancy, or the number of
eligible annuitants receiving contributory amounts paid. Therefore, the total gross pension paid in
Item 7 of Form RRB-1099-R may be partially taxable.

- For annuitants with annuity beginning dates effective January 1, 1987, and later, the contributory
amount paid s partially nontaxable for a specified period of time based on life expectancy as -
determined by IRS actuaria) tables. These annuitants may use some or all of the employee
contribution amount-to compute the nontaxable amount of their contributory amount paid. Once that
nontaxable amount is computed, it does not need. to be recomputed and can be.used for each tax year
unless there is a change in the employee contribution amount, annuity beginning date, date of birth_
used to determine life expectancy, or the number of eligible annuitants receiving contributory amounts
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paid. Therefore, the total gross pension paid.in Item 7 of Form RRB-1099-R may be partially taxable.
However, once the specified life expectancy is met; the employee contribution amount is
considered fully used up, and the contributory amount paid and total gross pension paid are
now fully taxable. - : _ o _

The contributory amounts paid of disabled employee annuitants under minimum retirement age
are fully taxable and these annuitants cannot use the employee contribution amount. Therefore, the
total gross pension paid in Item 7 of Form RRB-1099-R is fully taxable, (Minimum retirement age is
generally the age at which individuals could retire based on age and service, which is age 60 with 30
or more years of railroad service or age 62 with less.than 30 years of railroad service.) However, once
the disabled employee annuitant reaches minimum retirement age, the annuitant may use the
employee contribution ameunt shown on Form RRB-1099-R to compute the nontaxable amount
of his or her contributory amount paid.

The RRB does not calculate the nontaxable amount of the contributory amount paid for
annuitants., Annuitants should contact the IRS or their own tax preparer for assistance in calculating
the nontaxable amount of their contnbutory amount paid. For more information on the tax treatment
of the contributory amount palcl vested dual beneﬁts supplemental annumes the employee
contributions amount, and how to use the IRS actuarial tables, annuitants should refer to IRS
Publication 939, General Rule for Pensions and Annuities, and IRS Publ1cat1on 575, Pension and
Annuity Income.

8. Does Form RRB 1099- R show the taxable amount of any contnbutory rallroad retlrement
benefits or just the total amount of such benefits paid during the tax year? -

Since 1993 (tax year 1992) Form RRB 1099-R shows the total amount of any contﬂbutory
railroad retirement benefits (NSSEB and tier H) paid durmg the tax year. The RRB does not calculate
the taxable amounts. It is up to the annuitant to determine the taxable and noritaxable (tax-free)
amounts of the contnbutory amount paid usmg the employee contnbutlons amount. '

9. Canan employee s contributions amount change? _

Yes. The employee contributions amount shown on Form RRB-1099-R is based on the latest
railroad service and earnings information avmlable on the RRB’s récords. Railroad service and
eammgs information (and the correspondm g employee contributions amount) often changes in the first
year after an employee retires from railroad service. That i is when the employee’s final railroad
service and earnings mformatlon is fumlshed to the RRB by his or her employer. As a result, the ~
employee contributions amount shown on the most recent Form RRB-1099- R may have mcreased or
decreased from a prev:ously-lssued Form RRB 1099-R. '

Any change in an employee contributions amount is fu]l y retroactive to the rallroad retIrement
annuity beginning date. Therefore, the nontaxable amount of the eontnbutory amount pa1d should be
recomputed This could affect the taxable amounts reported to the TRS on prior income tax returns.
Generally, an increase in the employee contributions amount is advantageous as it will yield a larger
tax-free amount. However, a decrease in the employee contnbutlons amount may be chsadvantageous
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since it may result in an increased tax liability. In any case, annuitants should determine if any change
in their employee contributions amount would require them to file original or amended Federal income
tax returns for prior tax years. ' : S

10. What if a person receives social security as well as railroad retirement benefits?

Railroad retirement annuitants who also received social security-benefits during the tax year
receive a Form SSA=1099 (or Form SSA-1042S if they are nonresident aliens) from the Social -
Security Adrinistration. They should add the net social security equivalent or special guaranty
amount shown on Form RRB-1099 (or Form RRB-10428) to the net'social security income amount
shown on Form SSA-1099 (or Form SSA-1042S) to get the correct total amount of these benefits.
They should then entér this total on the Social Security Benefits Worksheet in-the instructions for
Form 1040 or 1040A to determine if part of their social security and railroad retirement social security
equivalent benefits is taxable income. :

Additional information ort the taxability of these benefits can be-found inIRS Publication 915,
Social Security and Equzvalenr Railroad Retirement Benefits.

11. Are the residual lump sums, lump-sum death payments or separanon allowance lump-
sum amounts paid by the RRB subject to Federal income tax? o -

No. These amounts are nontaxable and are not subject to Federal i 1ncome tax. The RRB does not
report these amounts on statements. '

12. Are Federal income taxes withheld from railroad retirement annuities?
| Yes and the amounts withheld are shown on the statements 1ssued by the RR] each year.
However, an annuitant may request that Federal i mcome taxes not be WIthheld unless the annultant isa
nonre31dent allen or aU.s. 01t12en hvmg out31de the Umted States '

Annmtants can voluntarily choose to have Federal i income tax w1thheld from thelr SSEB payments.
To do so, they must complete IRS Form W-4V, Voluniary W;rhholdmg Request and send it to the
RRB. They can choose withholding from their SSEB payments at the fo]lowmg rates: 7 percent,
10 percent, 15 percent, or 25 percent.

Armu;tants who wish to have Federal income taxes withheld from theif NSSEB and tier II
(contributory amount paid), vested dual benefit, and supplemental annulty payments must complete a
tax w1thhold1ng electlon on Form RRB W-4P, Wzthholdmg Certificate For Railroad Retirement
Payments, and send it to the RRB. An annuitant is not required to file Form RRB W-4P. If that form
is not filed, the RRB will withhold taxes only if the combined portlons of the NSSEB and tier It
(contnbutory amount paid), vested dual benefit and supplemental annulty payments are equal to or
greater than $1,497. In that case, the RRB withholds taxes as if the annuitant were married and
clanmng three allowances

13. How is tax thhholdmg applied to the rallroad retlrement benefits of nonresident aliens?

A nonremdent alien is a person who i is nelther a citizen nor a resident of the Umted States. Under
the Internal Revenue Code nonresident aliens are subject to a 30~percent tax on income from sources
within the United States not connected to a U.S. trade or business. The 30- -percent rate applies to all
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annuity payments exceeding social security equivalent payments and to 85 percent of the annuity -
portion treated as a social security benefit. The Code also requires the RRB to withhold the tax. The-
tax can be at a rate lower than 30 percent-or can be eliminated entirely if a tax treaty between the
United States and the country of residence provides such an exemption, and the nonresident alien
completes and sends Form RRB-1001, Nonresident Questionnaire, to the RRB. Form RRB-1001
secures citizenship, residency and tax treaty claim information for nonresident beneficiaries
{(nonresident-aliens or U.S. citizens residing outside the United States). . .

Form RRB-1001 is sent by the RRB to nonresident aliens every three years to renew the claim for
a tax treaty exemption. Failure by a nonresident alien to complete Form RRB-1001 will cause loss
of the exemption until the exemption is renewed. Such renewals have no retroactivity. .Also,-a
nonresident alien must include his or her United States taxpayer identifying number .on :
Form RRB-1001. Otherwise, any tax treaty exemption claimed on the form is not valid. The majority
of nonresident aliens receiving annuities from the RRB are citizens of Canada, which has a tax treaty -
with the United States. . - - _

If a Canadian citizen claims an exemption under the tax treaty, no tax is withheld from the annuity
portion equivalent to a social security benefit and a withholding rate of only 15 percent is applied to
those annuity payments exceeding social security equivalent payments. :

~ Additional information concerning the taxation of nonresident aliens can be found in IRS
Publication 519, U.S. Tax Guide for Aliens. ' -

14. Are unemployment benefits paid tinder the Railroad Uneni-pl-oyment Insurance Act
subject to Federal income tax? :

All unemployment benefit payments are subject to Federal income tax. Each January the RRB
sends Form 1099-G to individuals, showing the total amount of railroad unemployment benefits paid
during the previous year. |

15. Are sickness benefits paid by the RRB subject to Federal income tax?

Sickness benefits paid by the RRB, except for sickness benefits paid for on-the-job injuries, are
subject to Federal income tax under the same limitations and conditions that apply to the taxation of
sick pay received by workers in other industries. Each January the RRB sends Form W-2 to affected
beneficiaries. This form shows the amount of sickness benefits that each beneficiary shouid include in
his or her taxable income.

16. Does the Board withhold Federal income tax from unemployment and sickness benefits?

The RRB withholds Federal income tax from unemployment and sickness benefits only if
requested to do so by the beneficiary. A beneficiary can request withholding of 10 percent of his or
her unemployment benefits by filing Form W-4V with the Board. A beneficiary can request
withholding from sickness benefits by filing Form W-4S.
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17. Are railroad retirement and railroad unemployment and sickness benefits paid by the
RRB subject to State income taxes? - . :

The Railroad Retirement ahd Railroad Unemployment Insurance Acts specifically exempt these
benefits from State income taxes.

18. Can a railroad employee claim a tax credit on his or her Federal income tax return if the
employer withheld excess railroad retirement taxes during the year? -

If any one railroad employer withheld more than the annual maximum amount, the employee must
ask that employer to refund the excess. It cannot be claimed on:the employee's return.

"'19: Can a railroad employee working two jobs during the year get atax credit if excess
retirement payroll taxes were withheld by the employers?. - T :

Railroad employees who also worked for a nonrailroad social security. covered: employer in the
same year may, under certain circumstances, receive a tax credit equivalent to any excess social
security taxes withheld. ' . E

Employees who worked for two or more railroads during the year, or who had tier I taxes withheld
from their RRB sickness benefits in addition to their railroad earnings, may be eligible for a tax credit
of any excess tier I or tier I railroad retirement taxes withheld. : The amount of tier I taxes withheld
from sickness benefits paid by the RRB is shown on Form W-2 issued to affected beneficiaries.
Employees who had tier I taxes withheld from their supplemental sickness benefits may also be
eligible for a tax credit of any excess tier I tax.

Such tax credits may be clalmcd on an employee’s Federal inceme tax return.

Employees who worked for two or more railroads, received sickness beneﬁts or had both railroad
retirement and social security taxes withheld from their earnings should see IRS Publication 505, Tax
Withholding and Estimated Tax, for information on how to figure any excess railroad retirement or-
social security tax withheld.
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Railroad Retirement Survivor Benefits

Monthly benefits may be payable under the Railroad Retirement Act to the surviving widow(er),
children, and certain other dependents of a railroad employee if the employee was “insured” under that
Act at the time of death. Lump-sum death benefits may also be payable to qualified survivors in some

Cases.

The following questions and answers describe the survivor benefits payable by the Railroad
Retirement Board (RRB) and the eligibility requirements for these benefits.

1. What are the general service requirements for railroad retirement survivor benefits?

With the exception of one type of lump-sum death benefit, eligibility for survivor benefits depends
on whether or not a deceased employee was “insured” under the Railroad Retirement’ Act. An
employee is insured if he or she has at least 10 years of railroad service, or 5 years performed after
1995, and a “current connection” with the railroad industry at the time of retirement or death,
whichever occurs first.

Generally, an employee who worked for a railroad in at least 12 months in the 30 months
immediately preceding the month his or her railroad retirement annuity begins will meet the current
connection requirement. If an employee dies before retirement, railroad service in at least 12 months
in the 30 months before death will meet the current connection requirement for the purpose of paying

survivor benefits.

If an employee does not qualify on this basis, but has 12 months of service in an earlier 30-month
period, he or she may still meet the current connection requirement. This alternative generally applies
if the employee did not have any regular employment outside the railroad industry after the end of the
last 30-month period which included 12 months of railroad service and before the month the annuity
begins or the date of death.

Full or part-time work for a nonrailroad employer in the interim between the end of the last
30-month period including 12 months of railroad service and the beginning date of an employee’s
annuity, or the date of death if earlier, can break a current connection.

Self-employment in an unincorporated business will not break a current connection; however,
self-employment can break a current connection if the business is incorporated.
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Working for certain U.S. Government agencies -- Department of Transportation, National
Transportation Safety Board, Surface Transportation Board (the former Interstate Commerce
Commission), National Mediation Board, Railroad Retirement Board, Transportation Security
Administration -- will not break a current connection. Neither State employment with the Aldska -
Railroad, so long as that railroad remains an entity of the State of Alaska, nor non-creditable Canadian
railroad service will break a current connection.

In some cases, a current connection may be deemed for survivor benefit purposes for employees
with 25 years of service who were involuntarily terminated without fault from the rail industry on or
after October 1, 1975, and did not thereafter-decline an offer of employment in the same class or craft
in the rail industry, regardless of the distance to the new position.

Once a current connection is established at the time the railroad retirement annuity begins, an
employee never loses it no matter what kind of werk is performed thereafter.

2. What if these service requirements are not met?

If a deceased employee did not have an insured status, jurisdiction of any survivor benefits payable
is transferred to the Social Security Administration and survivor benefits are paid by that agency
instead of the RRB. Regardless of which agency has jurisdiction, the deceased employee’s railroad
retirement and social security credits will be combined for benefit. computation purposes.

3. What are the age and other eligibility requiremehts for widow(er)s?

- Widow({er)s’ benefits are payable at age 60 or over. They are payable at any age if the widow(er)
is caring for an unmarried child under age 18 of the deceased employee or a disabled child of any age
who became permanently disabled before age 22. Widow(er)s’ benefits are also payable at ages 50-59
if the widow(er) is permanently disabled and unable to work in any regular employment. The
disability must have begun within 7 years after the employee’s death, 7 years after the termination of
an annuity based on caring for a child, or 7 years after the termination of an earlier entitlement to a
disability annuity. A 5-month waiting period is required after the onset of disability before disability
payments can begin.

Generally, the widow(er) must have been married to the employee for at least 9 months prior to
death, uniess she or he was the natural parent of their child, the employee s death was accidental or
while on active duty in the U.S. Armed Forces, the widow(er) was potentially entitled to certain
railroad retirement or social security benefits in the month before the month of death, or the marriage
was postponed due to State restrictions on divorce due to mental incompetence or similar incapacity.

4. Can surviving diverced spouses and remarried widow(er)s also qualify for benefits?

Survivor benefits may also be payable to a surviving divorced spouse or remarried widow(er)
under certain conditions, but benefits are limited to social security level tier I amounts and therefore
are generally less than the total of the tier I and tier II benefit amounts otherwise payable by the RRB.
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A surviving divorced spouse may qualify for social security level tier I benefits if she or he was .
married to the employee for at least 10-years, and is age 60 or older (age 50 if disabled). A surviving .
divorced spouse who is unmarried can qualify at any age if caring for the employee’s child and the
child is under age 16 or disabled, in which case the 10-year marriage requirement does not apply. A
widow(er) or surviving dworced spouse who remarries after age 60, or a disabled w1dow(er) or
disabled surviving divorced spouse who remarries after age 50 may also receive benefits; however,
remarriage prior to age 60 (or age 50 if disabled) would not prevent eligibiiity if that remarriage ended.
Such social security fevel benefits may also be paid to a younger widow(er) or surviving divorced
spouse caring for the employee’s child who is under age 16 or disabled, if the rermarriage is to 4 person.
receiving railroad retirement or social security benefits or the remarriage ends.

5. When are survivor benefits payable to children and other dependents?

Monthly survivor benefits are payable to an unmarried child under age 18, and to an unmarried
child age 18 in full-time attendance at an elementary or secondary school until the student attains age
19 or the end of the school term in progress when the student attains age 19. In most cases where a
student attains age 19 during the school term, benefits are limited to the two months following the
month age 19 is attained. An unmarried disabled child over age 18 may qualify if the child became
totally and permanently disabled before age 22. An unmarried dependent grandchiid__ meeting any of
these requirements may also qualify if both the grandchild’s parents are deceased or diseb]ed.

Monthly survivor benefits are also payable to a surviving parent at age 60 who was dependent on
the employee for at least half of the parent’s support. If the employee was also survivedbya
widow(er), surviving divorced spouse or child who can quahfy for benefits, the parent’s annuity is
limited to the tier I amount.

6. How are railroad retirement w.idow_(er)s" benefifs computed?

The tier I amount of a two-tier survivor benefit is based on the deceased employee’s combined
railroad retirement and social security earning credits, and is computed using social security formulas.
In general, the survivor tier I amount is equal to the amount of survivor benefits that would have been
payable under social security.

December 2001 legislation established an “initial minimum amount” which yields, in effect;a .
widow(er)’s tier II benefit equal to the tier IF benefit the employee would have received at the time of
the award of the widow(er)’s annuity, minus any applicable age reduction. - : :

However, such a tier H benefit will not receive annual cost-of-living increases until such time as
the widow(er)’s annuity, as computed under prior law with all interim cost-of-living increases
otherwise payable, exceeds the widow(er)’s annuity as computed under the initial minimum amount:
formula. _ o, o :

The average annuity awarded to widow(er)s in fiscal year 2005, excluding remarried widow(et)s
and surviving divorced spouses, was $1,412 a month. Children received $1,023 a. month, on the

{More)



4-

average. Total family benefits for widow(er)s with children averaged $2,916 a month. The average
annuity awarded to: remarned mdovv{er)s or surviving divorced spouses in fiscal year 2005 was $802 a
month.

Tn any case, a widow(er) who received a spouse annuity from the RRB is guaranteed that the
amount of any widow(er)’s benefit payable will never be less than the annuity she or he was receiving
as a spouse in the month before the employee dled

7. Are survivor benef’ ts sub_]ect to any reductlon for early retn'ement or dlsablllty
retirement?

Yes. The eligibility age for a full widow(er)’s annuity is gradually riéing from 65 to0 67. A
widow(er), surviving divorced spouse or remarried widow(er) whose annuity begins at full retirement
age or later receives the full tier T amount unless the deceased employee received an annuity that was
reduced for early retirement. For a disabled widow(er), disabled surviving-divorted spoase or disabled
remarried widow(er), the maximum reduction is 28.5 percent, even if the annuity begins at age 50.
For a 's'urviving'div'orced spouse or remarried widow(er), full retirement age increases but the
maximum reductlon is 28.5 percent. The eligibility age for a full widow{er)’s annuity is gradually
rising from age 65 to age 67. The maximum age réductions will range from 17.1 percent to 20.36
percent, depenchng on the widow(er)’s date of birth. 'For survivor annuitants, full retirement age
ranges from age 65 for those bomn before 1940 to age 67 for those born in 1962 or later. -

8. Are these benefits :subject to offset for the receipt of other benefits? |

Under the Railroad Retiremerit Act, the tier I portion of a survivor annuity is subject to reduction if
any social security benefits are also payable, even if the social security benefit is based on the
survivor’s own earnings. This reduction follows the principles of social security law which, in effect,
limit payment to the highest of any two or more benefits payable to an individual at one time.

The tier I portion of a widow(er)’s annuity may also be reduced for the receipt of any Federal,
State or local government pension based on the widow(er)’s own earnings. The reduction generaily
does not apply if the employment on which the public pension is based was covered under the Social
Security Act throughout the last 60 months of public employment. (This 60-month requirement is
being phased in over a 5-year period ending March 1, 2009, and there are some exceptions.) However,
most military service pensions:and payments from the Department of Veterans Affairs will not cause a
reduction. For those subject to-the public pension reduction, the tier I reduction is equal to 2/3 of the
amount of the public pensmn _

A survivor-annuitant should noufy the: RRB promptly if she or he becomes entitled to any such
benefits. - :

9. What if a widow(er) was also a railroad employee and is eligible for a railroad retirement
employee annuity as well as monthly survivor benefits? _

If both the widow or widow(er) and the deceased employee started railroad employment after -
1974, the survivor annuity payable to the widow{(er) is reduced by the amount of the employee

annuity.
(More)
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If either the deceased employee or the survivor annuitant had some service before 1975 but had not
completed 120 months of railroad service before 1975, the employee annuity and the tier II portion of
the survivor annuity would be payable to the widow{er). The tier I portion of the survivor annuity
would be payable only to the extent that it exceeds the tier I portion of the employee annuity.

A special guaranty applies if either the deceased employee or the survivor annuitant completed 120
months of railroad service before 1975. In effect, the widow, or dependent widower, would receive
both an employee annuity and a survivor benefit, without a full dual benefit reduction.

10. What types of lump-sum death benefits are payable under the Railroad Retirement Act?

There are two kinds of lump-sum death benefits payable in some cases to survivors. A lump-sum
death benefit for burial expenses is payable to certain survivors of an employee with an “insured”
status under the Railroad Retirement Act if no survivor is immediately eligible for a monthly benefit
when the employee dies. If the employee had 10 years of service prior to 1975, this lump-sum death
benefit is payable to the widow{er) if she or he were either living with or supported by the employee at
the time of death, or if the employee were under a court order for support. Also, if such an employee
was not survived by a qualified widow(er), the lump-sum may be paid to the funeral home or the payer
of the funeral expenses, but the amount paid cannot exceed the actual costs involved. However, if the
employee did not have 10 years of service before 1975, the lump-sum may be paid only to the
widow(er) living in the same household as the employee at the time of the employee’s death.

The amount payable depends primarily on whether the deceased employee was credited with 10
years of service before 1975, in which case the average benefit is about $900. In all other cases where
a lump sum is payable, the lump-sum benefit is $255.

The Railroad Retirement Act also provides, under certain conditions, a residual lump-sum death
benefit which ensures that a railroad family receives at least as much in benefits as the employee paid
in railroad retirement taxes before 1975. An “insured” status under the Railroad Retirement Act is not
required for payment of this benefit, which is, in effect, a refund of an employee’s pre-1975 railroad
retirement taxes, after subtraction of any benefits previously paid on the basis of the employee’s
service. This benefit is seldom payable.

11. How does a person get an estimate of, or apply for, survivor benefits?

To apply for any railroad retirement benefit, call or visit the nearest RRB field office. Active or
retired employees who are concerned about the amount of benefits which would be payable to their
survivors may also receive estimates from the nearest RRB field office.

Applications for railroad retirement or survivor benefits are generally filed at one of the RRB’s
field offices, or with an RRB representative at one of the office’s Customer OutReach Program
(CORP) service locations, or by telephone and mail. Persons can find the address and phone number
of the RRB office serving their area by calling the automated toli-free RRB Help Line at
1-800-808-0772, or from the RRB’s Web site at www.rrb.gov. Most RRB offices are open to the
public from 9:00 a.m. to 3:30 p.m. Monday through Friday, except on Federal holidays.
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Benefits Under Railroad Retirement and Social Security

Employers and employees covered by the Railroad Retirement Act pay higher retirement taxes
than those covered by the Social Security Act, so that railroad retirement benéfits remain higher than
social security benefits, especially for career employees. '

The following questions and answers show the differences in railroad retirement and social
security benefits payable at the close of the fiscal year ending September 30, 2005. It also shows the
differences in age requirements and payroll taxes under the two systems.

1. How do the average monthly railroad retirement and social security benefits paid to
retired employees and spouses compare?

The average age annuity being paid by the Railroad Retirement Board (RRB) at the end of fiscal
year 2005 to career rail employees was $2,165 a month, and for all retired rail employees the average
was $1,659. The average age retirement benefit being paid under social security was just under $960 a
month. Spouse benefits averaged $640 a month under railroad retirement compared to $465 under
social security. | | | | '

The Railroad Retirement Act also provides supplemental railroad retirement annuities of between
$23 and $43 a month, which are payable to employees who retire directly from the rail industry with
25 or more years of service.

2. Arethe benefits awarded to recent retirees generally greater than the benefits payable to
those who retired years ago?

Yes, because recent awards are based on higher average earnings. For career railroad employees
retiing at the end of fiscal year 2005, regular annuity awards averaged nearly $2,815 a month while
monthly benefits awarded to workers retiring at full retirement age under social security averaged
some $1,305. If spouse benefits are added, the combined benefits for the employee and spouse would
approximate $4,000 under railroad retirement coverage, compared to $1,960 under social security.
Adding a supplemental annuity to the railroad family’s benefit increases average total benefits for
current career rail retirees to $4,035 a month.

3. How much are the disability benefits currently awarded?

Disabled railroad workers retiring directly from the railroad industry at the end of fiscal year 2005
were awarded more than $2,435 a month on the average while awards for disabled workers under
social security averaged over $970.

(More)
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Whlle both the Railroad Retirement and Social Security Acts provide benefits to workers who are
totally disabled for any regular work, the Railroad Retirement Act also prov1des disability benefits -
“specifically for career employees who are disabled for work in their regular railroad occupatxo:n__ 5
Career employees may be eligible for such an occupational disability annuity at age 60 with I=0-"yeai's
of service, or at any age with 20 years of service.

4. Can railroaders retire at earlier ages than workers under social security?

Railroad employees with 30 or more years of creditable service are eligible for regular annuities
based on age and service the first full month they are age 60, and rail employees with Jess than 30
years of creditable service are eligible for regular annuities based on age and service the first full
month they are age 62.

No early retirement reduction applies if a rail employee retires at age 60 or older with 30 years of
service and his or her retirement is after 2001, or if the employee retired before 2002 at age 62 or older
with 30 years of service.

Early retirement reductions are otherwise applied to annuities awarded before full retirement age—
the age at which an employee can receive full benefits with no reduction for early retirement. This
ranges from age 65 for those born before 1938 to age 67 for those born in 1960 or later, the same as
under social security.

Under social security, a worker cannot begin receiving retirement benefits based on age until age
62, regardless of how long he or she worked, and social security retirement benefits are reduced for
retirement prior to full retirement age regardless of years of coverage.

5. Does social security offer any benefits that are not available under railroad retirement?

Social security does pay certain types of benefits that are not available under railroad retirement.
For example, social security provides children’s benefits when an employee'is disabled, retired or
deceased. Under current law, the Railroad Retirement Act only provides children’s benefits if the
employee is deceased.

However, the Railroad Retirement Act includes a special minimum guaranty provision which
ensures that railroad families will not receive less in monthly benefits than they would have if railroad
earnings were covered i)y social security rather than railroad retirement laws. This guaranty is
intended to cover situations in which one or more members of a family would otherwise be eligible for
a type of social security benefit that is not provided under the Railroad Retirement Act. Therefore, if a
retired rail employee has children-who would otherwise be eligible for a benefit-under social security,
the employee’s annuity can be increased to reflect what social security would pay the family.

(More)



6. How much are monthly benefits for survivors under railroad retirement and social
security?

Survivor benefits are generally higher if payable by the RRB rather than social security. At the
end of fiscal year 2005, the average annuity being paid to all aged and disabled widow(er)s averaged
$1,065 a month, compared to $910 under social security.

Benefits awarded by the RRB at the end of fiscal year 2005 to aged and disabled mdow(er)s of
railroaders averaged $1,410 a month, compared to $745 under social security.

The annuities being paid at the end of fiscal year 2005 to widowed mothers/fathers averaged
$1,390 a month and children’s annuities averaged $790, compared to $695 and $630 a month for
widowed mothers/fathers and children, respectively, under social security.

Those awarded at the end of fiscal year 2005 averaged $1,250 a month for widowed
mothers/fathers and $1,000 a month for children under railroad retirement, compared to $680 and $635
for widowed mothers/fathers and children, respectively, under social security.

The benefits to aged and disabled widow(er)s and widowed mOthcrs/fathcr_s at t_he end of fiscal
year 2005 reflect a provision of the Railroad Retirement and Survivors® Improvement Act of 2001.

7. How do railroad retirement and social security lump-sum death benefit provisions differ?

Both the railroad retirement and social security systems provide a lump-sum death benefit. The
railroad retirement lump-sum benefit is generally payable only if survivor annuities are not
immediately due upon an employee’s death. The social security lump-sum benefit may be payable
regardless of whether monthly benefits are also due. Both railroad retirement and social security
provide a lump-sum benefit of $255. However, if a railroad employee completed 10 years of
creditable railroad service before 1975, the average railroad retirement lump-sum benefit payable is
$970. Also, if an employee had less than 10 years of service, but had at least 5 years of such service
after 1995, he or she would have to have had an insured status under social security law (counting both
railroad retirement and social security credits) in order for the $255 lump-sum benefit to be payable.

The social Security lump sum is generally only payable to the widow or widower living with the
employee at the time of death. Under railroad retirement, if the employee had 10 years of service
before 1975, and was not survived by a living-with widow or widower, the lump sum may be paid to
the funeral home or the payer of the funeral expenses.

The railroad retirement system also provides, under certain conditions, a residual lump-sum death
benefit which ensures that a railroad family receives at least as much in benefits as the employee paid
in railroad retirement taxes before 1975. This benefit is, in effect, a refund of an employee’s pre-1975
railroad retirement taxes, after subtraction of any benefits previously paid on the basis of the
employee’s service. This death benefit is seldom payable.

8. How do railroad retirement and social security payroll taxes compare?

Railroad retirement payroll taxes, like railroad retirement benefits, are calculated on a two-tier
basis. Rail employees and employers pay tier I taxes at the same rate as social security taxes,

(More)
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7.65 percent, consisting of 6.20 percent for retirement on earmngs up to $94,200 in 2006 and 1.45
percent for Medicare hospital insurance on all earnings.

In addition, rail employees and employers both pay tier Il taxes which are used to finance railroad
retirement benefit payments over and above social security levels.

Beginning with the taxes payable for calendar year 2004, tier II taxes on both employers and
employees are based on an average account benefits ratio. Depending on that ratio, the tier II tax rate
for employers will range between 8.20 percent and 22.10 percent, while the tier II tax rate for
employees will be between O percent and 4.90 percent. |

In 2006, the tier II tax rate on employees is 4.40 percent and on rail employers it is 12.60 percent
on employee earnings up to $69,900. '

9. How much are regular railread retirement taxes for an employee earning $94 200 in 2006
compared to social security taxes?

The maximum amount of regular railroad retirement taxes that an employee eaming $94,200 can
pay in 2006 is $10,281.90, compared to $7,206.30 under social security. For railroad employers, the
maximum annual regular retirement taxes on an employee earning $94,200 are $16,013.70 compared
to $7,206.30 under social security. Employees earning over $94,200, and their employers, will pay
mote in retirement taxes than the above amounts because the Medicare hospital insurance tax of 1.45
percent is apphed to all earnings.
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Credit for Military Service Under the Railroad Retirement Act

Many railroad employees have at some time served in the Armed Forces of the United States.
Under certain conditions, their military service may be credited as rail service under the Railroad
Retirement Act.

The following questions and answers provide informnation on how military service may be credited
towards railroad retirement benefits.

1. Under what conditions can military service be credited as railroad service?

The intent behind the crediting of military service under the Railroad Retirement Act is to prevent
career railroad employees from losing retirement credits while performing active duty rnilitafy service -
during a war or national emergency period. Therefore, to be creditable as railroad service under the
Railroad Retirement Act, active duty service in the U.S. Armed Forces must be preceded by railroad
service in the same or preceding calendar year. With the exceptions noted later, the employee must
also have entered military service when the United States was at war or in a state of national
emergency or have served in the Armed Forces involuntarily. Military service is involuntary when an
employee is required by law, such as Selective Service System conscription or troop call-up from a
reserve unit, to leave railroad service to perform active duty military service.

Only active duty military service is creditable under the Railroad Retirement Act. A person is
considered to have been on active duty while commissioned or enrolled in the active service of the

Armed Forces of the United States (including the U.S. Coast Guard); or while ordered to Federal
active duty from any reserve component of the uniformed Armed Forces.

2. What are some examples of creditable service performed by a member of a reserve
component, such as the Army Reserve? '

Any military service a reservist was required to perform as a result of a call-up to active duty, such
as during the current partial mobilization, would be creditable under the Railroad Retirement Act, so
long as the military service was preceded by railroad service in the same or preceding year.

Annual training duty as a member of a reserve component of a uniformed service is also
considered active duty and may be creditable, provided the employee service requirement is met. The

{(More)



penod of active duty for training also includes authorized travel time to and from any such trammg
duty. However, weekend alone or evening reserve duty is not credltable

Active duty in a State National Guard or State Air National Guard unit may be creditable only -
while the reservist was called to Federal active duty by the Congress or President of the United States. -
Emergency call-up of the National Guard by a governor for riot or flood control would not be
creditable.

3. What are the dates of the war or national_ emergency periods?
The creditable periods that affect current refirements are:

¢ September 8, 1939, through June 14, 1948.

» December 16, 1950, through September 14, 1978.

e August 2, 1990, to date as yet undetermined.

If military service began during a war or national emergency period, any active duty service the
employee was required to continue in beyond the end of the war or national emergency is creditable,
except that voluntary service extending beyond September 14, 1978, is not creditable.

Railroad workers who voluntarily served in the Armed Forees between June 15, 1948, and
December 15, 1950, when there was no declared national state of emergency, can be given railroad
retirement credit for their military service if they:

» performed railroad service in the year they entered or the year before they entered military
service, and;

» returned to rail service in the year their military service ended or in the following year, and;

e had no intervening nonrailroad employment.

4. How can military service be used to increase benefits paid by the Railroad Retirement
Board?

Railroad retirement annuities are based on length of service and earnings. If military service is
creditable as railroad service, a person will receive additional compensation credits for each month of
creditable military service and railroad service credit for each active rmhtary service month not already
credited by actual railroad service.

Creditable military service may be used in addition to regular railroad service to meet certain
service requirements, such as the basic 10-year or 5-year service requii'errients for a regular annuity,
the 20-year requircment for an occupational disability annuity before age 60, the 25-year requirement
for a supplemental annuity, or the 30-year requirement for early retirement benefits.

(More)



5. Can United States Merchant Marine service be creditable for railroad retirement
purposes? :

No. Service with the Merchant Marine or civilian employment with the Department of Defense is
not creditable, even if performed in wartime.

6. Are railroad retirement annuities based in part on military service credits reduced if
other benefits, such as military service pensions or payments from the Department of Veterans
Affairs, are also payable on the basis of the same military service?

No. While railroad retirement employee annuities are subject to reductions for dual entitlement to
social security benefits and, under certain conditions, Federal, State, or local government pensions, as
well as certain other payments, railroad retirement employee annuities are always exempt from
reduction for military service pensions or payments by the Department of Veterans Affairs.

7. Are the unemployment and sickness benefits payable by the Railroad Retirement Board
affected if an employee is also receiving a military service pension?

Yes. The unemployment and sickness benefits payable by the Board are affected if a claimant is
also receiving a military service pension. However, payments made by the Departiment of Veterans
Affairs will not affect railroad unemployment or sickness benefits.

When a claimant is receiving a military service pension or benefits under any social insurance law
for days in which he or she is entitled to benefits under the Railroad Unemployment Insurance Act,
railroad unemployment or sickness benefits are payable only to the extent to which they exceed the
other payments for those days. In many cases, the amount of a military service pension precludes the
payment of unemployment or sickness benefits by the Board. Examples of other such social insurance
payments are civil service pensions, firefighters’ and police pensions, and workers’ compensation
payments. Claimants should report all such payments promptly to avoid having to refund benefits
later.

8. Can proof of military service be filed in advance of retirement?

Raiiroad employees are éncouraged to file proofs of their military service well in advance of
retirement. The information will be recorded and stored electronically until they actually retire. This
will expedite the annuity application process and avoid any delays resulting from inadequate proofs.

If employees do not have an official record of their military service, their local Railroad
Retirement Board office will explain how to get acceptable evidence. All evidence brought or mailed
to a Board office will be handled carefully and returned promptly. ‘

9. How can an employee get more information about the crediting of military service by the
Railroad Retirement Board?

For more information, an employee should contact the nearest office of the Railroad Retirement
Board. Most Board offices are open to the public from 9:00 a.m. to 3:30 p.m., Monday through
Friday, except on Federal holidays.

(More)



Employees can find the address and phone number of the Board effice serving their area by calling
the automated toll-free RRB Help Line at 1-800-808-0772. They can also get this information from
the Board’s Web site at www.rrh.gov.
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. Acting for Impaired Railroad Retirement Beneficiaries

The Railroad Retirement Board’s policy is that every annuitant has the right to manage his or her
own benefits. However, when physical or mental impairments make a railroad retirement annuitant
incapable of properly handling benefit payments, or where the Board determines that the interests of
the annuitant so require, the Board can appoint a representative payee to act on the annuitant’s behalf.
A representative payee may be either a person or an organization selected by the Board to receive
benefits on behalf of an annuitant.

The following questions and answers provide 1nformat10n for fannly members, or others who may
have to act on behalf of an annuitant.

1. Does the Railroad Retirement Board have legal authority to appoint a representative
payee for an annuitant? - |

The Railroad Retirement Act gives the Board authority to determine whether direct payment of
benefits, or payment to a representative payee, will best serve an annuitant’s interest. The Board can
appoint a representative payee regardless of whether there has been a legal finding of incompetence or
commitment and, depending on the circumstances in a particular case, the Board can select someone -
other than the individual’s legal representative to be the representative payee.

2. What if a person has been given power of attorney by a beneficiary?

Power of attorney is a legal process where one person grants another the authority to transact.
certain business on his or her behalf; but the Railroad Retirement Board, like the Social Security
Administration, does not recognize power of attorney for purposes of managing benefit payments for a
beneficiary. For this purpose, the Board uses the position of representative payee.

3. Why doesn’t the Board recognize power of attorney?

The Railroad Retirement Act protects a person’s right to receive benefits directly and to use them
as he or she sees fit by prohibiting the assignment of benefits. Power of attorney creates an
assignment-like situation that is contrary to the protections given by this law. The Act likewise gives
the Board exclusive jurisdiction in determining whether to appoint a representative payee for an
annuitant. If the Board recognized power of attorney, the Board would be deferring to a designation
made by someone outside of the agency and would, in effect, be abdicating its responsibility to the
annuitant.

(More)



Also; events often occur which may affect an annuitant’s eligibility for benefits. The responsibility
for reporting these events to the Board is placed, by law, directly on the annuitant or the annuitant’s L
representative payee. When benefits are accepted, the annuitant or his or her payee attests toa =~ -
continued eligibility for such benefits. And if payments are misused, they can be recouped ﬁ'omthe '
payee. This is not true with power of attorney.

4. How are these representative payees selected?

Generally, the Board’s local field offices determine the need for a representative payee and
interview potential payees. The field office also advises the payee of his or her duties, monitors the
payee, investigates any allegatlons of misuse of funds, and changes the method of payment, or the
payee, when appropriate.

The Board provides 15 days’ advance notice to an annuitant of its intent to appoint a representative
payee, and the name of the payee, in order to allow the annuitant a period of time in which to contest
the appointment.

5. What are the primary duties and responsibilities of a representative payee?

The payee:must give first consideration to the annuitant’s day-to-day needs. This includes paying
for food, shelter, clothing, medical care and miscellaneous personal needs. Beyond day-to-day needs,
railroad retirement benefits may be used for other expenses.

The payee is also responsible for reporting events to the Board that affect the individual’s annuity,
and is required to account for the funds received on behalf of the annuitant.

In addition, since railroad retirement benefits are subject to Federal income tax, a representative
payee is responsible for delivering the benefit information statements issued each year by the Board to
the person handling the annuitant’s tax matters.

Periodically, the payee will be asked to complete a report which includes questions regarding how
much of the railroad retirement benefits available during the year were used for the support of the -
beneficiary, how much of the benefits were saved, and how the savings were invested. In order to
complete the questionnaire correctly, a payee must keep current records of the railroad retirement
benefits received and how the benefits were used. The records should be retained for four years.

6. What are a representative payee’s primary responsibilities for an annuitant’s Medicare
coverage?

When an annuitant requires covered medical services, the payee must have the annuitant’s
Medicare card available. The payee must also keep records of the services received and the expenses
incurred or paid, just-as for any other usage of railroad retirement benefits.

(More)



7. What if an annuitant is confined to an institution?

When annuitants are in a nursing home, hospital or other institution, their railroad retirement
benefit payments should be used to meet the charges for their current maintenance. Current
maintenance includes the usual charges the institution makes for providing care and services,

The payee should use the benefit payments fo aid in the annuitant’s possible recovery or release
from the institution, or to improve his or her living conditions while confined. Payments may be used
to provide such items as clothing, personal grooming supplies, transportation of relatives to visit the
patient, trial visits to relatives, medical and dental care, and reading materials and hobby supplies.

8. How should railroad retirement benefits not immediately required to meet an annuitant’s
nieeds be handled?

Benefit payments which will not be needed in the near future must be saved or invested unless they
are needed for the support of the annuitant’s legally dependent spouse or child, or to pay creditors
under certain circumstances. It is recommended that conserved funds be held in interest-bearing
accounts. Preferred investments are Federally-insured or State-insured accounts at financial
institutions and obligations of, or those backed by, the Federal Government, such as U.S. Savings
Bonds.

Funds should not be kept in the home where they may be lost or stolen, nor can they be mingled
with the payee’s own funds or other funds.

9. How can a person get more information about being appointed as a representative payee,
or whether the use of railroad retirement benefits for a particular purpose would be proper?

For more information, a person should contact the nearest office of the Railroad Retirement Board.
Most Board offices are open to the public from 9:00 a.m. to 3:30 p.m., Monday through Friday.

Persons can find the address and phone number of the Board office serving their area by calling the
automated toll-free RRB Help-Line at 1-800-808-0772. They can also get this information from the

Board’s Web site at www.1rb.gov.
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New Benefit Year for Railroad
Unemploymerit and Sickness Benefits

A new benefit year under the Railroad Unemployment Insurance Act begins July 1, 2006.
Administered by the Railroad Retirement Board (RRB), this Act provides fwo kinds of beneﬁts for
qualified railroaders: unemployment benefits for those who become unemployed but are ready,
willing and able to work; and sickness benefits for those who are unable to work because of sickness
or injury. Sickness benefits are also payable to female rail workers for periods of time when they are
unable to work because of pregnancy and childbirth.

The following questions and answers describe these benefits, their eligibility requirements, and
how to claim them.

1. What is the daily benefit rate payable in the new benefit year beginning July 1, 2006?

: Almost all employees will qualify for the new maximum daily benefit rate of $57, which increased
from $56 under indexing provisions reflecting the growth in average national wages. Benefits are
generally payable for days of unemployment or sickness in excess of four in biweekly claim periods,
which yields,$570 for each two full weeks of unemployment or sickness. However, sickness benefits
resulting from other than on-the-job injuries are subject to tier I railroad retirement payroll taxes for
the first six months after the employee last worked.

2. What are the ¢ligibility requirements for railroad unemployment and sickness benefits in
the new benefit year?

To qualify for normal railroad unemployment or sickness benefits, an employee must have had
railroad earnings of at least $2,875 in calendar year 2005, not counting more than $1,150 for any
month. Those who were first employed in the rail industry in 2005 must also have at least five months
of creditable railroad service in 2005.

Under certain conditions, employees with 120 or more months of railroad service who-do not.
qualify on the basis of their 2005 earnings may still be able to receive benefits in the new benefit year.
Employees with 120 or more months of service who received normal benefits in the benefit year
ending June 30, 2006, may be eligible for extendcd benefits, and employees with 120 or more months
of service might qualify for accelerated benefits if they have rail earnings of at least $2,987.50 in 2006,
not counting earnings of more than $1,195 a month.
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In order to qualify for extended unemployment benefits, a claimant must not have voluntarily quit
work without good cause and not have voluntarily retired. To qualify for extended sickness beneﬁts a
claimant must not have voluntarily retired and must be under age 65. -

To be eligible for accelerated benefits, a claimant must have 14 or more consecutive days of either
unemployment or sickness; not have voluntarily retired or, if claming unemployment benefits, quit
work without good cause; and be under age 65 when claiming sickness benefits.

3. How long arethese benefits payable?

Normal unemployment or sickness benefits are each payable for up to 130 days (26 weeks) ina
benefit year. The total amount of each kind of benefit which may be paid in the new benefit year
cannot exceed the employee’s railroad earnings in calendar year 2005, not counting earnings of more
than $1,485 per month.

If normal benefits are exhausted, extended benefits are payable for up to 65 days (13 consecutive
weeks) to employees with 10 or more years of service.

4. What is the waiting-period requirement for unemployment and sickness benefits?

Benefits are normally paid for the number of days of unemployment or sickness over four in
14-day claim periods. However, during the first 14-day claim period in a benefit year, benefits are
only payable for each day of unemployment or sickness in excess of seven which, in effect, provides a
one-week waiting period. Separate waiting periods are required for unemployment and sickness
benefits. However, only one seven-day waiting period is generally required during any period of
continuing unemployment or sickness, even if that period continues into a subsequent benefit year.

Initial sickness claims must also begin with four consecutive days of sickness.

5. Are there special waiting-period requirements if unemployment is due to a strike?
If a worker is unemployed because of a strike conducted in accordance with the Railway Labor

Act, benefits are payable for days of unemployment during 14-day claim periods after the first claim
period, but no benefits are payable for days of unemployment during the first 14 days of the strike.

If a strike is in violation of the Railway Labor Act, unemployment benefits are not payable to
employees participating in the strike. However, employees not among those participating in such an
illegal strike, but who are unemployed on account of the strike, may receive benefits after the first two
weeks of the strike. ‘ ,

While a benefit year waiting period cannot count toward a strike waiting period; the 14-day strike
waiting period may count as the benefit year waiting period if a worker subsequently becomes
unemployed for reasons other than a strike later in the benefit year.

6. Can employees in train and engine service recelve unemployment benefits for days when
they are standing by or laymg over between scheduled runs?

No, not if they are standing by or laying over between regularly assigned trips or they missed a
turn in pool service.

(More)
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7. Can extra-board employees receive unemployment bhenefits between jobs?

Yes, but only if the mﬂes and/or hours they actually worked were less than the equivalentof -
normal full-time work in their class of service dunng the 14-day cla:lm penod En.tltlement to beneﬁts
would also depend on the employee ] eanungs '

8. How would an employee’s earnings in a claim period affect his or her eligibility for
unemployment benefits?

If a claimant’s earnings for days worked, and/or days of vacation or paid leave, in a 14-day claim -
period are more than a certain indexed amount, no benefits are payable for-any days of unemployment -
in that period. That claim, however, can be used to satisfy the waiting period. ST -

Earnings include pay from railroad and nonrailroad work, as well as part-time work and self-
employment. Eamings also include pay that an employee would have earned except for a failure to
mark up or report for duty on time; or because he or she missed a turn in pool service or was-otherwise
not ready or wﬂlmg to work. For the benefit year that begms July 2006 the indexed amount is $1,150, -
which corresponds to the base year monthly compensation amount used in determining ehgablhty for - -
benefits in the new benefit year. _

9. How does a person apply for, as well as clalm, unemployment benefil:s" o

Claimants can file their applications for unemployment benefits, as well as thelr subsequent
biweekly claims, by mail or online.’ : - L

To apply by mail, clamlants must obtam an apphcauon frOm thelr labor orgamzatlon, employer
local RRB office or the agency’s Web site at www.rrb.gov. The completed application should be
mailed to the local RRB office as soon as possible and, in any case, must be filed within 30 days of the
date on which the claimant became unemployed or the first day for which he or she wishes to claim
benefits. Benefits may be lost 1f the applzcat:on is filed late. e

To file their apphcatzons --or ﬂlell‘ b;weekly clalms -- onlme, claimants must ﬁrst geta
PIN/Password and then estabhsh an RRB Internet Semces account. To do thlS they should click on -
“Benefit. Onhne Semces (MamLme)” and then chck on the “Creaie an account” link for d:u'ectlons on
establishing an RRB Internet Services account. At that time, to ensure security, they must apply fora
Password Request Code, which they will receive by mail in about 7 to 10 days. Once they establish
their online accounts, they will be able to file their applications and biweekly claims for .~ :
unemployment benefits as well as conduct othier business with the RRB over the Internet. - Employees -
are encouraged to establish online accounts while still employed so the account is ready if they ever
need to apply for these benefits or use other select RRB Internet services. - ‘Employees who haave
already estabhshed online accounts do not need to do so again,

The local RRB oﬁice reviews the completed appllcatlon, whether it was submitted by mail or
online, and notifies the claunant s current raifroad employer, and base-year employer if dlfferent The -'
employer has the opportumty to prov1de information about the beneﬁt apphcatlon R :
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After the RRB office processes the application, biweekly claim forms-are mailed to the claimant,
and are also made available on the RRB’s Web site, as long as he or she remains unemployed and
eligible for bene:ﬁts ‘The time for ﬁlmg a claim is 15 days. from the last day of the claim penod or 15
days from the date the claim form is mailed to the claimant or made available on the RRB’s Web site,
whichever is later. Claimants should not file both a paper claim and an online claim for the same

period.

Only one application needs to be filed during a benefit year, evenifa clatmant becomes -
unemployed more than once. However, a-claimant must, in such a case, request a claim form from an
RRB field office within 30 days of the first day for which he or she wants to resume claiming benefits.
These claims may also be filed by mail or online. L _ .

10. How does a person apply for sxckness ‘benefits?

An application for s1clmess benefits can be obtamed from rmlroad labor orgamzattons raﬂroad
employers; any RRB office or the agency’s Web site. An application. and adoctor’s statement of
sickness are required af the beginning of each. period of continuing sickness for which benefits are
claimed.

The RRB suggests that employees keep an application on hand for use in clmmmg sickness
benefits, and that family members kriow where the form is kept'and how-to use it. If an employee
becomes unable to work because of sickness or injury, the employee should complete the application
and then have his or her doctor complete the statement of sickness. If the employee.is too sick to
complete the apphcatton, someone else may do so. In such cases, a famtly member should also
complete the “Statement of Authonty to Act for Employee,” which accompames the statement of
sickness.

After complenon, the forms should be matled to the RRB’s headquarters in Clncago by the seventh
day of the illness or injury for which benefits are claimed. After the RRB receives the application and
statement of sickness and determines ehg1b1hty btweekly claim forms are mailed to the claimant for
completion. and return to an RRB field office for processmg, The claJm forms must be received at the
RRB within 30 days of the last day of the claim period, or within 30 days of the date the claim form
was matled to the cla.lmant whtchever 1s later. Beneﬁts may be lost if an apphcatlon or clalm is ﬁled
late. '

Although clalmants cannot currently ﬁle appheatlons or brweekly claslms for ral]road smlmess L
benefits over the Internet, the RRB:is plamamg to.add the online filing of sickness clamts in the ﬁ;ture

11 Isa. claunant’s employer notafied each time a blweekly elaxm for unempleyment or
sickness benefits is filed?

The Railroad Unemployment Insurance Act requires the RRB to notify the claimant’s base-year
employer ¢ach time a claim for beneﬁts is filed, and to glve that employer an oppoxtumty to submit
information relevant to the clann before the RRB makes an 1n1t1a1 determmatton on the clann In
addition, the claimant’s current employer is also notified. The RRB must also notlfy the claimant’s
base-year employer each time benefits are paid to a claimant. The base-year employer may protest the
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decision to pay benefits. ‘Such a protest does not prevent the timely. payment of benefits. However, a
claimant may be required to repay benefits if the employer’s protest is successful. ~

The RRB also ‘checks with other Federal agencies and all 50 States, as well as the District.of -
Columbia and Puerto Rico, to detect fraudulent benefit claims and it checks with physmans to venfy
the accuracy of” med1cai statements supportmg sickness benefit clalms

12. How long doés it take to receive payment?

Persons who file an apphcatmn for beneﬁts may expect to receive a claim form, or 2 declsmn on
their application, within 15 days of the date they filed their apphcatmn When they file blweekly
claims, they may expect to receive a payment or a decision on a‘claim, within 15 days of the date an
RRB office receives the claim form.- However, claims for some benefits may take longer to handle
than others if they are more complex, or if an RRB office has to get information from: other people or -
organizations. If this happens, claimants may expect an explanation and an estimate of the time
required to make a decision.

Claimants who think an RRB office made the wrong decision about their benefits have the right to
ask for review and to appeal. They will be notified of these rights each time an unfavorable decision is
made on their claims.

13. How are payments made?

Railroad unemployment and sickness insurance benefits are paid by Direct Deposit. With Direct
Deposit, benefit payments are made electronically to an employee’s bank, savings and loan, credit
union or other financial institution. New applicants for unemployment and sickness benefits will be
asked to provide information needed for Direct Deposit enrollment. Waivers are available to
individuals who determine that Direct Deposit would cause a hardship, and to individuals without
bank accounts.

14, Can elaimants access information online about their railroad unemployment and sickness
benefit payments?

Claimants can access information about their individual railroad unemployment insurance account
statements via the Internet. These account statements provide a summary of the unemployment and
sickness benefits paid under the Railroad Unemployment Insurance Act to rail employees.

This online service, called “RUIA Account Statement,” displays the type and amount of a
claimant’s last five benefit payments, the claim period for which the payments were made, and the
dates that the payments were approved. Claimants can also confirm the RRB’s receipt of their latest
application or claim for unemployment or sickness benefits, along with the receipt of any
supplemental doctor’s statement required to continue the payment of sickness benefits. In addition,
the service allows claimants to view the address currently on record for them and, if applicable, their
direct deposit information.

To use this service, claimants must get a PIN/Password and establish an Internet Services account,
as described in the answer to question 9.

MNars)
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15. How can claamants receive more mformanon on railroad: unemployment ‘or sickness . ...
benefits‘? . . . .

Claimants with questions about unemployment or sickness benefits should contact the nearest RRB
office. Most RRB offices are open to the public from 9:00 a.m. to 3:30-p.m., Monday through Friday,
except on Federal holidays. Claimants can find the address and phone number of the RRB office
serving their area, and also get information about their claims and benefit payments, by calling the toll-
free RRB Help Line at 1-800-808-0772. The RRB Help Line is an automated telephone service, .
available 24 hours a day, 7 days a week. Information about unemploymen:t or sickness claims and
benefit payments is available on the Help Line for those who have a Personal Identlﬁcation Number
(PIN), which is printed.on the back of each clann form mailed to the clalmant

In addition, most:of the toll-free Help Line services are avalla:ble ﬂxrough the RRB s Web siteat
wWww.ITh. gov, Whlch also includes pubhcatlons that may be dovmloaded. - : ,
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Dual Bénefit Payments

The payment of a railroad retirement annuity can be affected by entitlement to social security
benefits, as well as certain other government benefits. Such dual entitlement, if not reported to the -
Railroad Retirement Board (RRB), can resuit in benefit overpayments which have to be repaid,
sometimes with interest and penalties. The following questions and answers describe how dual benefit
payments are adjusted by the RRB for annuitants e11g1b1e for social secunty benefits and/or other

benefit payments.

1. How are dual beneﬁts paid to persons entitled to both railroad retlrement and social
security benefits?

Since 1975, if a railroad retirement annuitant is also awarded a social security benefit, the Social
Security Administration determines the amount due, but a combined monthly dual benefit payment
should, in most casés, be issued by the RRB after the railroad retirement annuity has-been reduced for
the social security benefit. L

2. Why is a railroad retirement annulty reduced when a social security benefit is also
payable?

The tier I portion of a raﬂroad retirement annmty is based on both the railroad retirement and
social security credits acquired by an employee and reflects what social security would pay if railroad
work were covered by social security. Tier I benefits are, therefore, reduced by the amount of any
actual social security benefit paid on the basis of nonrailroad cniploymcnt, in order to prévent a
duplication of benefits based on the same earnings. |

The tier I dual benefit reduction also applies to the annuity of an employee qualified for social
security benefits on the eamnings record of another person, such as a spouse. And, the tier T'portion of
a spouse or survivor annuity is reduced for any somal security entitlement, even if the social security -
benefit is based on the spouse’s or survivor’s own eammgs These reductions follow pnnmples of
social security law which, in effect, limit payment to the higher of any two or more benefits payable to

an individual at one time.

However, the tier II portion of a railroad retirement annuity is based on railroad service and
earnings alone, is computed under a separate formula, and is not reduced for entitlement to a social
security benefit.

{Maore)
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3, ‘Are there any exceptions to the railroad retirement annuity reductmn for social securlty
'beneﬁts" :

"No. However, if an employee qualified for dual benefits before 1975 and meets certajn vestmg S
requirements, he or she can receive an additional annuity amount which offsets, in part, the dual’-
benefit reduction. This additional amount, reflecting the dual benefits payable prior to 1975, is called
a vested dual benefit payment. Legislation enacted in 1974 coordinated dual railroad retirement and
social security benefit payments to eliminate certain duplications, but this legislation also included a
grandfather provision to preserve the pre-1975 dual benefits of persons meeting certain vesting
requirements by including vested dual benefit payments in their annuities.

Awards of these vested dual benefit amounts are now Iumted only to vested railroad employees
with dual coverage on their own earnings. Spouses and w1d0w(e1')s retiring since 1981 no longer
qualify. - Of the almost 12, 400 employee annuities awarded in ﬁscal year 2005, only 62 mcluded
vested dual benefit payments.

4. Are there any funding limitations on the payment of vested dual benefits?

Vested dual benefit payments are funded by annual appropriations from general U.S. Treasury
revenues, rather than the railroad retirement payroll taxes and other revenues that finance almost 99%
of the railroad retirement system s benefit payments. Payment of these vested dual benefits is
dependent on the time and amount of such appropriations. If the appropriation in a fiscal year is for
less than the estimated total vested dual benefit payments, individual payments must be reduced by
proration. Vested dual benefits are not increased by cost-of-living adjustments.

5. Can Federal, State, or local government pensions also result in dual benefit reductions in .
a railroad retirement annuity? _

Tier 1 benefits for employees first eligible for a railroad retirement annuity and a Federal, State or
local government pension after 1985 may be reduced for receipt of a public pension based, in part or in
whole, on employment not covered by social security or railroad retirement after 1956. This also
applies to certain other payments not covered by social security, such as payments from a non-profit
organization or from a foreign government or a foreign employer.

However, it does not include military _sefvice pcnsioﬁs, payments by the Department of Veterans
Affairs, or certain benefits payable by a foreign government as a resuit of a totalization agreement
between that government and the United States.

This reduction is made by adjusting certain weighting factors in the social security and tier I
benefit formulas. These factors increase beneﬁts for workers with low lifetime social security and/or

railroad reurement earnings. The welghtmg factors were not, however, intended to increase benefits
for those whose major employment was not covered by social security or rdilroad retirement.

(More)
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6. How dees the public service pension apply te spouse or widow(er)s’ benefits? .

The tier I portion of a spouse’s or widow(er)’s annuity may be reduced for receipt of any Federal,
State or local government pension separately payable to the spouse or widow{er) based on her or his
own earnings. The reduction generally does not apply if the employment on which the public service
pension is based was covered under the Social Security Act throughout the last 60 months of public
employment. (This 60-month requirement is being phased in over a 5-year period ending
March 1, 2009, and there are some exceptions.) For spouses and widow(er)s subject to the public
service pension reduction, the tier I reduction is equal to 2/3 of the amount of the public service
pension. The public service pension-reduction in railroad retirement spouse and widow(er) benefits
was brought about by 1977 social security legislation which also applied to the tier I.portion of
railroad retirement spouse and widow(er) annuities. Since a social security spouse or widow(er)
benefit is reduced if the beneficiary is also entitled to a social security benefit based on her or his own
earnings, it was considered equ_ita_ble that a social security spouse or widow({er) benefit also be reduced
for a public service pension based on the beneficiary’s own non-social security eamings.

7. What dual benefit restrictions apply when both a husband and wife are rail employees
entitled to railroad retirement annuities?

If both the emiployee and spouse are qualified railroad employees and either one had some
railroad service before 1975, the spouse tier I amount is reduced by the amount of the railroad
employee tier I to which the spouse is entitled and that reduction is restored in the spouse tier I
amount. The spouse tier I amount cannot be reduced below zero.

If both the employee and spouse started railroad employment after 1974, the amount of any spouse
or divorced spouse annuity is reduced by the amount of the employee annuity to which the spouse is
also entitled.

In survivor cases, if a widow or dependent widower is also a railroad employee annuitant, and
either the widow(er) or the deceased employee had 120 months of railroad service before 1975, the
tier I reduction may be partially restored in the survivor tier II amount.

If either the deceased employee or the widow(er) had some railroad service before 1975 but less
than 120 months of service, the widow(er)’s own employee annuity and the tier Il portion of the
survivor annuity would be payable to the widow{er). The tier I portion of the survivor annuity would
be payable only to the extent that it exceeds the tier I portion of the widow(er)’s own employee
annuity.

If the widow(er) qualifies for a railroad retirement employee annuity and neither the widow(er) nor
the deceased employee had any railroad service before 1975, the survivor annuity payable to the
widow(er) is reduced by the total amount of the widow(er)’s own employee annuity.

{Mnre)
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8. Can workers’ compensatmn or public disability benefits affect railroad retirement
benefits?

If an employee is receiving a disability annuity, tier I benefits fof,thjc bmployee and spouse may,
under certain circumstances, be reduced for receipt of workers’ compensation or public disability
benefits.

9. How ean an annuitant find out if receipt of ény dual benefits nﬁght affect his or her
railroad retirement annuity? ' _

If an annuitant becomes entitled to any of the previously discussed dual benefit payments, or if
there is any question as to whether a dual benefit payment requires a reduction in an annuity, an RRB
field office should be contacted. In any situation, the best rule is, “When in doubt-report.”

Annultants can find the address and phone number of the RRB office serving their afea by calling
the automated toll~free RRB Help-Lme at 1-800-808-0772 or by visiting www.rrb.gov. RRB field
offices are open to the public from 9:00 a.m. to 3:30 p.m., Monday through Friday, except on Federal
holidays.
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Applying for a Railroad Retirement Annuity

Railroad employees who are planning to retire should be aware of what steps to take and what
documents are required when applying for an annuity from the Railroad Retirement Board (RRB}).
Being prepared can prevent needless delays and ensure that payments.from the RRB begin as soon as.
possible after retirement. The following questions and answers describe the application process and
other related items that retiring employees should be aware of.

1. How are railroad retirement annuity applications filed? -

Applications are filed through the RRB’s field offices. Applicants may file in person or by
telephone and mail. Those filing in person may do so at any RRB office or at one of the office’s
Customer OutReach Program {CORP) service locations. Applicants filing by telephone receive the
same information and instructions that are provided to those filing in person; forms requiring
signatures and other documents are then handled by mail.

The addresses and phone numbers of all the RRB’s field offices are available on the agency’s Web
site at www.rrh.gov or by calling the toll-free RRB Help Line at 1-800-808-0772. The RRB Help Line
is an automated telephone service available 24 hours a day, 7 days a week. RRB field offices are open
to the public from 9:00 a.m. to 3:30 p.m., Monday through Friday, except on Federal holidays.

2. Can an application be filed prior to a person’s actual retirement date?

The RRB accepts annuity applications up to 3 months in advance of an annuity beginning date,
which allows the RRB to complete the processing of most new claims by a person’s retirement date.
Also, effective for applications filed on or after January 1, 2006, an employee can be in compensated
service while filing a disability application provided that the compensated service terminates within 90
days from the date of filing. When an employee files a disability application while still in
compensated service, it will be necessary for the employee to provide a specific ending date of the
compensation. Compensated service includes not only compensation with respect to active service
performed by an employee for an employer, but also includes pay for time lost, wage continuation -
payments, certain employee protection payments and any other payment for which the employee will
receive additional creditable service.

(More)
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Te expedﬂc the filing process, applicants should contact the RRB to schedule time for a pre-
retirement consultation and also to confirm their eligibility and be advised as to the required -
documents. The consultation can be conducted in person, or by telephone, with an RRB rcpresentatwe
who will provide an annuity estimate; explain a retiree’s benefit rights and responsibilities, and answer
related questions.

Railroad employees can also get estimates of their future annuities over the Internet. Employees
can access this service, called “Retirement Planner,” by visiting www.rrb.gov and clicking on “Benefit
Online Services (MainLine)” for directions on establishing an RRB Internet Services account.

3. What are some of the documents required with an application? -

*

All supporting forms requested on the annuity application.
All applicants have to furnish proof of their age.

All applicants should be prepared to furnish the notice of any social security bencfit award or
other social security claim determination.

An employee may be required to submit information regarding any other Federal, State or local
government pension for which he or she also qualifies, as well as certain other payments not
covered by railroad retirement or social security, such as from a non—proﬁt organization or
from a foreign government or a foreign employer.

An employee or survivor filing for a disability annuity is reqmred to submlt supporting medical
information from his or her treating physician, as well as any reports or records from recent
hospitalizations. He or she may also be asked to go for one or more specialized medical
examinations. If an employee disability applicant is receiving workers’ compensation or
public disability benefits, notice of the amount and beginning date of such payments must be
submitted. ‘ |

An employee will have to furnish proof of any military service claimed.

A spouse, divorced spouse or widow(er) applying for a railroad retirement annuity must furnish
proof of marriage to the employee. A divorced spousé must furnish proof of a final divorce
from the employee, as well as proof that any subsequent marriages have terminated.

A spousc divorced spouse or survivor also quahﬁed to receive a public service pension must

‘submit information rcgardmg that pension.

All applicants have to provide banking information necessary for the Direct Deposit of their
benefit payments.

A booklet, “Furnishing Evidence to Support Your Claim” (Form RB-3), gives detailed information
as to the types of proofs that are required when filing for an annuity, as well as sources from which
these documenis can be obtained. The booklet is available free of charge at any office or at
www.rrb.gov.
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4, Can proofs be filed in advance of retirement?

Railroad employees are encouraged to file proofs of their correct birth date and theirmilitary
service well in advance of retitement. The information will be recorded and stored electronically until
they actually retire. This will expedite the annuity application process and avmd any delays resulting
from inadequate proofs.-

If cmployees do not have an ofﬁcml record of their birth or mlhtary service, their local RRB office
will explain how to get acceptable ev1dence All evxdeme brought or tailed to an RRB office will be
handled carefully and returned promptly.

5. What is the retroactivity of a railroad retirement application?

The retroactivity of a railroad retirement annuity application is limited to 1 year for disability
annuijties and 6 moniths for full age annuities. There is generally no retroactmty for reduced age
annuities.

Retroactivity of a survivor annuity application is 1 year for disabled widow{er)s and 6 months for
full retirenent age widow(ex)s, mothers (fathers), children and parents. Retroa;:tivity_for- widow(er)s
ages 60-61 is 6 months if it does not increase the age reduction (this does not apply to surviving
divorced spouses or remarried widow(er)s). Otherwxsc there is generally no retroac‘awty for reduccd
age widow(er)s’ annuities.

6. Are retiring railroad employees required to relinquish their rights to their railroad jobs?

An employee annuity based on age cannot be paid until the employee stops railroad employment
and gives up any rights to réfum to work for a railroad employer. While an annuity based on
disability is not paid until an employee has stopped working for a railroad, employment rights need
not be relinquished until the employee attains full retirement age. However, in order for a
supplemental annuity to be paid by the RRB, or for an eligible spouse to begin réceiving annuity
payments, a disabled annuitant under full retirement age must relinquish employment rights. And,
regardless of 'age and/or earnings, no railroad retirement annuity is payable for any month in which a
retired or disabled employee annuitant, a spouse annuitant or a survivor annuitant works for an
employer covered under the Railroad Retirement Act. However, service for less than $25 a month to a
local lodge will not prevent payment of the annuity for that month,

Railroad retirement annuitants may work in nonrailroad employment, but benefits may be reduced
if a beneficiary under full retirement age works after retirement and earnings exceed annual exempt
amounts, Additional earnings deductions are assessed if a retired or disabled employee annuitant, or a
spouse annuitant, works for his or her last pre-retirement nonrailroad employer, regardless of age or
the level of eamings.

Special restrictions also apply to any earnings by disabled employees.

(More)
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7. How soon after filing can an applicant expect payment?

Under-the RRB’s Customer Service Plan, persons who filed for their railroad retirement employee
or spouse annuity in advance will receive their first payment, or a‘decision; within 35 days of the
beginning date-of their annuity. -Persons who did not file in advance will receive their first payment, or
a decision, within 65 days of the date they filed their application. Those who filed fer a railroad
retirement survivor annuity or Jump-sum benefit will receive their first payment, or a decision, within
65 days of the date they filed theu‘ apphcatwn, or became entitled to benefits, if later. Wldows or
widow(er)s who are already receiving a spouse annuity will receive thelr first payment ora demsmn
within 35 days of the date the RRB receives notice of the employee’s death.

For disability annuities, no payment can be-made until all medical evidence has been evaluated.
Consequently, an annuity based on disability takes longer to process than an annuity based on age and
service. And, 3_3 waiting period of 5 months is required_af_ter the onset of disability before ,c_iisability
annuity payments can begin. Under the Customer Service Plan, persons who filed for a railroad
retirement disability annuity will receive a decision on their claim within 105 days from the date they
filed their application. If they are entitled to disability benefits, they will receive their first payment
within 25 days of the date of that deasxon or earliest payment date, whichever is later.

Of course, claims for some beneﬁts may take longer to handle than others if they are more
complex, or if information from other people or organizations is needed. If this happens, the RRB will
provide an explanation and an estimate of the time required to make a decision.

8. How are rallroad retxrement payments made"

Pe:rsons applymg for ra1];r0ad rcﬁrement benefits will be automaucally cnrolled in the U S.
Treasury’s Direct Deposit Program which electronically transfers Federal payments into 1nd1v1duals
checking or savings accounts. Direct Deposit waivers are, however, avaﬂable to individuals who
determine that Direct Deposit would cause a hardship, and to 1nd1v1duals without bank accounts.
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Railroad Retirement Spouse and Widow(er)s’
Annuities and Public Service Pensions

Railroad Retiremént Act spouse and widow(er)s’ annuities (including divorced spouse, surviving
divorced spouse and remarried widow(er)s’ annuities) are subject to reduction when social security
benefits or dual railroad retirement annuities are also payable.. Such railroad retirement benefits may
also be reduced when a spouse or widow(er) is entitled to a public service pénsion unless certain
exemption requirements are met.

Since the payment of railroad retirement spouse or widow(er)s’ annuities can be affected by
entitlement to certain other government benefits, such dual entitlement, if not reported to the Railroad
Retirement Board (RRB), can result in benefit overpayments which have to be repaid, sometimes with
interest and penalties. The following questions and answers describe how payments are ad_]usted by
the RRB for spouse and widow(er) annuitants entitled to public service pensions.

1. Feor social security or railroad retirement purposw ‘what is consndered a pubhc semce
pension?

A public service pension is any periodic benefit payment, as well as lamp-sum payments made in
lieu of periodic payments, based on an individual's own employment with a Federal, State, or tocal
government unit. Some exam:ple;s' are pensions paid to teachers, police officers, and civil service
personnel on the basis of age or disability. Full salary benefits paid-to a retired or resigned ]udge
under the Federal }ud1c1ary retirement system are also cons:dered public service pensmns

Most military service pensions and payments from the Department of Veterans Affairs will not
cause a reduction. A pension paid by a foreign government or an intesstate instrumentality also has no
effect on a spouse or widow(er)’s annuity.

2. How is the public service pension reduction applied to railroad retirement spouse or
widow(er)s' annuities? :

For spouses and widow(er)s subject to the public service petnision reduction, the tier I reductionis,
under current law, equal to 2/3 of the amount of the public pension. The amount of the public service
pension is the current gross amount, before any deductions for income tax v}ithhbfdin-g, Medicare
premiums, health insurance or other benefits.

(More)
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3 What is the background of the public service reduction in spouse and Wldow(er)s’ -
annultles and how does it affect such payments? s

The public service pension reduction in social security and railroad retirement spouse and ..
widow(er)s’ benefits was brought about by 1977 social security legislation which also apphed to the
tier I benefits of railroad retirement spouses and widow(er)s. The tier I portion of a railroad retirement
annuity is based on railroad retirement credits and any social security credits an employee has
acquired. It is computed under social security formulas and approximates what social security would
pay if railroad work were also covered by that system. Tier I benefits are, therefore, reduced in the
same manner as social security benefits when certain other benefits are also payable.

Since a social security spouse or widow(er)’s benefit is reduced if the spouse or widow(er) is also
entitled to a social security benefit based on her or his own earnings, it was considered equitable that a
social security spouse or widow(er)’s benefit also be reduced for a public service pension based on the
spouse’s or widow(er)’s own nbn_—social security earnings.

The exemption requirements were subsequently tightened by legislation enacted in March 2004.
That legistation required that State and local governiment workers be covered by social security
throughout their last 60 months of employment with the pension-paying government entity in order to
be exempt from .a reduction. This 60-month requirement is being phased in over a 3-year period
ending March 1, 2009, and there are some exceptions. Under prior law, a reduction generally did not
apply to social security or railroad retirement spouse or widow(er)s’ benefits if the government job
that the public pension is based on was covered under the Social Security Act on the Jast day of public

employment.

4. How does the public pension reduction law provide a transition or phase-in peried for
those who will not be retiring for a few years?

The law provides a transition for workers whose last day of govemment employment occurs within
5 years after March 2, 2004. Any State or local government worker whose last day of government
employment occurs after June 30, 2004, and before March 2, 2009, ¢could have the requirement for 60
consecutive months of social security-covered government employment reduced For these workers,
the requirement for 60 consecutive months of social security-covered employment would be shortened
by the total number of months that the worker had in social security-covered government service under
the same retiremerit system before March 2, 2004, but not to less than 1 month. If the 60-month period
is shortened, the remaining months of social security-covered service needed to fulfill the requirement
must be performed after March 2, 2004, and must continue through the worker’s last day of public
service employment.

5. Are there any other provisions that would exempt railroad retirement spouse or
widow(er) annuitants frem the public pension offsets? :

The public pension reduction does not apply to a spouse or widow(er) who filed for and became
entitled to her or his railroad retirement annuity before December 1977, or to a spouse or widow{er)
whose public pension is not based on her or his own earnings.

(More)
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Annuities payable for any months after November 1977 to spouses and widow(er)s may also be
exempt from the public pension reduction at the time of filing if both of the following two

requirements are met.

The first requirement is that they began to receive or were eligible to receive their Federal, State or
local government pension before December 1982. This means they must have met the age and service
requirements for their pensions before December 1982, even though they did not apply for their
pensions before then.

The second is that they meet all requirements for spouse and widow(er)s’ benefits in effect under
social security law in January 1977. At that time, for example, a divorced woman's marriage must
have lasted at least 20 years, rather than 10 years as required today. Also, a husband or widower must
have received at least one-half support from his wife.

Even if spouses and widow(er)s do not meet these critetia, they still may be exempt from the
reduction beginning with railroad retirement benefits payable December 1982 if they received or were
eligible to receive their Federal, State, or local government pensions before July 1, 1983, and they
were receiving at least one-half support from their spouses at the time their spouses retired or died.

This provision applies to men and women.

6. Where can more specific information on how these pension offsets affect railroad
retirement benefits be obtained?

Individuals should contact the nearest field office of the RRB for information as to how their
public service pensions could affect their railroad retirement benefits.

They can find the address and phone number of the RRB office serving their area by calling the
automated toll-free RRB Help Line at 1-800-808-0772 or by visiting www.rrb.gov. RRB field offices
are open to the public from 9:00 a.m. to 3:30 p.m., Monday through Friday, except on Federal
holidays.
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The Importance of a Current Connection
for Railroad Retirement Benefits

Under the Railroad Retirement Act, a “current connection with the railroad industry” is one of the
eligibility requirements for occupational disability annuities and supplemental annuities, and is one of
the criteria for determining whether the Railroad Retirement Board (RRB) or the Social Security
Administration has _]uI’lSdICtIOIl over the payment of monthly beneﬁts to survivors of a railroad
employee.

The following questions and answers describe the current connection requirement and the ways the
requirement can be met.

1. How is a current connection determined under the Railroad Retirement Act?

To meet the current connection requirement, an employee must generally have been credited with
railroad service in at least 12 months of the 30 months immediately preceding : tlae month h15 or her
railroad retirement annuity begins. If the employee died before retirement, railroad service in at least
12 months in the 30 months before death wﬂi meet the cu.rrent connecnon requlrement for the purpose

of paying survivor benefits.

However, if an employee does not qualify on this basis, but has 12 months’ service in an earlier
30-month period, he or she may still meet the current connection requirement. ‘This alternative
generally applies if the employee did not have any regular emp]oyment outside the railroad industry in
the period between the end of the last 30-month period including 12 months of railroad service and the
month the annuity begins, or the month of death if earlier.

A current connection: established at the time the railroad retirement annuity begins is permanent.
The employee never loses it no matter what kind of work is performed thereafter.

2. Can nonrallroad work before retlrement break a former rallroad employee s current
connection?

Full or part-time work for a nonrailroad employer in an interim between the end of the last
30-month period including 12 months of railroad service and the begmnmg date of an employee s
annuity, or the date of death if earlier, can break a current connection.

Self-employment in an unincorporated business will not break a current connecuon However if
the business is incorporated, compensated service may break a current connecuon '

Federal employment with the Department of Tran-sportaum, the National Tr_aasportatien Safety
Board, the Surface Transportation Board (the former Interstate Commerce Comimission), the National
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Mediation Board, the Railroad Retirement Board, or the Transportation Security Administration (as '
long as the work began before the TSA was transferred to the Department of Homeland Security on -
March 1, 2003) will not break a current connection. State employment with the Alaska Raﬂroad, as
-Jong as that railroad remains an entity of the State of Alaska, will not break a current connection.,* .-
Also, non-creditable railroad service in Canada for a Canadian railroad will neither break nor.eeéerve
a current connection.

3. Are there any exceptions to these normal procedures for determining a current
connection?

A current connection can be maintained for purposes of supplemental and survivor annuities if the
employee completed 25 years of railroad service, was involuntarily terminated without fault from his
or her last job in the railroad industry, and did not thereafter decline an offer to return to work in the
same class or craft as his or her most recent railroad service, regardless of the location of the work
offered. '

If all of these requirements are met, an employee’s current connection may not be broken, even if
the employee works in regular nonrailroad employment after the 30-month period and before
retirement or death., This exception to the normal current connection requirement became effective
October 1, 1981, but only for employees still living on that date who left the rail industry on or after
October 1, 19735, or who were on leave of absence, on furlough, or absent due to injury on
October 1, 1975,

4. Would the acceptance of a buy-out have any effect on determining Whether an employee
could mamtam a current connection under this exception prevision? -

In cases where an employee has no opuon to remain in the service of his or her rallroad employer,
the termination of the employment is considered involuntary, regardless of whether the employee does
or does not receive a buy-out.

However, if an employee has the choice of either accepting a position in the same class or craft in
the railroad 1ndustry or termination with a buy-out, accepting the buy-out is a part of his or her
voluntary termmatton, and the employee would not maintain a current connection under the exception
provision.

5. An employee with 25 years of service is offered a buy-out with the eption of either taking
payment in a single lump sum or of receiving monthly payments until retirement age. Could the
method of payment affect the employee’s current connection under the exception provision?

The employee must always relinquish job rights to accept the buy-out, regardless of whether it is
paid in a lump sum or in monthly payments. Neither payment option would extend the 30-month
period. The determining factor for the exception provision to apply when a buy-out is paid is not the
payment option. It is whether or not the employee stopped working involuntarily.

An employee considering accepting a buy-out should also be aware that if he or she relinquishes
job rights to accept the buy-out, the compensation cannot be used to ‘credit additional service months
beyond the month in which the employee severed his or her employment relation, regardless of
whether payment is made in a lump sum or on a periodic basis.

(More)
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6. What if the buy-out agreement allows the employee to retain job rights and receive
monthly payments until retirement age?

The RRB considers the buy-out to be a dismissal allowance. When a monthiy dismissal allowance
is paid the employee retains job rights, at least until the end of the period covered by the dismissal
allowance. If the period covered by the dismissal allowance continues up to the beginning date of the
railroad retirement annuity, railroad service months would be credited to those months. These railroad
service months would provide at least 12 rajlroad service months in the 30 months immediately before
the annuity beginning date and maintain a regular current connection. They will also increase the
number of railroad service months used in the calculation of the railroad retirement annuity.

7. Could the exception provision apply in cases where an employee has 25 years of railroad
retirement coverage and a company reorganization results in the employee’s job being placed
under social security coverage?

The exception provision has been considered applicable by the RRB in cases where a 25-year
employee’s last job in the railroad industry changed from railroad retirement coverage to social
security coverage and the employee had, in effect, no choice available to remain in railroad retirement
covered service. Such 25-year employees have been deemed to have a current connection for purposes
of supplemental and survivor annuities.

8. Where can a person get more specific information on the current connection
requirement?

Railroaders and former employees can contact the nearest field office of the RRB for information
on how their eligibility for benefits is affected by this requirement.

Persons can find the address and phone number of the RRB office serving their area by calling the
automated toll-free RRB Help Line at 1-800-808-0772 or by checking the RRB’s Web site at
www.rrb.gov. Most RRB field offices are open to the public from 9:00 a.m. to 3:30 p.m., Monday
through Friday, except on Federal holidays.
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RRB Customer Service Plan Update

The U.S. Railroad Retirement Board’s Customer Service Plan promotes the principles and
objectives of customer-driven quality service agency-wide. The RRB’s plan states specifically the
level of service that customers can expect, and an important part of the plan is a pledge to keep
beneficiaries informed of how well the RRB is meeting the plan’s standards. The plan is reviewed and
updated periodically as the agency gains more experience with it, compares its service with the best in
business and considers feedback received from #ts customers.

The following questions and answers provide information about the RRB’s performance in the key
areas of retirement applications, survivor applications, disability applications and payments, rairoad
unemployment and sickness benefit applications and claims, as wefl as the handling of correspondence
during fiscal year 2006 (October 1, 2005 — September 30, 2006). Included are the customer service
performance goals the RRB set for fiscal year 2006 in its Annual Performance Plan. These goals are
revised anmually based on such factors as projected workloads and available resources. Also included
is information on the RRB’s overall performance, as measured by the timeliness index developed by
the agency.

1. How does the RRB measure overall timeliness for customer service?

The RRB developed an index to measure the overall timeliness of its customer service in four
benefit areas: ‘retirement applications; survivor applications; disability applications and payments; and
railroad unemployment and sickness benefit applications and claims. This composite indicator, based -
on a weighted average, allows for a more concise and meamngﬁzl presentation of its customer service.
efforts in these benefit areas.

2. How timely, overall, was the customer semoe provnded by the RRB in fiscal year 2096 as
measured by this timeliness index?

During fiscal year 2006, the overall benefit timeliness index stood at 98.6 percent. This means that
the RRB provided benefit services within the timeframes promised in the Customer Service Plan 98.6
percent of the time. More detailed performance information for specific benefit areas is presented in
the questions and answers that follow.

(More)



3. “What standards were used by the RRB in fiscal year 2006 for processing apphcatmns for
railroad retirement employee or spouse annuities and how well did it meet those standards?

Under the RRB’s standards, if you ﬁled for a railroad retirement empioyge Or Spouse annuity in - ;

advance, you will receive your first payment, or a decision, within 35 days of the beginning date of
your annuity. If you have not filed in advance, you will receive your first payment, or a decision,
within 65 days of the date you filed your application.

Of the cases processed during fiscal year 2006, 92.9 percent of both employee and spouse
applicants who filed in advance received a payment, or a decision, within 35 days of their annuity
beginning date. Average processing times for employee and spouse applications were 15.2 and 5.6
days, respectively; the combined average processing time for these cases was 12.5 days.

Also, of the cases processed, 98.1 percent of employee and 95.1 percent of spouse applicants who
had not filed in advance received a payment, or a decision, within 65 days of their filing dates. Taken
together, 96.2 percent of these cases met the agency’s standard. In these cases, the average processing
times for employee and spouse applications were 19.2 and 19.7 days, respectively; the combined
average processing time was 19.5 days.

The RRB’s goals in fiscal year 2006 were 92.0 and 94.0 percent timeliness; respectively, for those
filing in advance and those not filing in advance.

4. What standards were ,us,_;ed' in the area of :SIII_I'.‘_?;V:OT bgneﬁi:s_ in fiscal yeai' 20067

Under the standards, if you filed for a railroad retirement survivor annuity or a lump-sum benefit,
you will receive your first payment, or a decision, within 65 days of the date you filed your
application, or became entitled to benefits, if later. I you are already receiving a spouse anmuity, you
will receive your first payment, or a decision, within 35 days of the date the RRB receives notice of
the employee’s death.

Of the cases considered during fiscal year 2006, 93.2 percent of the applicants for an initial
survivor annuity received a payment of a decision within 65 days. n addition, 97.5 percent of the
applicants for a lamp-sum benefit received a payment or a decision within 65 days. - In cases where the
survivor-was already receiving a3 spouse annuity, 95.7 percent of the applicants received a payment or
a decision within 35 days of the RRB being notified of the employee’s death. Average processing
time for all applications for recurring monthly benefits (initial survivor applications and spouse to
survivor conversions) was 20.2 days. The average processing time for lump-sum applications was 9.6
days.

The goais for fiscal yééiZOOﬁ were 80.0 percent and 90.0 percent tlmeimess, respectively, for
payment of a survivor annuity and for payment of a lump sum. For those already receiving a spouse
annuity, the goal was 90.0 percent timeliness for payment of the survivor annuity.

{More)
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5. What standards were used by the RRB in fiscal year 2006 for processing applications for
disability annaities under the Railroad Retirement Act? '

Under the Customer Service Plan, if you filed for a dlsablhty annyity, you will receive a deczs:on
within 105 days of the date you filed your apphcatlom If it is determined that you are entitled to
disability benefits, you will receive your first payment within 25 days of the date of the RRB’s
decision, or the earliest possible payment date, whichever is later. |

Of the cases processed during fiscal year 2006, 65.9 percent of those filing for a disability annuity
received a decision within 105 days of the date they filed an application. The average processing time
was 92.1 days. Of those entitled to disability benefits, 95.2 percent received their first payment within
the Customer Service Plan’s time frame. Average processing time was 7.9 days. " _,

The agency’s goals were 55.0 percent and 92.0 percent timeliniess, respectively, for disabi}ity.
decisions and disability payments.

6. What were the standards for the handling of applications and claims for railread
unemployment and sickness benefits and how well did the RRB meet these standards"

Under the standards, if you filed an application for unemployment or sickness benefits, you wiil
receive a claim form, or a decision, within 15 days of the date you filed your application. If you filed a
claim for subsequent biweekly unemployment or sickness benefits, you will receive your payment, or
a decision, within 15 days of the date the RRB receives your claim form.

During fiscal year 2006, 99.5 percent of unemployment benefit applications sampled for timeliness
and 99.5 percent of sickness benefit applications processed met the RRB’s standard. Average
processing times for unemployment and sickness benefit applications were 0.3 and 1.4 days,
respectively.

In addition, 99.8 percent of subsequent claims processed for unemployment and sickness benefits
met the RRB’s standard for fiscal year 2006. The average processing time for claims was 3.9 days.

The agency’s goals for processing unemployment and sickness applications in fiscal year 2006
were 96.0 percent timely for both unemployment and sickness. The payment or decision goal for
subsequent claims was 98.0 percent timeliness.

7. What was the standard for replying to correspondence in fiscal year 20062

The Customer Service Plan states that when you inquire by letter, you will receive a reply within
15 days of the date the agency receives your inquiry. If for any reason the RRB cannot reply within
that time frame, it will acknowledge the letter and tell you how long it will be before your questions
can be answered fully.

In fiscal year 2006, 98.4 percent of all correspohdence the RRB received was responded to, either
with an acknowledgement or with a final reply, within the standard.

The goal for 2006 was set at 95.0 percent.

(More)
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8. How did the RRB’s performance in meetmg lts standards in fiscal year 2006 compare to
its perfornianceé in fiscal year 2005?

Fiscal year 2006 performance improved when compared to fiscal year 2005 for initial survivor
applications, h;mp—sum death benefits, spouse to survivor conversions, and disability payments. Also,
the agency exceeded all of the customer semce performance goals it had set for the year in its Annual
Performance Plan.

9, Can beneficiaries provide feedback to the RRB about the service they receive?

A Customer Assessment Survey form is available in every field office allowing beneficiaries to
evaluate the service they received and suggest how the agency can improve its service. Persons not
satisfied with the service they received may contact the manager of the office with which they have
been dealing or the regional director who is responsible for that office. Their names and addresses are
available in each office.

The addresses and phone numbers of all the RRB’s field offices are also available on the agency’s
Web site at www.rrb. govor by calling the toll-free RRB Help Line at 1-800-808-0772. The RRB
Help Line is an automated telephone service available 24 hours a day, 7 days a week.
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Longevity of Railroad Retirement Beneficiaries

Every three years, the Railroad Retirement Board’s Chief Actuary conducts a study of the
longevity of its annuitants, as part of a valuation of future revenues and benefit payments. The

following questions and answers summarize the results of the most recent longevity study.

1. What were the study’s finding on the life expectancy of retired male railroaders?

The most recent data reflected a continued improvement in longevity. Using ddta through 2003, -
the study indicated that, on the average, a male railroader retiring at age 60 can be expected to-live
another 20.7 years, or approximately 248 months. Studies done three, six and nine years ago indicated
life expectancies of 20.1, 19.8, and 19.5 years, respectively, for this category of beheﬁ{:_iafy._ The -s.tudy
also indicated that a male railroader retiring at age 62 can be expected to live another 19 years
(228 months), while the previous three studies indicated life expectancies of 18.5, 18.2,.and 17.9 years,
respectively. A male railroader retiring at age 65 can be expected to live another 16.6 years
(approximately 199 months). The previous studies indicated life expectancies of 16.1, 15.8, and

15.5 years, respectively, for this category of beneficiary.

2. How did these life expectancy figures compare to these of disabled annuitants?

As would be expected, disabled annuitants have a shorter average life expectancy, but the
difference decreases with age. At age 60, a disabled railroader has an average life expectancy of
15.8 years, or 4.9 years less than a nondisabled male annuitant of the same age; at age 65, a.disabled
annuitant has an average life expectancy of 3.6 years less than a nondisabled 65-year-old annuitant;

and at age 70 the difference is only 2.7 vears.

{More)



* 3. Are women still living longer than men?
In general, women still live longer than men: This is shown both-in the Railroad Retiremeﬁf B
Board’s life expectancy studies of male and female annuitants and by other studies of the gerieral

United States population.

For example, at age 60 a retired female railroader is expected on the average to live 24.2 years,
3.5 years longer than a retired male railroader of the same age; and at age 63, a retired female
railroader is expected on the average to live 19.8 years, 3.2 years.longer than her male counterpart.

Spouses and widows age 65 have average life expectancies of 20 years and 18.1 years, respectively.

4. Can individuals use life expectancy figures to predict how long they will live?
Life expectancy figures are averages for large groups of people. Any particular individual’s

lifetime may be much longer or shorter than the life expectancy of his or her age and group.

According to the study, from a gfoﬁp of 1,000 retired male employees at age 65, 915 will live at
least 5 years, 774 at least 10 years, 579 at least 15 years, and 352 at least 20 years. Of female age
annuitants at age 65, 519 will be alive 20 years later.

'5. How do the lifé éxpectancies of railroad retirement annuitants compare with those of the
general population?
 While exact data were not available for direct comparison, data available to the Railroad
Retirement Board did not indicate significant differences. The entire longevity study is available on

the agency’s Web site at www.rrb.gov.
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